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he Annual Report of the IMF's Executive Board to the Fund’s

Board of Governors is an essential instrument in the IMF’s
accountability. The Executive Board, which is responsible for con-
ducting the Fund’s business, consists of 24 Executive Directors
appointed or elected by the IMF's 184 member countries, while the
Board of Governors, on which every member country is represented
by a senior official—in almost all cases the finance minister or cen-
tral bank governor—is the highest authority governing the IMF. But
the Annual Report does not only represent the accountability of the
Executive Board to the Fund’s Board of Governors. Its publication
also signifies the Fund’s broader accountability, to the public at
large. Today that accountability is also represented by the Fund's
prompt publication of a large majority of the reports discussed by
the Executive Board, summaries of most Board discussions, and
a substantial volume of other material—-demonstrating the IMF’s

commitment to transparency.

This Annual Report, covering the financial year to the end of April
2005, describes what was another very active period for the
institution, despite an unusually benign global economic environment,
with a notable absence of serious financial crises. World economic
growth was strong, and inflation remained subdued. The expansion
continued to be led mainly by the United States and China, and other
Asian emerging market economies, but economic performance
improved in almost every region. Sub-Saharan Africa, in particular,
posted its highest growth in a decade in 2004—an encouraging boost
to the poverty reduction that the region so urgently needs. These
favorable developments reflected, to a significant extent, improve-
ments in policies in recent years in a number of member countries—

improvements actively supported in many cases by the IMF.

Nevertheless, there remained significant"nsks‘tp the global expan-
sion—including chronic payments imbalances ar;d\ﬁsiég_oil prices—
and countries continued to face challenges in the pursuit 6f re 'rms
needed to secure sustained, strong growth with high levels of
employment. Much of the IMF's work last year, especially through its
surveillance over the economies of all its member countries, and
over the global economy and monetary system, involved advice on,
and advocacy of, policies to address these risks and challenges. The
Fund also again provided financial support for policy programs in
many developing and emerging market countries—programs aimed

at enhancing sustainable growth as well as resolving balance of pay-

ments difficulties.

Looking ahead, the continuing favorable economic outlook should
provide countries with further opportunities, which they should seize,
to strengthen their economies. For low-income countries, in particu-
lar, the prospect of enhanced financial support by the international
community has improved the chances that the Millennium Develop-
ment Goals (MDGs) will be achieved, but only if the countries them-
selves take the bold policy actions needed to foster stronger growth
and poverty reduction. At the international level, an especially high
priority now, including for faster progress in reducing poverty, is that
all countries meet their commitments to achieve an ambitious liber-

alization of trade under the Doha Round.

The IMF also remained busy in FY2005 with reforms of its own poli-
cies and operations. We conducted periodic reviews of some major
operational policies, including surveillance and conditionality in IMF-
supported programs. Such reviews of particular operations form part
of the Fund’s culture of learning and change. But it is crucial also

that we occasionally step back to take a fresh look at our institution



as a whole. For that reason, a few months after | became Managing
Director in June 2004, | initiated a review of the Fund’s strategic
direction. For the IMF to continue to serve, as effectively as possible,
its member countries and the purposes for which it was established,
it has to be in a position to help its member countries deal with the
forces that are likely to shape the global economy in the coming
years. The strategic review is an opportunity to explore a variety of
issues and consider their implications for the work of the Fund. These
include global financial flows, regional integration, efforts to help
low-income countries reduce poverty and achieve the MDGs, and the

Fund'’s own governance.

I look forward to discussion of the Fund’s medium-term strategy at
our September 2005 Annual Meetings of Governors. A sense is
already emerging that the IMF, in its continuing evolution, must

remain grounded in its core mandate, laid out 61 years ago in the

Vi

Fund’s Articles of Agreement—to promote international monetary
cooperation; to foster the balanced growth of international trade;
to promote exchange rate stability; to assist in the functioning of a
multilateral system of payments; to promote macroeconomic and
financial stability, which is essential for sustained growth; and to
help countries deal with balance of payments difficulties. Over the
past six decades, as international economic integration and inter-
dependence have increased, the presence of an organization and
forum with these purposes—an organization that is international,
now virtually global, where countries come together with their
naturally different perspectives to cooperate on economic and
financial matters—has become more and more relevant to the
world’s needs. Our challenge is to further enhance the IMF’s effec-
tiveness in serving these purposes, including by ensuring that the
Fund is as up-to-date as the rapidly evolving global economy and

financial system.



to the Board of Governors

August 18, 2005
Dear Mr. Chairman:

| have the honor to present to the Board of Governors the Annual Report of the Executive Board for the financial
year ended April 30, 2005, in accordance with Article XIl, Section 7(a) of the Articles of Agreement of the Interna-
tional Monetary Fund and Section 10 of the IMF's By-Laws. In accordance with Section 20 of the By-Laws, the
administrative and capital budgets of the IMF approved by the Executive Board for the financial year ending April
30, 2006, are presented in Chapter 7.The audited financial statements for the year ended April 30, 2005, of the
General Department, the SDR Department, and the accounts administered by the IMF, together with reports of the

external audit firm thereon, are presented in Appendix VII.

Rodrigo de Rato
Managing Director and
Chair of the Executive Board

vii
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he IMF’s 2005 financial year, the period covered by this
Annual Report,! marked an important stage in the Fund's
development. The 60" anniversary of the July 1944 Bretton
Woods Conference, at which the establishment of the IMF and
the World Bank was agreed, was a notable landmark for these
institutions. Rodrigo de Rato was appointed by the Executive
Board to be the Managing Director of the IMF beginning in
June 2004, and under his leadership the Fund embarked on
a broad strategic review of its activities. In addition, several
other, specifically targeted, reviews already under way were

concluded.

The IMF’s work during the year covered by this report is set out in
detail in subsequent chapters. The Fund’s work is largely dictated
by developments in the world economy and in the economies of
its 184 member countries, and by the need to anticipate the
challenges that these developments pose. The aim of this intro-
ductory chapter is to give a brief overview of the Fund’s activities

and to set them in the context of global economic developments.

World economy

The past year saw the most rapid global growth in three decades,
with improved economic performance in almost every region of the
world, subdued inflation, and a marked absence of serious financial
crises. There was thus a very favorable international environment for
the IMF's operations. Yet the going was not entirely smooth: oil prices
rose sharply and substantially; there were continuing geopolitical

uncertainties; global payments imbalances widened further; and

May 1, 2004-April 30, 2005 (FY2005).

many of the Fund’s member countries continued to grapple with sig-

nificant social and economic problems, including poverty.

At the same time, the benign global economic situation and outlook
provided an important opportunity to introduce and implement the
economic reforms needed to tackle deep-seated problems. It also
provided an opportunity for the Fund to embark on a broad examina-
tion of its strategic direction, aimed at assessing its role and activi-

ties in the evolving circumstances of the years ahead.

The IMF’s 2005 financial year was a period of remarkable expansion
for the global economy. At 5.1 percent in calendar 2004, annual
growth was the fastest in nearly thirty years. In the first quarter of
2005 (the final calendar quarter of the Fund’s financial year), growth
remained more buoyant than had been expected. Even more striking,
and additionally welcome, was the extent to which this rapid growth
was experienced by all regions of the world, including those, such as
Latin America, the Middle East, and sub-Saharan Africa, where

growth performance had tended to lag well behind.

Among the industrial countries, the United States continued to be
the most rapidly growing economy, maintaining its strong recovery
from the modest downturn of 2001-02 and continuing to underpin
the global expansion. In Japan, the economic recovery that began in
2003 paused in mid- and late 2004 but regained momentum in
early 2005. Growth in the euro area continued to be disappointing,

with domestic demand remaining weak, especially in Germany.

Most emerging market and developing countries recorded relatively
rapid growth. In Asia, growth in the region as a whole was fueled by
continuing strong expansion in China and rapid growth in India.

Emerging Asia was the fastest-growing region during the period. But
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in Latin America there was evidence of strong recovery in most parts
of the continent; the Middle East recorded higher growth than
expected; and growth in sub-Saharan Africa was more rapid than at
any time over the past eight years. And in spite of the sluggish growth
performance of their close trading partners in the euro area, the
countries of the Commonwealth of Independent States (CIS) contin-

ued to experience strong expansion.

World trade grew even faster than output, by 9 percent in 2004,
continuing the long-term tendency for trade to expand relative to
output, and underlining the contribution that the expansion of
trade has consistently made to economic growth. In early 2005,
however, there were signs of a slowdown in the growth of trade,
possibly related to slower expansion in manufacturing in a number

of countries.

Inflation increased slightly in most parts of the world compared with
2003 but generally remained subdued, which also contributed to the
strong global expansion. It has become increasingly clear in recent
decades that low inflation is essential for sustained and rapid
growth, which in turn provides the most reliable route to the lasting
reduction of poverty that is an important priority for many of the

IMF's members.

The strong global expansion, and especially its widespread nature,
owed much to the adoption in many countries of appropriate poli-
cies. In recent years, there has been a growing recognition of the
importance of establishing a stable macroeconomic framework as a
precondition for strong growth that can be sustained over a long
period. Sound macroeconomic policies make it easier for countries
to withstand the downturns that are an inevitable part of the eco-
nomic cycle. They also increase an economy’s resilience in the face

of shocks.

Global economic risks

The rapid growth of the world economy in FY2005 brought opportuni-

ties and challenges for the IMF's members and the IMF itself. How-

Xii

ever, two issues threatened to cast a shadow over the world
economic outlook: higher oil prices and large global payments

imbalances.

Rising oil prices posed risks for oil-importing countries, and were
especially painful for low-income countries. The extent of the prob-
lems that higher energy prices posed in different countries
depended on the energy intensity of production and consumption,
the impact on the terms of trade, and economies’ flexibility in
responding to shocks. The experience of earlier oil price shocks had
underlined the risks of higher prices for oil-exporting countries as
well. Rising oil revenues have tended to tempt policymakers to relax
fiscal discipline more than is desirable. History has shown that
dealing with oil revenue windfalls while preserving macroeconomic
stability is a difficult challenge for governments in both industrial

and developing countries.

Concern about the possibility of a sudden adjustment of global pay-
ments imbalances continued to preoccupy the IMF and many policy-
makers during FY2005. The large and rising U.S. current account
deficit, and the corresponding surpluses in Japan, emerging Asia, the
oil-producing countries of the Middle East, and other countries, were
the focus of these concerns. The IMF made its view clear that resolv-
ing these imbalances is a shared responsibility of the international
community and endorsed a broad strategy that included medium-
term fiscal consolidation in the United States, continued structural
reforms to boost growth of demand and output in Europe and Japan,
and, in emerging Asia, steps toward greater exchange rate flexibility,
supported by continued financial sector reform. There was wide-
spread agreement that implementation of this strategy would help
correct these imbalances in an orderly manner and avoid a sudden

and painful adjustment.

In the event, concerns that rising oil prices and global imbalances
would undermine global growth did not materialize during the period
under review; but nor did they dissipate. If high oil prices persist,

some countries will remain more vulnerable than they otherwise



would be. And without widespread policy adjustments, global imbal-

ances continue to pose risks for future global growth.

At the same time, the expansion of the world economy brought
opportunities. The most important of these in the short term was
the chance for many countries to take the policy measures neces-
sary to make current growth rates sustainable, and then to go fur-
ther and raise the sustainable growth rate. These include the
adoption of fiscal policies that curb budget deficits and make
possible countercyclical policies during downturns. Many industrial
and developing countries have budget deficits that are uncomfort-
ably large for the peak of a cycle, which restricts their room for
maneuver in the event of a downturn. Improving long-term growth
potential also requires removing the structural impediments to more
rapid growth—freeing up labor and product markets, and liberalizing
trade. Such policy adjustments would benefit both industrial and

developing countries.

Strengthening fiscal policy and taking steps to make economies
more flexible and thus capable of faster expansion inevitably pose
difficult political challenges for policymakers who have to account to
their electorates, especially given that reforms take time to deliver
tangible benefits in terms of growth. Although history shows that nec-
essary changes are sometimes implemented at times of economic
difficulty, when pressure for adjustment is strong, periods of relatively
rapid global expansion should offer the best environment in which to

pursue economic reforms.

This is equally true of the longer-term reform agenda, where it has
become increasingly clear that looming demographic changes pose
important challenges for a large number of IMF member countries.
The fraction of post-retirement-age dependents in the population is
already rising in many industrial economies; and some large emerg-
ing market economies, such as China and Korea, will also see their
dependency ratios—defined as the number of retirees expressed as a
percentage of the workforce—rise sharply in the short to medium

term. In other emerging market economies, the full impact of these

Overview

demographic changes will not be felt for some time, but in many of
these countries the public finances are already under strain because
of existing pension arrangements that are underfunded. There Is
increasing evidence that confronting these demographic problems
sooner rather than later will mean that the adjustments, whether to
pension contributions, benefits, or the retirement age (or a combina-
tion of all three), can be much more modest than If remedial action

is postponed.

The work of the Fund

The IMF's mandate is clearly defined by its Articles of Agreement:
to promote macroeconomic and financial stability at the global
and national levels, to promote international monetary cooperation
in the interests of all its members, to foster a iberal system of
trade and payments, and to prevent international crises, as far as
possible. The aims are clear, but how they are best achieved
inevitably evolves over time. The Fund is, and must remain, a learn-
ing institution, seeking to strengthen its work, including by listen-
ing to, and learning from, its official and nonofficial interlocutors.

It seeks to adapt on the basis of experience. But it also seeks to
work pre-emptively, by anticipating challenges and responding

to them in a timely manner—an important part of its crisis preven-

tion work.

In FY2005, in the global context described above, an important chal-
lenge for the Fund was to continue to be an effective advocate for
policies, including reforms, that, at the national level, would foster
macroeconomic stability, rapid growth, rising living standards, and
poverty reduction, and to argue the case for pre-emptive action in an

unusually favorable global economic environment.

The IMF's surveillance work, one of its core activities, remains the
principal channel for the advocacy of appropriate policies. As Chap-
ter 1 outlines in more detail, the Fund’s surveillance work has three
dimensions: global, regional, and national. At the global level,

through instruments such as the World Economic Outlook and the
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Global Financial Stability Report, the Fund assesses the interna-
tional outlook and examines and highlights the risks to its central
projections. At the regional and national levels, principally through its
work on Article IV consultations, the Fund assesses national policies
and objectives, and the accompanying risks, and provides advice on

appropriate responses.

IMF policy advice, provided by the Executive Board in the context of
Article IV consultations, reflected the concerns highlighted earlier
about rising oil prices and global imbalances. In preparing Article IV
reports on countries where macroeconomic stability had yet to be
achieved, Fund staff focused on the need to ensure that policies
were directed to implementing appropriate fiscal reforms, lowering
inflation, and creating the conditions for sustained and fast-paced
growth. In the many other member countries where a stable macro-
economic framework was in place, Fund advice was directed more
toward ensuring the implementation of structural reforms aimed at
medium-term sustainability and at raising potential output and
growth. Attention was also paid to longer-term issues such as
demographic changes. IMF staff, and the Executive Board, always
seek to be constructive when identifying policy weaknesses and to
identify superior alternatives. Staff and the Board also strive to
endorse sound macroeconomic policies identified in Article IV

consultations.

In addition to its operations with member countries, the IMF in
FY2005 reviewed its own activities on several fronts. The core
responsibilities of the IMF, as envisaged by its founders more than
sixty years ago, remain essential for the effective functioning of the
global economic and financial systems. But just as national
economies and economic policies must adapt to keep pace with
global economic developments, the Fund, too, must be ready
constantly to review the ways in which it conducts its business, so
that it can best serve its member countries. IMF advice to its
members stresses the importance of continuous evolution, and this
is a fitting principle for the Fund to apply to its own work and work-

ing methods. Transparency, which has become a vital ingredient of

Xiv

the IMF's work over the past decade, has enabled the Fund to con-
duct large-scale reviews of its activities in an open manner, alert to
the needs of all its members while avoiding the impression of

undue introspection.

FY2005 saw the conclusion of a number of specific reviews targeting
different aspects of the IMF's work. Central among these were the
biennial review of the Fund's surveillance work, including an assess-
ment of the increasing importance of financial sector surveillance
(described in Chapter 2), and a new review of conditionality, the first
since 2000-02 (Chapter 3). Reports from the Independent Evalua-
tion Office provided the opportunity to review, for example, the grow-
ing role of IMF technical assistance and the Fund's role in the run-up

to the crisis in Argentina in 2001.

More fundamentally, the IMF has taken advantage of the opportunity
provided by the relatively favorable global economic environment
to embark on a major review of its strategic direction. Such a stock-
taking is timely. The global economic and financial system has
evolved rapidly in the last decade or two, and the Fund has made
considerable changes in response, especially in the past decade,
as part of broader reforms of the international financial architec-
ture. With these initiatives maturing, the time has come to step
back and review the challenges ahead. The strategic review was
started in 2004, and work on the Fund’s medium-term strategy—
intended as a guide to decision making on the medium-term
budgetary framework and work program—is due to be completed in
time for the Annual Meetings in September 2005, when the conclu-
sions will be considered by the International Monetary and Finan-

cial Committee (IMFC).

The strategic review is anchored in a shared understanding of the
IMF's purposes: it became clear at a very early stage in the review
process that the Board is generally agreed on the Fund’s core mis-
sion, as set out in the Articles of Agreement. But the Fund needs to
have clear priorities if it is to achieve its principal aims in an effective

manner. The focus of the strategic review is on how the IMF can best



fulfill its mandate; it aims to develop priorities for the Fund’s future
activities, and to identify trade-offs and possible organizational
changes. Adopting a medium-term budgetary framework is a key
component of this effort, which will enable priorities to be deter-

mined and kept under review.

Thus surveillance, financial support, and technical assistance will
remain the principal components of the Fund's work. But their effec-
tiveness will depend on their continuing evolution to meet the chang-
ing global financial environment and the changing needs of member
countries. The rapid growth of private capital flows, for example, has
had a major impact on the international financial system. Such capi-
tal flows can improve both access to investment capital, for industrial
and developing countries, and the efficiency of resource allocation.
But they can also pose important risks, for individual countries and

for the world economy as a whole.

The increasing interdependence of economies has made it more
important than ever for the international community to help coun-
tries implement policies that will promote domestic and global
prospenty. The IMF, with its virtually global membership and man-
date to promote international monetary cooperation and sound
economic and financial policies, is the natural forum for multilateral
cooperation to promote stability and growth in the world economy.
It has a responsibility to help countries get their macroeconomic
policies and institutions right—a responsibility that shines a spot-
light on the quality, persuasiveness, and focus of its policy advice.
A special challenge in this regard, particularly given the increased
appreciation in recent years of the importance for stability and
growth of a broad range of structural and institutional factors, is
for the Fund to be focused in its operations on the issues that
matter most in each member country, while maintaining evenhand-
edness of treatment. In a world of increasingly integrated capital
markets, it is also important that the Fund continue to develop its
understanding of capital flows and their implications. This will
strengthen the basis for its advice to members on ways to foster

sound domestic financial systems, to gain access to the interna-

Overview

tional capital markets, and to reduce vulnerability to capital

account shocks and volatility.

Work on the strategic review has underlined the importance of the
IMF's work in low-income countries: how can the Fund do more to
support these countries, especially in helping them achieve the Mil-
lennium Development Goals? The Poverty Reduction Strategy
process is one of the tools that the Fund uses to meet its responsi-
bilities in this area. The improved macroeconomic performance of
some low-income countries during the period under review in this
report reflected in part the widespread recognition that macroeco-
nomic stability is a prerequisite for raising growth rates to levels that,
sustained, can lead to significant and lasting poverty reduction. And
macroeconomic reforms in many poor countries have already
brought benefits, such as lower inflation and more rapid growth and
poverty reduction. In this context, additional transfers from the donor
community could help some low-income members build on the
progress achieved thus far, provided these are used to buttress poli-
cies promoting sustained growth and not substitute for them. A chal-
lenge for the Fund remains to identify clearly how its activities—its
surveillance, its financing instruments, the design of the programs it
supports, its technical assistance, and, potentiaily, further debt
relief—should be shaped to meet the special circumstances of these

countries.

The strategic review has also reconfirmed that providing temporary
financial assistance to members with short-term balance of pay-
ments problems remains a central element of the IMF’s work. The
Fund is continually working to ensure that its financial resources are
used efficiently and in a way that best meets the needs of the
membership as a whole. This means that the revolving character of
IMF resources must be protected and that countries should “exit”
from Fund financial support as and when they are able to do so.
The Fund must structure its lending instruments accordingly, and
the maturities and charges associated with IMF financial assis-
tance—which are being reviewed in FY2006—are an important ele-

ment in this respect. More broadly, challenges remain in forging a
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more solid consensus on the appropriate circumstances and scale appropriate for an institution that seeks continuously to be ready to
of Fund lending, including in cases where countries need a signal of  serve the needs of its members, and of the international financial
policy soundness rather than financing, and in cases of capital system as a whole, in a rapidly changing global economy.To carry
account crises. out those responsibilities effectively requires a readiness, and an

ability, to adapt to changing circumstances—sometimes very quickly.

The past year was, in some ways, one of intense reflection for the Having a medium-term framework that permits the Fund to establish
IMF, and this will continue as some of the questions highlighted in priorities, and to alter them in a transparent way, could have a pro-
the strategic review are explored in more detail. Such reflection is found and positive impact.

Xvi
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urveillance is one of the IMF’s three main activi-

ties, the other two being financial and technical
assistance to its member countries. But whereas financial
and technical assistance—discussed in Chapters 3 through
6—are provided only to countries that request and need
them, the IMF’s surveillance applies continuously to the
economies of all member countries and to the global econ-
omy and financial system. The IMF’s responsibilities in this
area, set out in Article IV of its Articles of Agreement, are
to oversee the international monetary system to ensure its
effective operation, and to oversee the compliance of each
member country with its obligations to collaborate with
the IMF and other members to promote an orderly and
stable system of exchange rates, broader financial and eco-
nomic stability, and sound economic growth. It is mainly
through its surveillance operations that the IMF works to
help prevent financial and economic crises.

The IMF conducts surveillance by monitoring economic
and financial developments and consulting with the author-
ities of member countries. Surveillance is conducted at the
global, country, and regional levels.

In its global (or “multilateral”) surveillance, the IMF
monitors economic conditions and developments in
international capital markets and assesses the global
effects of major economic and financial developments,
such as oil market conditions or external imbalances.
IMF management and staff also take part in economic
policy discussions among finance ministers, central bank
governors, and other officials in a variety of groups, such
as the Group of Seven (G-7) major industrial countries,
the Group of Twenty (G-20) industrial and emerging
market countries, and the Group of 24 (G-24) developing
countries.

In its country (or “bilateral”) surveillance, the IMF main-
tains a dialogue with each member country on develop-
ments in its economy and on the national and international
implications of its economic and financial policies.

In its regional surveillance, the IMF examines the policies
pursued under regional arrangements, such as in the euro
area, the Eastern Caribbean Currency Union (ECCU), and
the West African Economic and Monetary Union
(WAEMU), as well as the regional implications of global
developments.

Following are some highlights of IMF surveillance in
FY2005 (for a summary of key economic and financial
developments in FY2005, see Box 1.1):

m The Executive Board’s twice-yearly comprehensive assess-
ments of the World Economic Outlook—in September
2004 and March 2005—focused particularly on policies to
address global current account imbalances, the implica-
tions of an upturn in global interest rates, and oil market
developments. In their March 2005 discussion, Directors
saw solid growth ahead for the rest of the year, but with
risks from an increasingly unbalanced expansion, a signif-
icant tightening of financial market conditions, and a fur-
ther sharp rise in oil prices.

m The August 2004 and March 2005 Board reviews of finan-
cial market developments, as published in the twice-yearly
Global Financial Stability Report, cited the increased
resilience of the global financial system but also noted that
the risks of market corrections had increased, owing to
overabundant liquidity and lower risk premiums.

= At aseminar in March 2005 on oil market conditions,
Directors agreed that the market was likely to remain
tight for the foreseeable future, given the continued rise
in global demand, the peaking of non-OPEC oil output,
and the potential for supply disruptions.

m The IMF completed consultations with 130 individual
member countries. In a number of cases, these consulta-
tions featured a strategic stocktaking, supported by ex
post assessments in countries with Fund-supported
adjustment programs over longer periods.

m Regional surveillance of currency unions in FY2005
included assessments by the Board of developments in
the euro area, the Eastern Caribbean Currency Union,
and the West African Economic and Monetary Union.

Global surveillance

The IMF’s Executive Board conducts global surveillance
through its reviews of world economic and financial market
developments and prospects. These reviews are based partly
on the staff’s World Economic Outlook (WEO) reports and
Global Financial Stability Reports (GFSRs), both of which
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Key economic and financial developments, May 2004-April 2005

Global economic growth in 2004, at 5.1 per-
cent, was the strongest in three decades (Fig-
ure 1.1). Particularly heartening was the strong
performance of many of the poorest countries,
including in sub-Saharan Africa, where average
growth was the highest in nearly a decade.
After exceptionally strong growth in 2004,
global growth moderated somewhat in early
2005 but remained solid. The overall picture,
however, hides growing divergences across
regions, with the United States and China con-
tinuing to lead the recovery followed by robust
growth in emerging market and developing
countries. By contrast, the recovery remained
subpar in the euro area and Japan in mid- and
late 2004. These developments were associ-
ated with widening current account imbalances
and U.S. dollar depreciation. The growth of
world trade volumes moderated after their
early 2004 surge, bringing them back toward
trend. Net private capital flows to developing
countries increased as net portfolio investment
and foreign direct investment (FDI) continued
to rise in 2004.

Although the global recovery generally
strengthened, growth continued to diverge
among key countries. In the United States, the
soft spot identified in the second quarter of
2004 had largely disappeared by year-end. The
first quarter of 2005 saw some moderation,
but the annual growth rate remained at

32 percent. Real GDP growth in China
remained very strong, with some slowdown in
investment offset by increases in net exports
and consumption. In Japan, the recovery

stalled in mid- and late 2004; while it recov-
ered strongly in the first quarter of 2005, tem-
porary factors appear to have been at play.
GDP growth in the euro area slowed in the
course of 2004 but picked up slightly in the
first quarter of 2005. High oil prices and the
lagged effects of the appreciation of the euro
took their toll on net exports, whereas low
income growth and lackluster private consump-
tion growth held domestic demand in check.

In FY2005, GDP growth accelerated in nearly
all emerging market regions. In many cases,

the recoveries became increasingly driven by
domestic demand, with less dependence on

the external environment.

Growth in Latin America continued to exceed
expectations, aided by high commodity prices,
improved external confidence, progress with
structural reforms, and, in some cases,
rebounds from earlier crisis-induced slow-
downs. Growth picked up in Argentina, Brazil,
and several other countries, but political
uncertainties continued to undermine growth
in others.

Growth in emerging Asia, excluding China,
moderated somewhat during FY2005, reflect-
ing the moderation in the global expansion, a
correction in the semiconductor market, and
higher oil prices. Developments in the first
quarter of 2005 were dominated by the
catastrophic tsunami and the associated
devastating loss of human life and property
in India, Indonesia, Sri Lanka, Thailand, and
several other countries. However, in most
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cases—except Maldives and, to a lesser
extent, Sri Lanka—the impact on GDP growth
was small. Regional growth in early 2005 was
relatively strong, with the expansion in China
remaining robust. India’s growth slowed mod-
estly during FY2005, with the impact of
uneven monsoons and higher oil prices offset
by buoyant industrial activity and strong
investment.

During FY2005, as a group, central and east-
ern Europe enjoyed the strongest growth since
the beginning of transition. Current account
deficits widened further as rapid credit growth
and expansionary fiscal policies fueled
imports. Net FDI inflows continued to represent
an important source of funds, but more ambi-
tious fiscal consolidation was needed in sev-
eral countries, along with continued reform
efforts to improve the business climate and
encourage domestic saving. Rising oil prices
throughout much of FY2005, as well as posi-
tive domestic factors, increased growth in the
oil-exporting countries of the former Soviet
Union. Oil importers in the region also experi-
enced strong GDP growth stemming from
robust domestic demand.

In 2004, growth in the Middle East benefited
from rising oil prices and higher oil production
in the face of increasingly thin margins of
excess capacity. With oil prices remaining
high in early 2005, the outlook remained
positive. The situation permitted some of
these countries to initiate needed reforms to
boost medium-term growth and increase
employment for their rapidly growing

B

31 !
ININ| | S5 ) W o o 2 S e o ] S O ) A ) S I 5 A 0 O

1970 75 85

\
3
2
AL
OIIIIIIIlIIllIlIIlIIlIIIIII
80 90

95 2000 04 1970 75

85 90 95 2000 04



working-age populations, but more needs to
be done.

Growth in Africa strengthened during FY2005,
supported by improved macroeconomic poli-
cies, favorable weather conditions, fewer con-
flicts, and debt relief under the HIPC (Heavily
Indebted Poor Countries) Initiative. Higher
prices for oil and, to a lesser extent, nonfuel
commaodities also helped sustain high growth in
a number of commodity-exporting countries.

With the firming global economic recovery,
demand for commodities continued to put
pressure on prices—especially for fuels and
most metals. Oil prices rose dramatically, sur-
passing levels seen the year before, owing to
continued supply constraints as well as to
higher demand. Consumer price inflation rose
modestly in a number of countries, but long-
term inflationary expectations remained
anchored. The dollar depreciated during the fis-
cal year on a trade-weighted basis, but most of
the movement occurred in the final quarter of
2004 with the dollar trading in a narrow range
during early 2005. As before, appreciation of
the euro and other industrial country curren-
cies formed most of the counterpart to the
dollar’s slide. While some emerging market
currencies appreciated against the dollar,
others remained less flexible.

Monetary policies remained somewhat accom-
modative in most countries. However, with infla-
tion rising, many countries, most notably the
United States, raised interest rates. Fiscal poli-
cies were varied. Although the fiscal stance in
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the United States was broadly unchanged, the

commitment to halving the deficit over the next
four years remains firm. In the euro area, fiscal

policies were broadly neutral, delivering almost
no consolidation.

In the major financial markets, conditions
remained benign. Favorable economic funda-
mentals, including expectations for solid, if slow-
ing, growth, well-anchored inflation expectations,
sustained corporate balance sheet strength in
the advanced economies, and continued
improvements in the credit quality of emerging
market borrowers supported financial market
stability. Against this backdrop, financial market
volatility, government bond yields in mature mar-
kets, and global credit spreads remained low.

After rallying during FY2004, global equity mar-
kets remained trendless, trading in narrow
ranges throughout the financial year, partly
reflecting fears of slower growth because of ris-
ing oil prices (Figure 1.2). Actual market
volatility and the volatility implied by options
on a range of financial assets stayed low. The
S&P 500 rose 10.4 percent before retracing
most of these gains as interest rate expecta-
tions changed near the end of the financial
year and high oil prices dampened confidence.
European equities followed a similar pattern,
rising 17.7 percent from their mid-2004 trough
before surrendering part of those gains by the
end of the financial year. In Japan, stocks ral-
lied 12.3 percent from their October 2004
trough, as the growth of the Japanese economy
strengthened, before falling back to end the
year down 6.4 percent.

Surveillance in action during FY2005 |

After a sell-off in May 2004, emerging markets
enjoyed an exceptionally favorable economic
and financing environment in the remainder of
2004 and early 2005. Interest rates and credit
spreads remained low. With liquidity abundant,
investor appetite for new issues from emerging
market borrowers was quite strong, permitting
a high level of issuance at low cost. Driven by
improving fundamentals, a benign external
environment, and abundant liquidity, the
spread on the EMBI Global fell from 549 basis
points in May 2004 to a near-record low of
322 basis points in March 2005 (Figure 1.3).
Low nominal yields and strong investor demand
facilitated increased bond issuance by emerg-
ing market borrowers, as many sought to lock
in attractive financing costs by prefinancing
their future funding requirements. Primary debt
market issuance totaled some $49 billion in
January-April 2005, covering nearly 80 percent
of the financing needs of emerging market
countries for the calendar year.

Primary issuance of equities in emerging mar-
kets was also strong during the financial year
and continued to be dominated by Asia. Impor-
tantly, in FY2005, the investor base for emerg-
ing market issuers expanded,; institutional
investors globally found them attractive in view
of low interest rates in mature markets and
the attractive risk-adjusted returns as their
credit ratings were upgraded across a broad
spectrum. Another development worth noting
was the interest of foreign investors in the
domestic currency bonds of emerging market
economies.
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Since the mid-1990s, Canada has had the fastest growth and strongest
budget position of the large industrial countries. Its impressive perform-
ance has been supported by a strong macroeconomic framework com-
prising inflation targeting and the fiscal objective of a “balanced budget
or better” and by reforms that include a restructuring of the employment
insurance system, tax cuts, and trade liberalization. Canada’s Article IV
consultation with the Fund, which was completed in February 2005,
focused on the challenges stemming from the rapid appreciation of the
Canadian dollar and the aging of the Canadian population.

Domestic demand has remained robust, supported by buoyant house-
hold spending, employment gains, and increases in net wealth, while
business investment has expanded rapidly, boosted by strong corporate
earnings, low interest rates, and a decline in the cost of imported capi-
tal goods. However, the fast-paced appreciation of the Canadian dollar
in the second half of 2004 weighed on net exports. As a result, the
Bank of Canada kept monetary policy steady after moves to tighten it in
September and October 2004. The year-on-year core inflation rate was
a subdued 1% percent in April 2005, slightly below the 2 percent mid-
point of the Bank of Canada’s target range.

The goal of a “balanced budget or better” has continued to drive fiscal
policy, which was strengthened in 2004 by the addition of a medium-
term debt target. As a result, the ratio of government debt to GDP is pro-
jected to continue falling, helping Canada prepare for the fiscal costs of
its aging population. However, the budget for Canada’s fiscal year 2005
leaves little room for maneuver if unfavorable fiscal developments occur.
With the public pension system on a sound financial footing, the coun-
try’s main long-term fiscal challenge is to curb cost increases in the
health care system. In addition, there remains considerable scope for
further structural reform, including in the tax system and social pro-
grams, to increase economic efficiency and flexibility.

Canada-IMF activities in FY2005

February 2005  Completion of the 2005 Article IV Consultation
discussions

are usually prepared and published twice a year, ahead of
the meetings of the International Monetary and Financial
Committee, for which they provide documentation. The
WEQO reports provide analysis of global economic prospects
and the policies appropriate in different countries, while the
GFSRs analyze developments and risks in international cap-
ital markets. The Board also holds more frequent and infor-
mal discussions of world economic and financial market
developments, and IMF staff continuously monitor devel-
opments in mature and emerging financial markets, as well
as economic developments globally.

World Economic Outlook

World Economic Outlook, September 2004

In their September 2004 discussion of the World Economic
Outlook,! Executive Directors noted that the global recovery
had remained solid, with economic growth for 2004 pro-
jected to reach its highest rate in nearly 30 years. The expan-
sion was underpinned by continued accommodative
macroeconomic policies, rising corporate profitability, and
wealth effects from rising equity and house prices. Global
growth remained driven by the United States, with strong
support from Asia, particularly China. Activity in Latin
America and some other emerging markets had also picked
up strongly, the outlook for Africa had improved, and eco-
nomic momentum was growing in the euro area. Directors
called on policymakers to take advantage of the cyclical
expansion to address key medium-term vulnerabilities by
taking the following measures:

m Tackling global imbalances. Eliminating these would
require medium-term fiscal consolidation in the United
States to increase domestic saving; structural reforms to
boost growth in Europe, Japan, and elsewhere; and steps
toward greater exchange rate flexibility in Asia.

m Quickening the pace of structural reforms to boost eco-
nomic flexibility and resilience, so that countries are well
positioned to exploit the opportunities from globaliza-
tion and the information technology revolution, while
their resistance to future shocks is strengthened. Noting
the key role of open markets in promoting competitive-
ness and efficiency, Directors looked forward to far-
reaching trade liberalization under the Doha Round of
trade negotiations.

s Strengthening medium-term fiscal positions in both
industrial and developing countries. This would require a

'For the summary of the Board’s discussion, see www.imf.org/external/pubs/
ft/weo/2004/02/pdf/annex.pdf; the report can be found at www.imf.org/
external/pubs/ft/weo/2004/02/index. htm.



combination of fiscal consolidation, while allowing auto-
matic stabilizers to work; structural measures, including
tax reform and stronger public expenditure frameworks,
to improve debt sustainability; and reform of pension
and health care systems.

In discussing the industrial countries in September 2004,
Directors welcomed the staft’s analysis of the global boom

in house prices and the impact that rising interest rates in
industrial countries might have on housing markets. Direc-
tors noted that the analysis, reflecting linkages in economic
activity and interest rates, showed a remarkable degree of
synchronization of house prices across industrial countries
(although they recognized the limitations of the data). Given
the importance of house prices for private consumption,
through wealth and credit channels, many Directors sug-
gested that policymakers should monitor developments in
the housing market closely. A tightening of monetary policy
during the transition to a more neutral policy stance could
trigger a slowing or reversal of the growth in house prices.

Directors also welcomed the staff’s analysis of demographic
change. To meet the demographic challenges from popula-
tion aging, industrial countries had to boost labor supply,
saving, and productivity. Given the size of prospective
demographic changes, this required a combination of
reforms to be politically acceptable. Particularly important
was the selection of reforms, especially with respect to pen-
sion and health care systems: they would have to be resilient
to a wide range of possible future demographic changes.
For developing countries, the key policy priorities were to
increase the flexibility of labor and product markets and
ensure that labor resources and savings were effectively
utilized. These countries had to move early to lay the
groundwork for eventual population aging, including by
strengthening pension and health care systems. This was
particularly challenging in countries whose medium-term
fiscal positions were already strained. Directors agreed that
the effectiveness of actions to facilitate movements of goods,
capital, and labor smoothly and efficiently across countries
would significantly influence the pace, and pattern, of global
adjustment to different rates of population aging.

World Economic Outlook, March 2005

At their March 2005 discussion of the World Economic Out-
look,* Executive Directors noted that the global expansion
remained broadly on track, underpinned by generally sup-
portive macroeconomic policies and benign financial mar-
ket conditions. Following a strong performance in 2004,
growth was expected to moderate to a more sustainable

2For the summary of the Board’s discussion, see www.imf.org/external/pubs/
ft/weo/2005/01/pdf/annex.pdf; the report can be found at www.imf.org/
external/pubs/ft/weo/2005/01/index.htm.

Surveillance in action during FY2005 |

pace in 2005. At the same time, the expansion had become
less balanced—with growth strong in the United States,
China, and most emerging market and developing countries
but disappointing in Europe and Japan.

Globally, inflationary pressures remained relatively sub-
dued. With monetary tightening under way in most
economies in advanced stages of recovery and generally
moderate inflation expectations, inflation was expected to
remain well contained. Still, Directors felt that inflation
risks required careful monitoring, with due regard to rising
unit labor costs in many industrial countries as labor mar-
kets tighten, and to monetary policy implementation in a
number of emerging markets with strong external inflows.

Looking ahead, Directors felt that the more moderate but
still solid global growth in 2005 would be underpinned by
accommodative macroeconomic policies, improving corpo-
rate balance sheets, supportive financial market conditions,
a gradual rise in employment, and continued strong growth
in China. The key risks to the short-term outlook were

m the increasingly unbalanced nature of the expansion, with
global growth significantly dependent on the United
States and China;

® a significant tightening of financial market conditions,
which could hurt U.S. domestic demand, prompt finan-
cial market deleveraging and asset price corrections more
broadly, and lead to a deterioration in emerging market
financing conditions; and

m a further sharp increase in oil prices (see below under
“Oil market developments”).

As to global current account imbalances, Directors were
concerned about their further widening over the past year,
and a number cautioned that this might increase the risk of
abrupt movements in exchange rates. Directors noted that
the strategy to support an orderly adjustment in these
imbalances had been broadly agreed. Among the key ele-
ments were fiscal consolidation in the United States; steps
toward greater exchange rate flexibility, supported by con-
tinued financial sector reform, in emerging Asia; and con-
tinued structural reforms to boost growth and domestic
demand in Japan and Europe. Directors reiterated the col-
lective responsibility of the membership to ensure that the
strategy was implemented in a timely and effective manner.

A number of key medium-term issues that needed to be
addressed were identified.

1. Fiscal positions in many countries remained very diffi-
cult, particularly against the backdrop of global popula-
tion aging, and posed a threat to medium-term
macroeconomic stability.

2. Structural reforms had to be advanced to remove rigidi-
ties and enable domestic economies to take full advan-
tage of the opportunities provided by globalization.
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3. Successful and appropriately ambitious trade liberaliza-
tion on the part of all countries under the Doha Round—
including improved market access for developing
countries—was critical for supporting medium-term
global growth. Key issues remained to be resolved in
agriculture, and faster progress was needed in the area of
trade in services.

4. Despite the improved growth performance of recent years,
meeting the Millennium Development Goals (MDGs)
posed an enormous challenge for most developing coun-
tries (see Chapter 4). Directors noted that 2005 was a criti-
cal year for the MDGs and called on these countries to
press ahead with policy and governance reforms to
strengthen their investment environments and private-
sector-led growth, and on the advanced economies to sup-
port these efforts with substantially higher assistance.

Industrial countries

Among the industrial countries, Directors welcomed the
continued strong performance of the United States econ-
omy, whose expansion was set to continue in 2005. With
household saving close to zero, however, a retrenchment in
private consumption remained a risk, particularly if house
price increases were to slow. Given that inflationary pres-
sures were relatively benign, a measured pace of monetary
tightening remained appropriate, although incoming data
would have to be monitored carefully in view of possible
upside risks to the inflation outlook from labor market
pressures or further oil price rises. Directors underscored
the need for significant fiscal consolidation, with a view to
ensuring medium-term sustainability and facilitating an
orderly unwinding of global current account imbalances.

Directors expressed disappointment that the euro area
economy lost momentum during the second half of 2004,
although they expected a strengthening of growth in 2005.
Further appreciation of the euro and high and volatile oil
prices remained the key risks to the regional outlook. With
inflationary pressures well contained, monetary policy
should remain firmly on hold until a self-sustaining recov-
ery was in place. As to fiscal policy, Directors saw existing
policy as insufficient to deliver the budgetary adjustments
required to cope with the fiscal pressures of population
aging. Underscoring that a strong fiscal framework was an
integral part of monetary union in Europe, Directors noted
that reform of the Stability and Growth Pact should be
implemented in a way that did not weaken fiscal discipline.
Directors also stressed the importance of making further
progress in implementing structural reforms, with a greater
focus on addressing distortions in labor markets and pro-
moting competition in product markets.

Directors noted that the Japanese economy had stalled in the
last three quarters of 2004, reflecting weak global demand

for information technology (IT) products and falling con-
sumption spending, but recent data were more encourag-
ing. With bank and corporate balance sheets in better shape,
Directors believed that growth should regain some momen-
tum in 2005, notwithstanding the downside risks from high
oil prices and the possible adverse impact on exports of a
sharp appreciation of the yen. While deflationary pressures
had eased in recent years, Directors urged the Bank of Japan
to maintain a very accommodative monetary policy stance
until deflation was decisively beaten. Given Japan’s high
public debt and intensifying demographic pressures, fiscal
consolidation remained a priority. Directors also stressed
the need to continue to strengthen the banking and corpo-
rate sectors and to accelerate structural reforms—including
measures to increase competition and improve labor mar-
ket flexibility—to pave the way for sustained medium-term
growth.

Emerging markets and developing countries

While the Asian emerging market countries’ performance
was strong in 2004, growth had slowed noticeably in most
countries except China. In 2005, growth in the region was
expected to be slightly weaker, with upside risks from
higher-than-anticipated growth in China and downside
risks from a more protracted correction in the IT sector or
sluggish demand from Japan and Europe. Directors
expressed their sympathy at the loss of life and property
from the recent catastrophic tsunami (Box 1.2). Although
reconstruction costs—and the impact on fiscal and external
imbalances—would be very substantial, GDP growth would
be only modestly affected in most countries. As to policy
challenges facing the region, monetary tightening in most
countries—except Korea where domestic demand growth
remained weak—was already under way. While budget
positions had generally improved, public debt remained
high in a number of countries and more fiscal consolidation
was needed. In addition, structural reforms were required in
several countries to reduce vulnerabilities in the bank and
corporate sectors and to boost investment.

In Latin America, Directors noted, growth had exceeded
expectations. While the favorable external environment had
supported activity, domestic demand was now leading
growth. Despite a number of downside risks to the out-
look—including unexpected increases in global interest rates
or a prolonged slowdown in key export markets—Directors
believed that the region would continue to grow robustly in
2005. They were encouraged by the improved fiscal perform-
ance in many Latin American economies, although public
debt, while declining, generally remained high. They there-
fore stressed the need for fiscal consolidation and more
measures to improve public debt sustainability. Directors
agreed that the tightening of monetary policy in a number
of countries in response to the recent uptick in inflation had



been appropriate; they noted that exchange rate flexibility
had played a key role in supporting monetary policy frame-
works and improving the region’s resilience to shocks.

The emerging market economies of Europe were experiencing
their strongest growth since the beginning of transition and
Directors welcomed the expected moderation in the pace of
growth to more sustainable rates. Among the key risks facing
these countries were a prolonged slowdown in western
Europe and a further appreciation of the euro. Many Direc-
tors observed that strong domestic demand had led to a gen-
eral widening of current account deficits, a key regional
vulnerability. The policy requirements to reduce these deficits
varied across countries. In the Baltics and southern and
southeastern Europe, containing credit growth and improv-
ing private saving were key, while in central Europe ambi-
tious fiscal consolidation and structural reforms were needed.

In the Commonwealth of Independent States, growth had
been buoyant on the back of strong domestic demand and
high energy and metals prices. While growth was expected
to moderate in 2005, Directors saw the outlook as generally
favorable. They cautioned, however, about risks to inflation
and growth from capacity constraints and inadequate
investment in a number of countries. Given the area’s
strong capital inflows, Directors were concerned that the
pace of disinflation in the region might be slowing; they
stressed the need for policymakers to manage prudently the
revenue gains from oil and commodity exports while allow-
ing greater flexibility in exchange rates.

In the Middle East, growth had been strong in the oil
exporters, underpinned by increased export earnings from
oil, sound financial policies, and progress with structural
reforms. Directors urged policymakers to use the window of
opportunity provided by high oil prices to press ahead with
the reforms needed to boost medium-term growth and
employment prospects and reduce vulnerabilities, including
from high public debt levels in some countries. Increased
public spending on high-return human capital develop-
ment and infrastructure outlays, accompanied by an accel-
eration of structural reforms, could help place these
economies on a higher sustained growth path and, by creat-
ing jobs, help improve social outcomes. Non-oil-producing
countries in the region had also benefited from the positive
effects of domestic reforms, as well as from the strong
growth in oil-exporting countries in the region.

Sub-Saharan Africa had experienced the highest growth in a
decade, underpinned by the strength of the global economy,
high prices for oil and some other commodities, improved
macroeconomic policies, and progress with structural
reforms. Directors viewed the region’s prospects for growth
as generally favorable but cautioned about a number of
downside risks. A less benign global economy and a further
sharp depreciation of the U.S. dollar would adversely affect
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o @WA IMF assistance for countries affected by the
tsunami of December 2004

The magnitude 9.0 earthquake and associated tidal waves that hit
Indian Ocean countries in December 2004 constituted a natural dis-
aster of tragic proportions. The estimated number of dead and miss-
ing was nearly 300,000, with roughly 1% million people displaced.
The human cost of this disaster was clearly beyond measurement.

In FY2005, the IMF and the World Bank assisted the governments of
the countries affected in coping with the aftermath of the disaster.
The World Bank, along with the Asian Development Bank and other
international institutions, took the lead role in helping the authorities
conduct damage and needs assessments. IMF staff focused on
assessing the implications of the disaster for macroeconomic policy,
including the effects on growth, as well as fiscal and external posi-
tions.! Both the IMF and the World Bank have also moved quickly to
initiate the provision of emergency financial assistance and longer-
term financial aid. (See Chapters 3 and 4 for information on IMF
emergency assistance for natural disasters.)

L“Preliminary Assessment of the Macroeconomic Impact of the Tsunami
Disaster on Affected Countries and of Associated Financing Needs,”
www.imf.org/external/np/oth/2005/020405.htm.

a number of countries. While higher oil prices would be
beneficial for some countries, they would not be for others,
and many countries would need to adjust to the elimination
of world textile trade quotas. To sustain the improved
growth performance in the region, Directors urged govern-
ments to advance their reform efforts by promoting private
sector investment, developing infrastructure, and strength-
ening institutions (including better transparency, gover-
nance, and property rights). They called on the international
community to support these policies with increased aid,
debt relief, and improved market access.

Global Financial Stability Report

Global Financial Stability Report, August 2004

At the Board’s August 2004 discussion of global financial
markets,® Directors welcomed the strengthening of global
financial stability and of key financial intermediaries. The
combination of broadening global economic growth and
low inflation expectations had created a favorable environ-
ment for financial markets. Strong economic growth had
boosted corporate and banking sector earnings, facilitated
further balance sheet strengthening, and improved credit

3For the summary of the Board’s discussion, see www.imf.org/external/
pubs/FT/GFSR/2004/02/pdf/annex.pdf; the Report can be found at
www.imf.org/external/pubs/FT/GFSR/2004/02/index.htm.



The IMF’s policy dialogue with the Indian authorities during FY2005
stressed the need for rapid progress on a broad range of reforms to
enable India to build on recent successes and realize its ambitious
objectives—especially creating jobs and reducing poverty. The Fund
urged the authorities to pursue fiscal adjustment, preempt inflationary
pressures, accelerate trade liberalization and labor market reform, and
further open the financial sector.

The authorities are taking steps to address these issues. They remain
committed to meeting the medium-term targets of the fiscal responsibil-
ity law. India appropriately tightened monetary policy, lowered tariffs,
opened up important sectors to foreign direct investment, and
announced a road map for banking reform. For the first time, India
agreed this year to the publication of the Fund’s staff report on its Article
IV consultation.

In addition, India participated in the Fund’s pilot study on public invest-
ment. The study stressed the need to raise public savings, further
improve the management of the public investment program, strengthen
capital markets, address regulatory risks that limit private participation,
and improve the accounting and reporting of debt-like obligations that
arise under off-budget schemes for infrastructure funding.

India also received technical assistance from the Fund’s Fiscal Affairs
Department in setting up a state fiscal database and debt register,
which will be critical in allowing the authorities to fashion a program for
fiscal reform at the state level. The Fund stressed the need, in the short
term, for India to develop the ability to consolidate states’ accounts
and, in the medium term, for the country to move to a computerized
integrated financial management system.

India-IMF activities in FY2005

December 2004  IMF technical assistance mission on states’ fiscal

database

January 2005 Completion of India’s Article IV consultation by the
Fund's Executive Board

March 2005 Visit of Managing Director Rodrigo de Rato

April 2005 Issuance of Board paper, “Public Investment and

Fiscal Policy—Lessons from the Country Studies”
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quality. At the same time, subdued inflationary pressure had
contributed to stability and relatively low yields in the
major bond markets. This had also benefited emerging
markets, boosting their growth prospects and credit quality
and facilitating the availability of external financing at rela-
tively low cost.

Nonetheless, Directors cited a number of important risks to
the outlook:

® An unanticipated increase in inflation could transform
the market’s assumptions about the likely pace of tighten-
ing and result in market turbulence.

m There was potential for market instability arising from
the continued large global external imbalances.

® Emerging market countries could be exposed to future
external shocks. These countries should use the favorable
financing environment to increase their resilience and
press ahead with growth-enhancing structural reforms.
Measures to reduce public debt to manageable levels and
to improve the structure of public debt remained key pri-
orities for many emerging markets.

The large inflows into hedge funds in recent years, particu-
larly from institutional investors, indicated that these funds
were an important investor group in global financial mar-
kets. Counterparty risk management by large banks and
prime brokers with regard to hedge funds had strengthened
in recent years, and hedge fund leverage was at relatively
moderate levels. Still, most Directors agreed that more
information about hedge funds and their market activities
would be helpful in addressing questions about how this
investor group could affect market stability.

Discussing the staff’s analysis of the pension fund industry,
Directors noted that the size and projected growth of pen-
sion funds highlighted their increasing importance for inter-
national capital markets and financial stability and their role
as a long-term institutional investor. Directors acknowl-
edged that the roles of state pensions, pension plans in the
workplace, and individual saving plans in contributing to
retirement pensions varied from country to country. Among
workplace pension plans, well-designed defined-benefit,
defined-contribution, and hybrid plans could all continue to
play a role in encouraging efficient saving for retirement.

While the 2000-02 market downturn had exposed longer-
term vulnerabilities at many pension funds, the recent partial
recovery in funding ratios provided a window of opportunity
for policymakers to introduce measures to encourage better
risk-management practices and more stable funding strate-
gies. Directors noted that employers and governments had
become more aware of the pension-funding challenges posed
by aging populations and the investment risks involved in
funded pension plans. They underscored the importance of
effective communication of pension challenges and policy



priorities to ensure broad-based public understanding and
support of pension reform efforts.

The Executive Board discussed the issue of emerging market
countries as net capital exporters, in light of the conventional
wisdom suggesting that capital normally flows from capital-
rich mature markets to capital-scarce emerging markets.
Directors noted that the shift of emerging markets as net
capital exporters during 2002-04 was associated with an
unprecedented increase in their net international reserves.
This, in turn, was related to their pursuit of export-led
growth policies, supported by competitive exchange rates.
Directors acknowledged the challenges involved in estab-
lishing a general benchmark for what constituted a desir-
able level of international reserves, as circumstances and
vulnerabilities differed from country to country. They con-
sidered that policymakers should continue to explore alter-
native methods to self-insure against sudden reversals in
capital flows, including through financial sector reforms
and the development of local securities markets, as well as
ways to improve the management of international reserves.

Directors called on emerging market countries to establish a
track record of consistently strong policies and reforms to
enhance their risk-adjusted returns to attract stable inflows.
An orderly resolution of global current account imbalances
would also contribute to an environment conducive to sus-
tained private capital flows to emerging markets.

Global Financial Stability Report, March 2005

In discussing world financial markets in March 2005,
Directors welcomed the further strengthening of the finan-
cial system in the previous six months, supported by solid
global economic growth and continued improvements in
balance sheets of the corporate, financial, and household
sectors in many countries. Prospects for continued financial
stability were based on the still favorable outlook for the
world economy and the growing financial market sophisti-
cation that had helped spread risk. Nonetheless, low long-
term interest rates and credit spreads could mask
underlying vulnerabilities and pose risks of market rever-
sals, especially for less creditworthy sovereigns and corpora-
tions. While these risks were generally expected to be
manageable given the strength of financial institutions,
Directors stressed the need for continued vigilant monitor-
ing and timely policy measures.

Markets had remained orderly through the interest rate
tightening cycle in mature markets, facilitated by the
increasingly transparent communication strategies of major

“For the summary of the Board’s discussion, see www.imf.org/external/
pubs/FT/GFSR/2005/01/pdf/annex.pdf; the Report can be found at
www.imf.org/external/pubs/FT/GFSR/2005/01/index.htm.
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central banks. Abundant global liquidity and improving
credit quality had kept mature market bond yields and
financial market volatility low. Also contributing to rela-
tively low long-term bond yields were expectations that
inflation would remain under control, low corporate
demand for net credit, and growing demand for long-term
bonds by pension funds and life insurance companies. More
generally, low short-term interest rates had encouraged
investors to use leverage and move out along the risk spec-
trum in their quest for yield, buoying asset valuations and
compressing credit spreads.

Directors noted that corporate balance sheet improvements
in mature markets and the quest for yield had encouraged
investors to increase their exposure to credit risk. This had
contributed to falling corporate bond spreads and, possibly,
to reduced investor discrimination. The growth of credit
derivatives markets had facilitated the trading and hedging
of credit risks, but many Directors acknowledged that the
growth of the derivatives markets might expose some
investors to the possibility of leveraged losses, which could
be amplified by potential liquidity problems.

As to emerging financial markets, along with improvements
in many of these countries’ fundamentals, abundant liquid-
ity and quest for yield were driving factors in recent devel-
opments. Spreads on emerging market debt had narrowed
to near-record lows, and investors’ appetite for emerging
market financial assets had grown considerably. Directors
generally expected financing prospects for emerging mar-
kets to remain solid, owing to benign financial market con-
ditions and further improvements in the credit quality of
emerging market borrowers.

Turning to risks, Directors noted that the long period of
high liquidity and low volatility may have led to a sense of
complacency on the part of some investors, and that com-
pression of inflation and risk premiums left little room for
error in terms of asset valuations. Against this backdrop,
the risk that long-term market rates might rise abruptly
required continued vigilance. While no single event may
trigger such a rise, most Directors warned of the possibility
of a combination or correlation of events. They cited

the potential risks of a disorderly adjustment of global
imbalances—possibly associated with a diversification of
international investors away from U.S. dollar holdings—as
well as the possibility of an unanticipated increase in infla-
tion, particularly related to oil and other commodity prices.

To enhance global financial stability and mitigate potential
risks, Directors considered a number of steps—in particular,
the need for cooperative efforts and credible policy measures
to enhance the market’s confidence that global imbalances
would be reduced in an orderly manner. At a microeco-
nomic level, supervisors and regulators had to be vigilant to
the risk profile of financial intermediaries and their expo-
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sure to abrupt market price shocks. Emerging market coun-
try authorities should continue to adopt prudent macroeco-
nomic policies that reduce financing needs, while taking
advantage of the prevailing benign conditions to fulfill their
external financing requirements, improve the structure of
their debt, and press ahead with efforts to develop local
financial markets. In addition, structural reforms to enhance
growth prospects remained a critical avenue for reducing
debt-to-GDP ratios to more manageable levels.

Directors also considered the implications of the transfer of
risk to the household from the financial sector and trends in
corporate finance in emerging markets. Trends in the evolu-
tion of household balance sheets in different jurisdictions
had benefited households in various ways, including
through a significant growth in net worth relative to income,
boosted by capital gains. At the same time, the shift away
from bank and savings deposits to more market-sensitive
assets had also exposed them to greater market risk. Planned
reforms of public and private retirement benefits might
imply that households would have even more responsibility
going forward in managing their financial affairs. Such
reforms had brought benefits, such as the portability of
defined-contribution or hybrid pension plans, and had
reduced some risks, but these reforms had also increased the
direct exposure of households to investment and market
risks and, possibly more challenging, longevity risk.

Directors generally saw a role for governments in develop-
ing communication strategies to inform households about
their retirement challenges, and in coordinating with the
private sector to provide financial education. They noted
the importance of increased efforts to improve the collec-
tion, timeliness, and comparability of data on the house-
hold sector for assessing the flow of financial risk through
the financial system, and in particular the risk profile of
households.

Discussing a staff study on corporate finance in emerging
markets, Directors observed that it was unclear whether the
decline in domestic bank lending to corporations (outside
China and India) was a result of reduced external financing
needs or constraints on the sources of funding. Neverthe-
less, Directors called for continued efforts by emerging mar-
kets to improve their institutional frameworks to facilitate
corporates’ access to equity finance on appropriate terms.
They saw a need to narrow gaps in the implementation and
enforcement of widely accepted principles of corporate gov-
ernance, disclosure, and transparency, while recognizing the
need to take into account country-specific legal and institu-
tional circumstances as well as the stage of market develop-
ment. Assessing corporate sector financial fragilities was
significant, given the increased importance of corporates
relative to sovereigns in international markets and the
potential risks if market conditions became less benign.

12

Oil market developments

In the face of rapidly rising oil prices—which surged more
than 30 percent in 2004 and an additional 35 percent
between the end of 2004 and mid-March 2005—the Board
held a seminar in March 2005 to discuss market develop-
ments.> Prices were at record levels in nominal terms,
although they were significantly below their peaks of the
1970s in real terms. While Directors recognized that the out-
look for prices was subject to a large margin of uncertainty,
the prevalent view was that some of the recent price increase
was likely to be permanent. Directors also broadly agreed
that current low levels of spare production capacity, in the
context of strong demand growth and potential supply dis-
ruptions, increased the risk of greater volatility in prices.

On the issue of investment in new oil production capacity,
many Directors felt that the current low levels of spare pro-
duction capacity and strong demand growth called for
increased investment in new productive capacity. Some
other Directors, however, pointed to past experiences of
overinvestment and very low prices and also noted that
other factors besides capacity limitations were contributing
to high prices. While Directors considered that a durable
increase in prices would stimulate investment, they also
cited a number of other factors affecting investment: the
high initial costs of investment, the long time horizon for
payoffs, uncertainties associated with forecasting long-term
prices, and geopolitical risks. Directors agreed that mem-
bers should strive to remove undue obstacles to investment.
They also noted the importance of adequate investment in
refining and other downstream activities, where structural
rigidities persisted.

Directors broadly agreed that the impact of the recent high
oil prices on the global economy had not been too large and
that growth prospects continued to be favorable; moreover,
oil prices remained well below historical peaks in real terms.
They attributed this relatively limited impact in part to the
ongoing reduction in oil intensity of consumption and pro-
duction, especially in advanced economies, as well as to the
greater credibility of countries’ macroeconomic policy
frameworks. Directors were reassured that many oil-
importing developing countries were able to respond to
price increases without undue hardship through a combina-
tion of adjustment, use of reserves, and external financing.
However, the impact on some oil-importing developing
countries had been significant. Directors thus stressed the
need to remain watchful, especially if prices rose further.

Directors recommended that policy responses by oil
exporters should take into account their current macroeco-

5The Board’s discussion is summarized in Public Information Notice
No. 05/48, www.imf.org/external/np/sec/pn/2005/pn0548.htm.



nomic situation, the size of the oil windfall relative to the
economy, the size of oil reserves, the existing liquidity cush-
ion, the external and public debt situation, and the capacity
to identify and implement good spending programs. They
encouraged oil exporters to react prudently, given the
uncertain outlook for oil prices, and attached importance to
transparency and accountability in the management of oil
revenues (see Chapter 2 for a discussion of the IMF’s Draft
Guide on Resource Revenue Transparency). As to oil
importers, their response to higher oil prices would con-
tinue to require some combination of increased foreign
borrowing, reserve drawdown, and adjustment, including
allowing real exchange rate depreciation. Directors agreed
that the IMF should continue to stand ready to provide
temporary balance of payments financing where it would be
a useful complement to countries’ own policy adjustments.

Directors noted the desirability, for global prosperity, of sta-
bility in oil markets and underscored the importance of
closer dialogue between consumers and producers. In that
context, they agreed that the timeliness, accuracy, and com-
prehensiveness of data on oil supply and demand should be
improved, including data on inventories. They considered
that such improvements could help reduce uncertainty and
price volatility as well as improve decision making by pro-
ducers and consumers. Directors agreed that the Fund
should continue to support the efforts of the international
bodies responsible for collecting data on the oil market and
encouraged Fund representation at meetings of those bodies.
Fund support will continue to include technical assistance to
members to improve their institutional frameworks, such as
statistical legislation and organization. Directors agreed that
the Fund should continue to encourage members to acceler-
ate their participation in the Fund’s data-related initiatives.

Many Directors also remarked on the important contribu-
tion that countries could make to oil market stability
through policies to restrain demand for oil products. These
actions included policies to improve energy efficiency, pro-
mote energy conservation and use of alternative fuels, and
facilitate pass-through of international price changes to
retail prices. In this context, the prices of petroleum prod-
ucts, including taxes and excises, should reflect not only
their market costs but also the social costs that can result
from their use. Directors considered that, where necessary,
these measures should be accompanied by appropriate
social safety nets.

Country surveillance

To conduct surveillance in accordance with Article IV, the
IMF regularly sends staff teams to member countries. For-
mal “Article IV” consultations are usually conducted once a
year (less often in some countries), with informal staff visits

Under Turkey's previous IMF-supported program, the government imple-
mented ambitious macroeconomic and structural policies, laying the
basis for continued economic gains in FY2005. Turkey's new three-year
program should help consolidate these achievements.

Economic growth reached an impressive 10 percent in 2004.To rein

in public debt and the current account deficit, the government over-
performed on its budgetary target and secured a primary surplus of

7 percent of GNP in 2004. This reduced Turkey’s public debt burden to
63 percent of GNP, almost 30 percentage points lower than after the
2000-01 crises. The central bank'’s skillful conduct of monetary policy
drove the inflation rate down to the single digits, the lowest in a genera-
tion. Marking this success, the Central Bank of Turkey announced it
would move to formal inflation targeting in 2006. The authorities also
introduced a redenominated currency in January 2005~—the new Turkish
lira—dropping six zeros from the old currency. As part of the new Fund-
supported program, the government has also embarked on important
reforms of, among other things, tax administration, social security, and
banking legislation. These structural reforms will strengthen Turkey's
institutional framework and support medium-term growth prospects.

Reflecting these gains and large capital inflows, financial market per-
formance has been impressive. Benchmark bond interest rates have
fallen well below 20 percent, from 25 percent at end-April 2004; exter-
nal bond spreads have narrowed substantially; the stock market is at
record levels; and the lira remains strong.

Turkey-IMF activities in FY2005
May 2004 Visit of First Deputy Managing Director Anne O. Krueger

July 2004 Completion of eighth review of Turkey's performance
under Stand-By Arrangement and of Article IV consulta-
tion by the Fund’s Executive Board

April 2005  Visit of Managing Director Rodrigo de Rato to address
second Istanbul Investment Advisory Council
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often taking place between these consultations. The team
collects economic and financial data and discusses with
government and central bank officials economic develop-
ments since the previous consultation, as well as the coun-
try’s exchange rate and monetary, fiscal, financial sector,
and structural policies. The staff team may also meet with
such nonofficial groups as legislators, trade unions, aca-
demics, and financial market participants to solicit their
views on the economic situation. Toward the end of the
visit, the team prepares a summary of its findings and pol-
icy advice, which it leaves with the national authorities, who
have the option of publishing it.

On return to IMF headquarters, the staff team prepares a
report describing the economic situation and the talks with
the authorities, and evaluating the country’s policies. The
report is discussed by the Executive Board and a summary
of the discussion produced. Through these consultations,
the IMF seeks to identify policy strengths and weaknesses,
indicate potential vulnerabilities, and advise countries on
appropriate corrective actions if needed. If the member
country agrees, the full Article IV consultation report,
accompanied by a Public Information Notice (PIN), which
provides background and a summary of the Board discus-
sion, is published. The member country may elect to release
only the PIN. In FY2005, the Board conducted 130 Article
IV consultations with member countries (Table 1.1). (All
PINs are posted on the IMF’s website, as are Article IV
reports approved for release.)

Supplementing these systematic and regular Board reviews
of individual member countries are Executive Board assess-
ments of economic developments and policies of member
countries borrowing from the IMF, as well as frequent and
informal sessions to discuss developments in individual
countries. The IMF’s country surveillance is also informed
by voluntary assessments under the Financial Sector Assess-
ment Program (see Chapter 2).

At its July 2004 biennial review of surveillance, the Board
agreed that Article IV consultations with systemically or
regionally important member countries would provide
fuller treatment of the cross-border impact of their eco-
nomic conditions and policies. More generally, Directors
agreed that consultations would be more explicit in linking
economic performance to global economic and financial
conditions and would enhance the analysis of country-
specific vulnerabilities to global economic and financial
risks. (The biennial review is covered in detail in Chapter 2.)

Regional surveillance

The IMF has been stepping up its regional surveillance by
strengthening discussions of regional currency unions and
by paying more attention to the regional dimensions of eco-
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nomic developments and policy issues. These discussions
are expected to allow, for example, comparative analysis of
developments and policies across a region and to shed fur-
ther light on regional transmission of shocks.

Sub-Saharan Africa

As part of this effort, Fund staff have begun to provide the
Board with periodic regional overviews. The first, discussed
by the Board at an informal seminar in April 2005, covered
sub-Saharan Africa.® Regional Economic Outlook: Sub-
Saharan Africa reported that the most critical challenge the
region faces is sustaining and accelerating economic growth.
It noted that even recently improved growth rates—which
reached an eight-year high of 5 percent in 2004—fall short
of the level required to achieve the Millennium Develop-
ment Goal of halving poverty by 2015 (see Chapter 4).

Eastern Caribbean Currency Union (ECCU)

Faced with a series of setbacks—including natural disasters,
the continued erosion of preferential trade agreements in
bananas and sugar, declining activity in offshore centers,
weaknesses in the global economy, and the lingering effects
of September 11—the ECCU countries have followed
expansionary fiscal policies to generate growth. These poli-
cies, however, have saddled many countries with rapidly ris-
ing debt and weak fiscal positions.

The Executive Board, at its May 5, 2004, discussion of the
ECCU,” urged the regional authorities to strengthen fiscal
positions and reduce debt rapidly while undertaking
reforms focused on improving the business environment
and competitiveness so as to reinvigorate growth.

To reduce the sources of vulnerability in the region, Direc-
tors emphasized reducing reliance on traditional agricul-
ture, strengthening underlying fiscal positions, and
enhancing the effectiveness of financial supervision. It is
also important to strengthen the region’s institutional
capacity to mitigate the effects of natural disasters. They
encouraged the authorities to ensure the consistency of
national fiscal policies with the region’s currency board
arrangement and welcomed efforts under way to develop
home-grown stabilization programs.

Euro area

The Executive Board discussed economic policies in the
euro area in July 2004. Directors acknowledged the bright-

°For the full report, see www.imf.org/external/pubs/ft/AFR/REO/2005/eng/
01/SSAREO.htm.

7For a summary of the discussion, see Public Information Notice No. 04/
101, www.imf.org/external/np/sec/pn/2004/pn04101.htm.
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Country

Board date
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PIN issued

Staff Report published

Afghanistan, Islamic Republic of
Albania

Algeria

Angola

Antigua and Barbuda

Armenia
Australia
Austria
Azerbaijan
Bahrain

Barbados
Belarus
Belgium
Benin
Brazil

Brunei Darussalam
Bulgaria

Cambodia
Cameroon

Canada

Chile

China

Colombia

Congo, Republic of
Costa Rica

Croatia

Cyprus

Czech Republic
Denmark
Ecuador

Egypt

El Salvador
Equatorial Guinea
Eritrea

Estonia

Ethiopia
Fiji
Finland
France
Gabon

Germany
Greece
Guinea
Guinea-Bissau
Guyana

Honduras

Hong Kong SAR
Hungary

India

Indonesia

Iran, Islamic Republic of
Ireland

Israel

Italy

Jamaica

Japan
Kazakhstan
Kenya
Korea
Kuwait

Kyrgyz Republic

Lao People’s Democratic Republic
Latvia

Lebanon

Liberia

January 19, 2005
February 28, 2005
January 12,2005
March 4, 2005
November 15, 2004

December 1, 2004
October 27, 2004
August 2, 2004
December 22, 2004
June 14,2004

May 3, 2004

May 7,2004
February 18,2005
October 6, 2004
March 21, 2005

May 21,2004

June 14,2004
September 13, 2004
April 22,2005
February 16, 2005

August 4,2004
July 28,2004
April 29, 2005
June 10,2004
July 2,2004

August 4, 2004
February 18, 2005
August 6, 2004
August 2, 2004
July 26, 2004

May 24,2004
January 31, 2005
April 25,2005
September 3, 2004
November 8, 2004

September 13, 2004
August 23,2004
January 28,2005
October 20, 2004
March 28, 2005

October 25, 2004
February 2, 2005
August 27,2004
November 19, 2004
January 24,2005

March 28, 2005
February 2, 2005
May 10, 2004
January 24,2005
May 3, 2004

September 10, 2004
October 29, 2004
March 21, 2005
February 7,2005
August 2, 2004

July 28,2004

July 21,2004
December 20, 2004
January 21,2005
April 25,2005

November 19, 2004
November 29, 2004
August 4, 2004

May 7,2004

April 20, 2005

January 27,2005
March 10, 2005
January 28,2005

November 22, 2004

December 10, 2004
November 8, 2004
August 4, 2004
January 21, 2005
August 24,2004

May 14,2004

May 19, 2004
March 3, 2005
November 12, 2004
March 25,2005

September 23, 2004
June 18,2004
September 27, 2004
April 29, 2005
March 29, 2005

August 5,2004
August 25,2004
May 9, 2005
July 22,2004
August 19, 2004

August 12,2004
March 22,2005
August 17,2004
August 6, 2004

August 12,2004

July 12,2004
February 14,2005
May 6, 2005
February 9, 2005
November 11, 2004

January 31,2005
September 14,2004
February 7, 2005
November 3, 2004
April 26, 2005

November 2, 2004
February 9, 2005
October 3,2004
December 10, 2004
March 11,2005

April 13,2005
February 21, 2005
May 24,2004
February 3,2005
May 9, 2004

September 27, 2004
November 4, 2004
March 29, 2005
February 9, 2005
August 16,2004

August 11,2004
September 20, 2004

February 4, 2005
May 13, 2005

January 14, 2005
January 12,2005
August 6,2004
July 7, 2004

February 4, 2005
March 10, 2005
February 15, 2005

November 24, 2004

December 17,2004
November 8, 2004
August 5, 2004
January 21,2005

May 26, 2004
May 19, 2004
March 3, 2005
November 24, 2004

June 28,2004
October 22, 2004

March 29, 2005

September 13, 2004
November 5, 2004
May 9, 2005

August 2, 2004
September 20, 2004

August 12, 2004
March 22,2005
August 17,2004
August 6, 2004

May 6, 2005

November 11, 2004
January 31,2005

February 7, 2005
November 3, 2004
May 3,2005

November 2, 2004
February 9, 2005
December 7,2004
March 11, 2005

February 21, 2005
May 24,2004
March 10, 2005
July 2,2004

September 27, 2004
November 4, 2004
April 18,2005
February 10, 2005
August 16, 2004

August 11,2004
October 28, 2004

February 11,2005

February 10, 2005
January 12,2005
August 16, 2004

15



IMF ANNUAL REPORT | 2005

(concluded)

Country Board date PIN issued Staff Report published
Libya January 28, 2005 March 8, 2005 March 8, 2005
Lithuania March 23,2005 March 31, 2005 March 31, 2005
Malawi October 29, 2004 November 24,2004 December 6, 2004
Malaysia February 7,2005 March 14,2005

Maldives May 24,2004 July 23,2004

Mauritius July 21,2004 August 25, 2004

Mexico October 18, 2004 December 23,2004 December 23, 2004
Micronesia, Federated States of February 25, 2005 March 22,2005 March 22,2005
Moldova February 7, 2005 February 17, 2005 February 17, 2005
Morocco May 5, 2004 May 12,2004 June 9, 2004
Myanmar March 25, 2005

Namibia February 14, 2005 March 9, 2005 March 11,2005
Netherlands September 8, 2004 September 17,2004 September 22, 2004
Niger June 28, 2004 July 19, 2004 August 24, 2004
Nigeria July 16,2004 August 3, 2004 August 6, 2004
Oman October 8, 2004

Pakistan December 1, 2004 December 20, 2004 December 20, 2004
Panama March 23,2005 April 12,2005

Papua New Guinea June 2, 2004 November 10, 2004 November 10, 2004
Paraguay July 30,2004 September 16, 2004 February 18, 2005
Philippines March 7,2005 March 20, 2005 March 21, 2005
Poland July 12,2004 July 26, 2004 July 26,2004

Qatar March 14,2005

Romania July 7,2004 July 27,2004 July 27,2004
Russian Federation September 1, 2004 September 30, 2004 September 30, 2004
Rwanda October 6, 2004 November 16, 2004 December 3, 2004
St. Kitts and Nevis November 15, 2004

St. Lucia May 5, 2004 November 15, 2004 December 8, 2004
St. Vincent and the Grenadines May 5, 2004 May 19, 2005

San Marino July 28,2004 August 4,2004 August 13,2004

Saudi Arabia
Senegal
Seychelles
Sierra Leone
Singapore

Slovak Republic
Slovenia
Solomon Islands
South Africa
Spain

Sudan
Suriname
Swaziland
Sweden
Switzerland
Tajikistan
Tanzania
Thailand
Timor-Leste
Tonga

Trinidad and Tobago
Tunisia

Turkey
Turkmenistan
Uganda

Ukraine

United Arab Emirates
United Kingdom
United States
Uzbekistan

Vanuatu

Venezuela, Replblica Bolivariana de

Vietnam
Yemen, Republic of
Zimbabwe
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December 22, 2004
March 7, 2005
January 21,2005
November 12, 2004
February 7, 2005

February 11,2005
May 7,2004

July 16,2004
September 3, 2004
February 9, 2005

April 29,2005
March 25, 2005
February 18, 2005
August 4, 2004
June 2,2004

March 18,2005
August 6, 2004
September 1, 2004
July 16,2004

June 23,2004

October 22,2004
October 27,2004
July 30,2004
June 4,2004
February 23, 2005

October 25, 2004
May 28, 2004
March 2, 2005
July 23,2004
June 7,2004

February 25,2005
September 13, 2004
November 22, 2004
March 14,2005
July 7,2004

January 12,2005

January 19, 2005
April 28,2005

February 17,2005
May 24,2004
August 12,2004
December 2, 2004
February 17,2005

April 20,2005

August 9, 2004
June 18,2004

March 25, 2005
September 7,2004
December 1,2004
October 12,2004
July 29, 2004

December 8, 2004
November 8, 2004
August 10, 2004

January 24,2005
June 29,2004
March 8, 2005
July 30,2004

March 11,2005

January 5, 2005
March 24,2005
September 17,2004

January 24, 2005
April 28,2005

March 2, 2005
May 24, 2004
August 12,2004
December 2, 2004
February 17, 2005

April 25,2005

August 9, 2004
June 18,2004

April 15,2005
September 7, 2004

October 12, 2004

January 5,2005
November 12, 2004

January 24, 2005
June 29, 2004
March 8, 2005
July 30,2004

March 31, 2005

May 4, 2005
March 23, 2005
September 17,2004



ening of the short-term outlook but observed that long-
standing structural challenges had yet to be tackled. Direc-
tors cautioned that the transmission of the growth
momentum to domestic demand, particularly in some of
the larger economies, remained sluggish.

Directors agreed that monetary policy had been appropri-
ate, particularly in view of the persistence of inflation dur-
ing the cyclical downturn. Looking forward, Directors
believed that monetary policy should remain supportive of
the recovery in domestic demand as long as the medium-
term outlook for price stability was favorable. While risks of
second-round effects from higher oil prices, as well as from
hikes in indirect taxes and administered prices, had to be
watched closely, the slack in labor markets and continued
wage moderation underpinned an encouraging outlook for
inflation. At the same time, Directors emphasized that
renewed appreciation pressures on the euro stemming from
global current account imbalances remained a medium-
term downside risk to growth.

A genuine consensus on upholding a strong and disciplin-
ing fiscal framework had to be restored, Directors empha-
sized, in particular against the backdrop of the fiscal
challenges associated with rapid population aging. Most
Directors felt that a failure to build a new consensus on
reforming the Stability and Growth Pact (SGP) could have
potentially grave consequences for the European Economic
and Monetary Union (EMU) and its member countries,
many of which rely on the SGP as an external commitment
device to maintain fiscal discipline. In this vein, and with
the recovery gaining traction, Directors called on member
states to accelerate the pace of fiscal consolidation.

Turning to growth prospects, Board members saw the euro
area’s key structural challenge as raising longer-term
growth, in the first instance by strengthening incentives to
work. Reversing the long-term decline in labor utilization
through reforms of tax-benefit systems and by lengthening
working lives would need to be a key plank in the strategy
to shore up social protection systems in most member
countries. As to the areas for reform, Directors welcomed
the measurable progress in deregulating and integrating
product and financial markets but urged more efforts to lib-
eralize the service sectors.

The lack of reform momentum was a source of concern for
Directors, particularly with respect to labor and pension
reforms. The key challenge at the area-wide level was
imparting momentum to structural reforms at the national
level through more decisive leadership at the European
Union level.

Directors welcomed the European Union’s new efforts to
relaunch the stalled Doha Round of trade negotiations.
The European Union’s recent offers to phase out all farm
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export subsidies and further limit negotiations on the four
Singapore issues (trade and investment, competition policy,
transparency in government procurement, and trade
facilitation)—so-called because it was at the 1996 Singapore
Ministerial Conference that WTO members decided to start
work on them—provided a fresh, much-needed impetus for
reaching agreement on a negotiating framework, and Direc-
tors felt that it would be desirable to complement these
efforts with a more ambitious multilateral offer on market
access.

West African Economic and Monetary Union (WAEMU)

At the time of the Board’s October 2004 discussion, the
WAEMU region’s economic prospects for 2004 were
clouded by the crisis in Cote d’Ivoire, pressures on external
competitiveness, higher oil prices, and a locust invasion.
While the region’s competitiveness had suffered no signifi-
cant loss, Directors urged the authorities to pursue appro-
priate macroeconomic policies and structural reforms
aimed at enhancing the efficiency of the export sector so as
to strengthen external competitiveness and improve
prospects for sustainable growth and poverty reduction.

The momentum toward macroeconomic convergence
within the WAEMU had slowed and the political commit-
ment to further trade liberalization had softened. Directors
stressed that concerted and credible action by all countries
to deliver on their regional commitments in all areas was
necessary to achieve economic and financial convergence
and allow the region to reap the benefits of further trade
liberalization.

The WAEMU monetary arrangement had helped keep
inflation low and maintain confidence in the currency,
Directors observed. They welcomed the move to eliminate
central bank financing of the national budgets, which
would strengthen financial discipline. To safeguard against
the risk of arrears accumulation or excessive external bor-
rowing following this move, WAEMU limits on debt and
arrears accumulation had to be strictly observed.

Despite the limited integration of WAEMU financial mar-
kets, Directors recommended that the authorities move
progressively toward formulating and implementing mone-
tary policy based on regional, rather than country-specific,
targets, once constraints imposed by the lack of financial
integration were alleviated. To strengthen credit institu-
tions, Directors stressed the need to improve supervisory
frameworks through regulatory reform and better enforce-
ment. Finally, Directors welcomed the enhanced collabora-
tion between the WAEMU Commission and the Executive
Secretariat of the Economic Community of West African
States (ECOWAS) aimed at establishing a single regional
market within ECOWAS.
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he IMF continues to strengthen the quality and

effectiveness of its surveillance operations. Its efforts
in this area, which have been intense since the emerging
market crises of the mid- and late 1990s, are aimed at
ensuring that the Fund is as effective as possible in helping
member countries improve the performance and resilience
of their economies, minimizing adverse international
spillovers from problems that arise, and identifying and
addressing potential vulnerabilities in the international
financial system.

During FY2005, the IMF conducted another extensive bien-
nial review of its surveillance and stepped up its considera-
tion of financial sector issues, including through a review of
the Financial Sector Assessment Program that it conducts
jointly with the World Bank. It also considered members’
debt-related vulnerabilities and how these might be related
to financial crises, as well as issues relating to central banks’
liquidity management. It discussed some members’ demand
for new policy monitoring and signaling arrangements that
do not involve IMF financing, and continued to help mem-
bers improve their statistical data and comply with interna-
tional standards and codes.

Biennial Review of Surveillance

In its July 2004 discussion of the IMF’s Biennial Review of
Surveillance,! the Executive Board confirmed the need for
focused surveillance built on high-quality analysis. The
review centered on how to make surveillance more effective
for all members, and, in so doing, reinforce the Fund’s crisis
prevention efforts. It was based on an assessment by Fund
staff that sought to take into account views solicited not
only from country authorities but also from financial mar-
ket participants, think tanks and other nongovernmental
entities, and the media.

Directors agreed that IMF surveillance should evolve con-
tinuously, adapting to changes in the world economy and
the needs of member countries. They welcomed the

IThe Board’s discussion is summarized in Public Information Notice No.
04/95, www.imf.org/external/np/sec/pn/2004/pn0495.htm; the review can
be found at www.imf.org/external/np/pdr/surv/2004/082404.htm.

progress in strengthening surveillance since the 2002 bien-
nial review but underscored that challenges remained.
Mindful of the International Monetary and Financial
Committee’s call for proposals to enhance the focus, quality,
persuasiveness, impact, and overall effectiveness of surveil-
lance, Directors considered a number of issues.

Focus and quality of analysis

Notwithstanding the expanded reach of surveillance,
country (Article IV) consultations must remain focused on
key issues, Directors reaffirmed. Coverage should be
adapted to country circumstances and the selection of top-
ics should be based on macroeconomic relevance. At the
apex of the IMF’s hierarchy of concerns were external sus-
tainability; vulnerability to balance of payments or cur-
rency crises; sustainable growth and the policies to achieve
it; and, for systemically important countries, conditions
and policies that affect the global or regional economic
outlook.

The IMF had generally succeeded in covering a broader
range of topics without losing focus, Directors agreed. Still,
individual consultations would benefit from more discrimi-
nating coverage of issues outside the IMF’s traditional areas
of expertise, greater use of information from appropriate
outside sources, and more selective coverage of trade mat-
ters (Box 2.1), with a focus on those that most influence sta-
bility and growth prospects. The Board encouraged staff to
exchange views with members in defining priority topics
but stressed that staff retain ultimate responsibility for
selecting them.

Directors emphasized that IMF surveillance was an ideal
vehicle for the analysis of global and regional spillovers.
They saw substantial scope for improving the treatment of
these issues through greater integration of country, regional,
and global surveillance. They also called for fuller treatment
of the global impact of the largest member countries’ eco-
nomic conditions and policies and for more pointed treat-
ment, in all consultations, of risks to the short- and
medium-term outlook.

Informal Board discussions of issues affecting different
regions were valuable complements to the global and coun-
try surveillance exercises, Directors agreed. Such discussions
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1088 The IMF’s role in trade

Trade policy has traditionally been an impor-
tant part of IMF surveillance and, in a number
of cases, IMF-supported programs. Every few
years, the IMF reviews aspects of its work on
trade. The review undertaken during FY2005
was broader than previous reviews.

At their February 2005 discussion of the
IMF’s role in trade,! Directors endorsed the
Fund’s trade policy agenda and policy posi-
tions. They reaffirmed the importance of suc-
cessfully concluding the Doha Round of
multilateral trade negotiations to promote
efficiency and growth, reduce poverty, and
support the achievement of the Millennium
Development Goals. Developed countries had
a critical role to play in addressing remaining
impediments to trade, Directors agreed, by
removing restrictions to exports from develop-
ing countries, reducing tariff escalation, and
cutting agricultural and other subsidies.
Developing countries, for their part, had to
commit to further trade liberalization.

Directors broadly endorsed the Fund’s work
on trade and favored only a fine tuning. They
considered it useful to extend the staff's

1“IMF Executive Board Reviews Fund’s Work on
International Trade,” Public Information Notice
No. 05/49, www.imf.org/external/np/sec/pn/
2005/pn0549.htm.

analysis of the spillover effects of the trade
policies of key industrial countries to cover
the trade policies of larger middle-income
countries, which increasingly affect the
export prospects of other countries. Directors
also encouraged the staff to increase cover-
age of trade in services, noting its growing
importance.

The Board cited the proliferation of regional
trade integration arrangements and the asso-
ciated pooling of trade policy and administra-
tive decisions. While recognizing that
multilateral trade liberalization on a most-
favored-nation basis was the preferred way to
secure open markets globally, Directors
emphasized that regional trade agreements,
if appropriately structured, could provide
immediate economic benefits and be com-
plementary to and compatible with multilat-
eral liberalization.

The IMF, in collaboration with other interna-
tional institutions (particularly the World Bank
and the World Trade Organization) and
donors, should continue to give trade-related
policy advice to low-income countries with the
aim of integrating trade reforms more system-
atically into their Poverty Reduction Strategy
Papers. Such advice should draw on the work
prepared in the context of the Integrated
Framework (IF), an interagency initiative to
coordinate trade-related technical assistance

with development partners and help main-
stream trade into national strategies. The IMF
should also consider how best to work in a
collaborative way with other partners, through
the IF, to explore further ways of easing low-
income countries’ adjustment to more liberal
trade regimes.

With regard to the IMF's work in providing
financial support for member countries’
adjustment and reform programs, Directors
welcomed the recent reduction in trade
conditionality, which was due to, among
other things, the general streamlining of the
Fund’s structural conditionality and the adop-
tion of more open trade policies by many
countries. Directors endorsed the IMF's recent
emphasis on trade-related macroeconomic
vulnerabilities, which remained a pressing
issue for the poorest countries with Fund-
supported programs, and welcomed the intro-
duction of the Trade Integration Mechanism
(TIM) as a means of dealing with this issue
(see Chapter 3).

Directors agreed that the IMF's assessment of
trade policy issues remained indispensable in
the context of Article IV surveillance and other
functions. They acknowledged that the related
work of other institutions could provide valu-
able insights in such assessments from a dif-
ferent perspective but said that it could not
replace the Fund’s own work.

provided useful opportunities to undertake comparative
analysis of major developments and policies within each
region and could shed further light on the regional trans-
mission of shocks.

Clear and candid treatment of exchange rate issues remained
a challenge. While recognizing the sensitivity of exchange
rate issues, Directors stressed that a thorough discussion of
them continued to be critical for surveillance. To enhance
such discussions, Directors endorsed

m clear identification of the de facto exchange rate regime
in staff reports;

m more systematic use of a broad range of indicators and
other analytical tools to assess external competitiveness;
and

m a thorough and balanced presentation of the policy dia-
logue between staff and member country authorities on
exchange rate issues, particularly when the views of staff
and the authorities diverged.
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No exchange rate regime was appropriate for all countries
or all circumstances, Directors reiterated.

Separately, in a seminar in December 2004, Directors dis-
cussed what a country should do to make a successful
transition from a fixed to a flexible exchange rate regime
(Box 2.2).

While Directors welcomed recent improvements in the
coverage of financial sector issues in surveillance, they
observed that coverage was not yet on a par with that of
other main issues. (Further details on how the Fund is
enhancing financial sector surveillance are discussed
below.) They pressed the staff to make use of all available
options to bring the necessary expertise to bear on analysis
of financial sector issues.

Directors reiterated that vulnerability to balance of pay-
ments or currency crises, and external sustainability, were
key concerns. The IMF’s strategy to improve vulnerability
assessments and balance sheet analysis was having a positive
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From fixed to floating exchange rates

In recent years, a number of IMF member
countries have moved from fixed to flexible
exchange rate regimes. Most of these shifts
have occurred under disorderly conditions. The
Executive Board asked Fund staff to provide
more advice to countries making such transi-
tions, given their complexity from both an insti-
tutional and an operational perspective.

At a seminar in December 2004,! Directors
agreed that four ingredients were generally
desirable to support a successful, orderly
transition to a float:

m a deep and liquid foreign exchange market;
m a coherent intervention policy;

m an appropriate alternative nominal anchor;
and

m adequate systems for reviewing and man-
aging public and private sector exchange
rate risk.

Directors acknowledged that these four ingre-
dients constituted an ideal framework and

1“IMF Executive Board Discusses Fixed to Float:
Operational Aspects of Moving Toward Exchange
Rate Flexibility, Public Information Notice

No. 04/141, www.imf.org/external/np/sec/pn/
2004/pn04141.htm.

that some countries had successfully floated
their exchange rates without meeting every
condition fully.

In reviewing the key aspects of developing a
deep and liquid foreign exchange market,
Directors highlighted the need to reduce the
central bank’s market-making role, increase
information flows in the market, and improve
the market microstructure. They also under-
scored the need to foster two-way risk in the
foreign exchange market to help develop risk-
management expertise and minimize destabi-
lizing trading strategies.

Turning to intervention strategies, Directors
recognized the difficulties in identifying the
conditions for, and determining the appropri-
ate timing of, intervention. They noted that
identifying and correcting exchange rate mis-
alignments were difficult in practice and that
exchange rate movements might provide
important market signals. They cautioned that
intervention should not be used as a sub-
stitute for implementing prudent macro-
economic policies and structural reforms.

Directors agreed that inflation targeting could
be a useful and transparent nominal anchor
to a more flexible exchange rate regime. Many
countries, however, lacked the institutional
prerequisites to implement inflation targeting

quickly and successfully. Furthermore, Direc-
tors stressed that other nominal anchors
could also be used to promote credible anti-
inflationary monetary policies that, combined
with sound fiscal policies, could provide a
solid environment for flexible exchange rate
regimes.

Directors recognized that floating transfers
some risks back to the private sector and
could bring some vulnerabilities to the fore.
They thus encouraged countries to strengthen,
at an early stage, systems to manage foreign
exchange risk in the private sector. They also
encouraged the use of such systems for the
public sector.

Board members agreed that the pace at
which relevant institutions could be built was
a main determinant of how early preparations
for an exchange rate float could help bolster a
country’s ability to make the move in an
orderly manner.

Most Directors agreed that experience high-
lighted the risks of opening capital accounts
before floating the exchange rate, especially
the risk of sudden outflows. In light of experi-
ence, they supported moving toward increas-
ing flexibility ahead of, or at the same pace
as, liberalizing the capital account, depending
on country circumstances.

impact, and Directors urged the staff to continue refining
analytical techniques, while recognizing the data con-
straints. They called for better integration of the various
components of vulnerability assessments to provide a
clearer view in staff reports.

Areas outside the IMF’s traditional expertise—such as the
investment climate, institutional reforms, and social issues—
had received substantial attention in Fund surveillance.
Directors considered that, in addition to greater selectivity
and wider use of appropriate outside sources of informa-
tion, coverage of the investment climate and institutional
reforms would benefit from greater attention to past and
current implementation of policy recommendations. Most
Board members felt that, in member countries where
shocks could have a sizable impact on social conditions,
Article IV consultations and other contacts could offer an
opportunity to solicit interested member countries’ views
on protecting social safety nets or other priority expendi-
tures in times of economic stress.

Turning to the IMF’s efforts to foster good governance in its
member countries, Directors viewed the implementation of

the 1997 Guidance Note on Governance? as broadly satis-
factory. At the same time, coverage of governance issues in
Article IV consultations should be refined, Directors agreed,
including through the greater use of existing governance
indicators. Fund staff should also draw more systematically
on Reports on the Observance of Standards and Codes
(ROSCs) (see “Standards and codes, and data provision to
the Fund,” below) and other available material and pay
closer attention to policy recommendations and their
implementation.

Article IV consultation reports for low-income countries
typically contain a broad treatment of growth objectives
because, as these countries make progress on macroeco-
nomic stability, the main challenges many of them face are
sustaining high growth rates and reducing poverty. In many
cases, coverage has been extended to an analysis of the
sources and impediments to growth. Most Directors consid-
ered that, where relevant, consultations could be used to

2See www.imf.org/external/np/sec/nb/1997/nb9715.htm#12.
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analyze alternative macroeconomic scenarios under differ-
ent aid flow assumptions, thereby shedding light on sustain-
able macroeconomic scenarios. Directors urged the staff to
pay greater attention to external shocks that could derail
growth in low-income countries and actions that might
help improve these countries’ resilience. They underscored
the importance of close monitoring by the international
community of progress toward the achievement of the Mil-
lennium Development Goals (see Chapter 4) and suggested
that, for this purpose, IMF surveillance in low-income
countries should draw as much as possible on World Bank
information.

The quality of surveillance in countries with IMF-supported
programs had improved since 2002, Directors agreed. They
noted that progress on considering the short- and medium-
term economic outlook had been more limited, but were
hopeful that more systematic use of alternative scenarios
would foster advances in this area.

Policy dialogue with country authorities

A close and frank policy dialogue between the IMF and its
member countries is essential for effective surveillance.
Directors therefore stressed the importance of a close rap-
port with member country authorities based on trust; they
agreed that frequent contacts outside Article IV consulta-
tions could help. They also encouraged staff to make greater
use of cross-country studies.

In reviewing the modalities of surveillance in currency
unions, Directors noted that the formal procedures for sur-
veillance of the euro area had worked well and that the
modalities for the other currency unions—the West African
Economic and Monetary Union, the Central African Eco-
nomic and Monetary Community, and the Eastern
Caribbean Currency Union—have also moved toward
greater formalization. They favored establishing an appro-
priate framework for policy discussions with regional insti-
tutions in these three currency unions, which would
recognize that the discussions should be part of Article IV
consultations with concerned members. Such steps would
strengthen surveillance over monetary and exchange rate
policies, trade policies, and financial sector regulation and
supervision.

Communication and signaling

Effective communication of the IMF’s policy messages is
essential for enhancing the overall effectiveness of surveil-
lance, Directors agreed. It helps inform economic discus-
sions in member countries and encourages sound decisions
by market participants. At the same time, communication,
including publication, while crucial for transparency,
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should not come at the expense of the Fund’s role as a con-
fidential advisor to members by reducing the candor of the
dialogue with them and in reporting to the Board. To
strengthen communication of the IMF’s policy messages,
Directors encouraged staff to develop outreach programs
(see Chapter 8) and enhance contacts with local think
tanks and also to disseminate more actively within the
Fund best practices and innovations in the modalities of
consultations.

Directors also discussed how the IMF could best respond to
requests from some members for frequent policy monitor-
ing and for delivering a signal on the strength of a member’s
policies (see below under “Policy monitoring, precautionary
arrangements, and signaling”).

Assessing the effectiveness of surveillance

Directors underscored the importance of regularly assessing
the effectiveness of surveillance, while conceding that it was
a daunting task. This was partly because, with the broaden-
ing purview of surveillance and its transformation into a
more public process, the chain of reactions to IMF policy
advice had grown more complex. Directors thus appreci-
ated that the staff’s papers for the biennial review were
based not only on an in-house assessment but also on out-
reach to external audiences. In addition, to make further
progress, they also encouraged greater discussion of the
effectiveness of individual Article IV consultations, includ-
ing, as needed, the relevance or appropriateness of past IMF
policy recommendations and the authorities’ responses, as
well as clearer delineation and planning of the focus of indi-
vidual consultations.

Use of staff resources

Some Directors thought that the total cost of staff resources
devoted to surveillance was already substantial and saw little
scope for implementing the review’s recommendations
fully. A number of others maintained that stronger surveil-
lance could be achieved through more strategic manage-
ment of resources and better prioritization. Many Directors
called for further consideration of resource savings and off-
sets, such as greater selectivity in the coverage of individual
surveillance exercises.

Given resource limitations, Directors saw a need to define
priorities among strategic objectives and specific recom-
mendations, while recognizing that the effectiveness of
IMEF surveillance depended on its evenhanded implemen-
tation. They supported assigning immediate priority to
sharpening the focus of Article IV consultations and ensur-
ing deeper treatment of exchange rate issues; enhancing
financial sector surveillance; and deepening the coverage of



regional and global spillovers in country surveillance (Box
2.3). These would serve as the monitorable objectives for
the next biennial review. In addition, progress on improv-
ing debt sustainability and reducing balance sheet vulnera-
bilities and further work on surveillance in low-income
countries would also be monitored in the next review.

Financial sector surveillance

A well-regulated and well-supervised financial system is
essential for any country to maintain macroeconomic and
financial stability and avoid financial crises. In its continu-
ing efforts to help member countries in this important area,
the IMF during the financial year

m completed 24 assessments under the joint Fund-Bank
Financial Sector Assessment Program, of which 6 were
updates. Another 36, including 8 updates, were either
under way or scheduled for the next fiscal year or later;

m held Board seminars and discussions on issues such as
gaps in financial sector regulation and implementation
of monetary policy at different stages of market
development;

= launched a pilot project in 12
countries to test ways to improve
coverage of financial issues in Arti-
cle IV consultations;
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their resilience to crises and cross-border contagion and to
foster sustainable growth by promoting financial system
soundness and financial sector diversity. Assessments of
financial systems undertaken under the FSAP

= identify the strengths, risks, and vulnerabilities in the
financial system and the two-way linkages between
financial sector performance and the macroeconomy;

m ascertain the financial sector’s development needs; and

= help country authorities design appropriate policy
responses.

The comprehensive nature of financial sector assessments
requires a wide range of analytical tools and techniques.
These include financial stability analysis, stress testing and
scenario analysis, and assessments of countries’ observance
of relevant international financial sector standards, codes,
and good practices. In implementing the FSAP, the IMF and
the World Bank draw on feedback received from the Execu-
tive Boards of both institutions, from countries that have
participated in the program, and from various international
groups. They also draw on the knowledge of experts from a
range of cooperating central banks, supervisory agencies,
standard-setting bodies, and other international institu-

Better integrating country, regional, and global surveillance

devoted additional resources to
monitoring financial systems,
especially using financial sound-
ness indicators (Box 2.4);

completed the first phase of the
assessment of offshore financial
sectors; and

increased participation by financial
sector experts in Article IV mis-
sions or in separate missions, and
enhanced training in financial sec-
tor issues for staff working on
country surveillance.

Financial Sector Assessment
Program

The Financial Sector Assessment
Program (FSAP) was introduced in
May 1999 by the IMF and the World
Bank to strengthen the monitoring of
financial systems. It is designed to
help countries prevent or increase

To enhance its analysis of global and regional
spillovers, the IMF is working to better inte-
grate country-level, regional, and global sur-
veillance. Its principal means for doing so are
through the Executive Board's reviews of the
Fund’s main global surveillance documents,
the World Economic Outlook reports and the
Global Financial Stability Reports (see
Chapter 1).

The Fund will also sharpen its focus on global
and regional issues in country surveillance.
Article IV consultations with systemically or
regionally important Fund members will need
to provide fuller treatment of the cross-border
effects of their economic conditions and
policies. To date, such analysis has focused
principally on the systemic effects of trade
policies. More generally, consultations will be
more explicit in linking economic performance
to global economic and financial conditions,
and will enhance the IMF’s analysis of
country-specific vulnerabilities to global
economic and financial risks.

Regional surveillance and global surveillance
complement country surveillance by high-

lighting spillover effects and regional issues,
and need to be better integrated with country
surveillance. The Fund has initiated a number
of reviews of regional financial sector issues
where there are important commonalities and
spillovers across countries. For example, the
operation of regional financial conglomerates
demands the close cooperation of relevant
supervisors and an intensified exchange of
information. The first such review, covering six
countries in Central America, was undertaken
in FY2005.

At the same time, the increasing interdepend-
ence of economies reinforces the central role
that global surveillance must play in the IMF’s
fulfillment of its responsibilities for overseeing
the functioning of the international monetary
system, safeguarding global financial stability,
and promoting cooperative action to address
global imbalances. The IMF's research agenda
will give particular attention to evolving priori-
ties for surveillance and program design—
including international spillovers—and to how
member countries can cope with volatility in
global economic conditions.
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l'@ XY Financial soundness indicators

The financial crises of the mid- to late 1990s
in a number of emerging markets under-
scored the need for new tools to detect vul-
nerabilities in financial systems. In response,
the IMF developed a broad set of indicators
and analytical techniques, including indica-
tors designed to evaluate the health of a
country’s entire financial system, in contrast
to bank prudential indicators, which apply
only to individual institutions.

Once the set of indicators was agreed upon,
the question arose as to how the IMF could
help national authorities develop the ability to
compile them, ensure that they were compa-
rable across countries, and disseminate them
to increase market transparency and
strengthen market discipline. The first step
was the preparation of a Compilation Guide
on Financial Soundness Indicators,! which
reflects the consensus of experts as well as
feedback from the public.

After the Guide was finalized in July 2004,
the IMF Executive Board recommended
that staff undertake a coordinated com-
pilation exercise. Statistical coordinators
and compilers from about 60 countries
participating in the pilot project on a volun-
tary basis met in Washington in November
2004 to discuss and finalize the specific
terms of reference for the exercise. Coun-
tries participating in the exercise have
made a commitment to compile and submit
to the IMF end-2005 data for at least a
core set of 12 indicators covering the bank-
ing sector. (The Guide contains the list of
core and encouraged indicators.) The
countries are encouraged to follow the
Guide’s recommendations to the extent
possible to foster comparability of data
across countries, but are permitted to use
existing methodologies. To assist data users,
countries have also committed to prepare
metadata (information about the data),

advice. In addition, especially in
assessments of lower-income coun-
tries with underdeveloped financial
systems, more effort had been
devoted to explaining why specific
markets were missing and broad
access to financial services was lim-
ited. Feedback from country authori-
ties underscored the usefulness of the
program in diagnosing stability and
development needs in financial sys-
tems and in charting appropriate
policy responses. Directors cited
country authorities’ suggestions of
areas for further improvement as key
to strengthening the FSAP.

Joint and voluntary nature. Most
Directors agreed that the FSAP’s two
key features—its joint World
Bank-IMF character and its volun-
tary nature—should remain

including on deviations of their existing
methodologies from the recommendations

1Available at www.imf.org/external/np/sta/fsi/

eng/2004/guide/index.htm. in the Guide.

tions, and outside experts augment the expertise in the IMF
and the World Bank.

At a March 2005 IMF Board discussion of the Financial Sec-
tor Assessment Program,’® Directors noted that it remained
a cornerstone of financial sector work by the IMF and the
World Bank in member countries. About 120 countries,
two-thirds of the membership, have already participated or
requested participation in the FSAP. Directors noted that
further proposals may arise from the upcoming reviews of
the program by the Independent Evaluation Office (IEO)
and the World Bank’s Operations Evaluation Department
(OED). These studies, together with the Fund’s own strate-
gic review, will provide an opportunity to make a more in-
depth and critical assessment of the progress so far and the
program’s overall effectiveness.

Assessments continued to be comprehensive and to high-
light a broad range of financial sector vulnerabilities, while
heightening member countries’ awareness of international
financial standards. Expertise developed in the assessment
process has also improved the quality of IMF and Bank

*The discussion is summarized in Public Information Notice No. 05/47,
www.imf.org/external/np/sec/pn/2005/pn0547.htm. Staff papers on the
ESAP are posted at www.imf.org/external/np/fsap/2005/022205.htm and
www.imf.org/external/np/fsap/2005/022205a.htm.
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unchanged. The FSAP exercise was a
good example of effective Fund-Bank
collaboration. Its joint nature effi-
ciently pools resources from the two
institutions, contributes to a broad
perspective on financial issues in
low- and middle-income countries, and leads to greater
consistency in policy advice. In addition, the FSAP’s volun-
tary participation results in greater country ownership.
Directors stressed the importance of maintaining the case-
by-case design of FSAP assessments to make the exercise
useful to countries, within limits that preserve the pro-
gram’s integrity.

Streamlining. Directors noted that recent FSAP streamlining
and improved prioritization had resulted in assessments
that are better tailored to country circumstances. This,
along with the smaller average size of financial systems
undergoing initial assessments in the previous two years,
had contributed to lower average costs per FSAP, freeing up
IMF resources for other financial surveillance work, such as
FSAP updates and participation in Article IV missions, and
allowing the World Bank to put more emphasis on issues
related to financial sector development. As a result, the bal-
ance of resources used in the program had become more
equally distributed between the two institutions.

FSAP updates. Directors noted that the number of FSAP
updates was rising and would eventually account for the
bulk of the program. Since 2001, 12 updates have been
completed, and more are planned. They agreed that updates
would require, at a minimum, an assessment of financial
sector developments and progress in implementing earlier



FSAP recommendations. Updates should contain a financial
stability analysis, reassessments of key development and
structural issues raised in the initial assessment, and factual
updates of key standards and codes. At the same time,
updates could include additional elements if justified by
new developments or particular risks. Flexibility would
maximize the program’s usefulness to country authorities
and its contribution to surveillance.

Given the pace of financial sector development and the
need to keep the staff’s institutional knowledge current
enough for effective financial sector work, an average fre-
quency of FSAP updates of about five years seemed reason-
able. In any particular country, however, the frequency
would depend on financial sector developments; the coun-
try’s willingness to participate, systemic importance, and
track record in implementing recommendations from pre-
vious assessments; and resource availability.

Country coverage and follow-up. The Board agreed that the
FSAP had achieved broad country coverage, especially of
systemically important countries, but that coverage differed
widely among regions. Many Directors were concerned that
several systemically important countries had yet to request
an initial assessment, and they encouraged these countries
to do so.

While Directors supported the steps taken by Fund staff to
strengthen follow-up monitoring of financial systems, more
needed to be done to ensure that issues identified during
the FSAP were followed up through IMF surveillance.
Directors therefore encouraged more systematic participa-
tion in Article IV consultations by financial sector special-
ists and more technical support from headquarters. They
also urged staff to continue making technical assistance
follow-up more systematic.

Additional work. Directors favored continued research on
developmental and stability issues to better underpin the
IMF’s policy advice in the financial sector. They saw great
potential in regional financial exercises for regions with
substantial cross-border links. Directors agreed that coun-
tries could gain from deepening such linkages while
addressing related vulnerabilities.

Gaps in financial sector regulation

In 2000, the IMF Executive Board endorsed a set of interna-
tional standards in the area of financial sector regulation to
help guide policies and reforms in Fund member countries.
The assessment of the observance of these standards by
Fund members is carried out mainly in the context of the
FSAP. The Financial Stability Forum and the standard-
setting bodies have asked the Fund to provide periodic feed-
back on the assessment process, emerging issues for
regulators, and the adequacy of international guidance.

Chile’s economy grew at an annual rate of 6.1 percent in calendar
2004, a level not seen since the mid-1990s, thanks to a sharp improve-
ment in Chile’s terms of trade and the strong performance of both min-
eral and nontraditional exports. Private investment picked up
significantly, including in the mining sector, and the economic growth
outlook for the remainder of 2005 remains favorable.

In 2004/2005, the Chilean authorities continued to pursue prudent
macroeconomic policies. Consistent with the country’s structural bal-
ance rule, which aims at a cyclically adjusted surplus of 1 percent of
GDP, the central government registered a surplus of 2% percent of GDP
in 2004.The central bank has continued to manage monetary policy
prudently in the context of its inflation targeting framework and, in April
2005, headline inflation was about 3 percent, the mid-point of the cen-
tral bank inflation target range.

In August 2004, the IMF and the World Bank jointly completed a Finan-
cial System Stability Assessment (FSSA) for Chile that included Reports
on the Observance of Standards and Codes (ROSCs) on monetary and
financial policy transparency, banking supervision, and securities regula-
tion. The FSSA, which found that Chile’s financial system was robust,
outlined suggestions for further improvements, including strengthening
competition in the provision of financial services, modernizing the secu-
rities market infrastructure, and enhancing financial oversight.

Chile-IMF activities in FY2005

August 2004 Completion of the 2004 Article IV consultation
discussions and publication of the FSSA and

accompanying ROSCs
September 2004  Visit of Managing Director Rodrigo de Rato

October 2004 Publication of Detailed Assessment of Observance
of the IMF Code of Good Practices on Transparency
in Monetary and Financial Policies under the Finan-

cial Sector Assessment Program
December 2004  Staff visit

March 2005 Publication of ROSC—Financial Action Task Force

Recommendations for Anti-Money-Laundering and
Combating the Financing of Terrorism
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In October 2004, the Board considered a staff paper, Finan-
cial Sector Regulation: Issues and Gaps.* The paper reviews
issues in financial regulation across the banking, insurance,
and securities sectors, and highlights some of the practical
issues in the implementation of good regulation across
these three sectors. It examines the implementation of
financial sector regulation in 36 Fund member countries
where regulatory systems in all three sectors were assessed
under the FSAP during 2000-03. A cross-sectoral approach
to the review of regulatory systems was chosen to enable the
Fund to identify common regulatory themes.

Directors had a wide-ranging discussion covering, among
other things, the role of good-quality regulatory precondi-
tions, some issues regarding the standards themselves, the
challenges that financial conglomeration and the interna-
tionalization of finance pose for financial sector regulators,
and structural factors such as dollarization and state owner-
ship of financial institutions. They considered high-quality
financial regulation to be a key element of financial stability
and important for Fund surveillance, and agreed that the
existence of certain preconditions—including sound
macroeconomic policies, adequate legal and accounting
frameworks and standards, and the availability of human
and financial resources—is crucial for effective financial
regulation.

Monetary policy implementation at different stages of
market development

Central banks in emerging market and developing economies
have been moving toward greater reliance on money market
operations for the implementation of monetary policy. The
Fund has encouraged the process and provided technical
assistance for the transition. So far, the experience of these
economies with market-based monetary policy operations
has been mixed. Limited competition in financial markets
has complicated the use of money market operations, partic-
ularly in some smaller countries. While some larger countries
have successfully begun market operations, others still can-
not fully rely on money market operations for liquidity man-
agement, despite lengthy periods of adjustment.

At a seminar in November 2004, the Board discussed the
Fund staff’s efforts to identify guidelines for developing
strong frameworks for monetary policy operations.

4Available at www.imf.org/external/np/mfd/2004/eng/102504.htm; see also
“Financial Sector Regulation: Issues and Gaps—Background Paper,”
www.imf.org/external/np/mfd/2004/eng/081704.htm; and the summary of
the Board discussion in Public Information Notice No. 04/131,
www.imf.org/external/np/sec/pn/2004/pn04131.htm.

>The Board discussion is summarized in Public Information Notice
No. 05/15, www.imf.org/external/np/sec/pn/2005/pn0515.htm. The paper is
posted at www.imf.org/external/np/mfd/2004/eng/102604.htm.
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Directors saw as useful the development of a menu of
options for implementing monetary policy that takes into
account potential impediments to market development,
including the extent of dollarization, the size of the country,
the government’s financing needs, structural excess liquid-
ity, central banks’ implementation capacity, and the strength
of the banking system. They encouraged follow-up work to
further refine the IMF’s policy advice to countries develop-
ing their money markets.

Offshore financial centers

During FY2005, the first phase of the assessment of offshore
financial centers (OFCs) was completed. These centers
account for a sizable portion of global financial flows and
thus are important for global financial stability. In recogni-
tion of this, in June 2000, the Financial Stability Forum
encouraged OFCs to take steps to meet international stan-
dards and codes and asked the IMF to undertake initial
assessments of them. The IMF’s Executive Board, at the
November 2003 review of the Offshore Financial Center
Assessment Program, commended the significant progress
made by the program since it was initiated in 2000 and
agreed with its proposed evolution.

Some offshore centers do better than many countries in
complying with international standards and codes of good
practice. Nevertheless, deficiencies remain, notably in cen-
ters’ efforts to combat money laundering and the financing
of terrorism, cross-border cooperation, and information
exchange between jurisdictions and domestic agencies. In
its assessments of offshore centers, the IMF evaluates com-
pliance with international standards in banking, insurance,
and securities, and with the policies, laws, and methods
needed to prevent money laundering and the financing of
terrorism.

The evaluation of the first phase of the IMF program—
completed in February 2005,° in which 41 out of 44 juris-
dictions were assessed and their reports published—found
that progress had been made in meeting the four priorities
set by the Executive Board:

s regular monitoring of developments in financial centers;

s improved transparency through an information network
developed by Fund staff in consultation with OFCs;

m expanded Fund technical assistance; and

m greater collaboration with standard-setting bodies and
onshore and offshore supervisors.

5“Offshore Financial Centers: The Assessment Program—aA Progress
Report,” www.imf.org/external/np/pp/eng/2005/022505.htm.



At an informal seminar in March
2005, the Executive Board also con-
sidered a staff paper on possible
modalities for integrating informal
remittance providers into the formal
sector through a regulatory frame-
work to avert the risk that informal
systems could be misused for money
laundering or the financing of
terrorism.

Balance sheet approach, debt,
and liquidity

One important contribution to the
analysis of an economy’s vulnerabil-
ity to financial crises and to under-
standing how capital account crises
occur is the “balance sheet
approach”—that is, the examination
of the stocks of assets and liabilities
in an economy’s main sectors for
mismatches in maturities, currencies,
and capital structures.” During
FY2005, such balance sheet analysis
was increasingly integrated into the

Strengthening surveillance and crisis prevention |

How should government debt be structured to
reduce the likelihood of crises? A paper by
Fund staff! considers recently developed
analytical approaches to improving the struc-
ture of sovereign debt using existing debt
instruments and cites the pros and cons,

and the practical challenges, of a number of
innovations.

Three key messages emerge from the
analysis:

m The credibility of fiscal and monetary poli-
cies has a strong influence on the willing-
ness of investors to hold long-term local
currency bonds. Credibility depends on
both the quality of a country’s institutions
and the country’s reputation for sound pol-
icymaking. Building such a reputation can
take many years, but the combination of
macroeconomic stabilization and institu-

IThe paper, in revised form, was published in

January 2005 as IMF Occasional Paper No. 237,
Sovereign Debt Structure for Crisis Prevention,
Eduardo Borensztein and others (Washington:
International Monetary Fund), www.imf.org/
external/pubs/nft/op/237/0p237.pdf.

Structuring sovereign debt to prevent crises

tional and structural reforms can acceler-
ate the process.

Finding ways to protect private creditors
from the dilution of sovereign debt could
reduce the cost of borrowing and increase
low-debt countries’ market access as well
as help prevent overborrowing and risky
debt structures. Debt dilution occurs when
new debt reduces the claim that existing
creditors can hope to recover in the event
of a default. Dilution has long been recog-
nized as a problem in the context of corpo-
rate debt, where it is addressed through
debt covenants and explicit seniority. The
Fund staff paper argues for further investi-
gation of analogous innovations in the sov-
ereign context.

Instruments with equity-like features, which
provide for lower payments in the event of
adverse shocks and weak economic per-
formance, can help sovereigns improve
debt sustainability and international risk-
sharing. In particular, GDP-indexed bonds
would provide substantial insurance bene-
fits to both advanced and emerging market
economies, although they present substan-
tial implementation challenges.

Fund’s operations, with a particular
focus on the role of public debt.
Analyses of balance sheet vulnerabili-
ties are increasingly being incorporated into Article IV con-
sultations and other surveillance exercises.®

In their Biennial Review of Surveillance in July 2004, Direc-
tors reiterated that vulnerability to balance of payments or
currency crises and external sustainability are matters at the
apex of the Fund’s hierarchy of concerns. They observed that
the current strategy to improve vulnerability assessments
and balance sheet analysis is having a positive impact and,
while recognizing data constraints, urged staff to continue
refining the analytical techniques. A few Directors consid-
ered that debt sustainability assessments would be enhanced
if they were conducted independently of regular country

’See, for example, the note “Integrating the Balance Sheet Approach into
Fund Operations,” February 23, 2004, www.imf.org/external/np/pdr/bal/
2004/eng/022304.htm.

8Examples include “Bulgaria: Selected Issues and Statistical Appendix,” IMF
Country Report No. 04/177, June 2004, www.imf.org/external/pubs/ft/scr/
2004/cr04177.pdf; “Australia: 2004 Article IV Consultation—Staff Report,”
IMF Country Report No. 04/353, November 2004, www.imf.org/external/
pubs/ft/scr/2004/cr04353.pdf; “Republic of Estonia: Selected Issues,” IMF
Country Report No. 04/357, November 2004, www.imf.org/external/pubs/
ft/scr/2004/cr04357.pdf; and “Ukraine: Selected Issues,” IMF Country Report
No. 05/20, January 2005, www.imf.org/external/pubs/ft/scr/2005/cr0520.pdyf.

work. Some other Directors considered that high-quality
vulnerability assessments are dependent upon close analysis
of country-specific conditions, which require area depart-
ments’ expertise. All Directors saw a need for better integrat-
ing various components of vulnerability assessments to
provide a clearer view in staff reports on the extent of vul-
nerabilities. A number of Directors pointed out that balance
sheet analysis is relevant to assessments of vulnerabilities in
advanced as well as in emerging market economies.

Directors also held seminars to examine related issues,
including innovations aimed at reducing the vulnerabilities
that emanate from today’s sovereign debt structures (Box
2.5) and liquidity management, and encouraged borrowing
countries to have a regular dialogue with their private credi-
tors (Box 2.6).

Debt-related vulnerabilities

In October 2004, the Board held a seminar to assess the
Fund staft’s efforts to improve its vulnerability analysis
through the balance sheet approach. Discussion focused on
the staff paper “Debt-Related Vulnerabilities and Financial
Crises—An Application of the Balance Sheet Approach to
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Investor relations programs

Having recognized that improved communica-
tion with investors and creditors is critical to
the prevention and resolution of financial
crises, a number of countries and multina-
tional corporations have introduced investor
relations programs. The IMF's Executive Board
has emphasized the value to countries that
borrow from international capital markets of
establishing procedures for a regular dialogue
with their private creditors and has called

on Fund staff to follow up on this matter in
Article IV consultation discussions with
emerging market countries.

A study by IMF staff! notes that countries
and investors agree that an investor
relations program should include several

“Investor Relations Programs—Recent Develop-
ments and Issues,” October 2004, www.imf.org/
external/np/icm/2004/102604.htm.

elements, which may differ from country to
country:

m dissemination through a website or e-mail
of data and information on recent eco-
nomic performance and policy initiatives;

m establishment of channels (either formal
or informal) to answer investors’ questions,
and to obtain feedback on their concerns;

m contacts of senior policymakers with
investors through meetings, teleconfer-
ences, and road shows to discuss issues
of mutual interest; and

m coordination among government entities
in providing information to investors about
a country’s economic situation and foster-
ing a dialogue between investors and
government.

Many countries have made significant strides
in all of these areas since 2001.

Measuring and analyzing balance sheet risk with contingent claims

The contingent claims approach (CCA) is a
finance-based economic model used to ana-
lyze the vulnerability of the balance sheets of
the corporate, financial, and public sectors.

This approach uses balance sheet and finan-
cial market data to construct a marked-to-
market balance sheet along with a set of
credit risk indicators. It is different from other
vulnerability analyses in that it incorporates
volatility to derive current estimates of risk
exposures. In so doing, the approach provides
a measure of balance sheet risk that is com-
prehensive and forward looking. The CCA is

widely used in the corporate sector to esti-
mate risk and is increasingly being used in
the financial sector as well. It is a tool that
can help policymakers design and implement
strategies to reduce balance sheet risk and
rank policy options.

In an informal Board seminar on the contin-
gent claims approach, Executive Directors
encouraged Fund staff to continue to develop
the model as a means of identifying key vul-
nerabilities. Fund staff are in the process of
building a framework to estimate the credit risk
of the corporate, financial, and public sectors.

analysis. The staff’s cross-country
analysis and ex post case studies illus-
trated how the debt structure and
balance sheet mismatches could con-
tribute to financial crises. The Fund
has also begun work on developing a
comprehensive approach to risk
analysis based on balance sheets (Box
2.7). Directors generally agreed with
the deliberate pace at which the staff
had been integrating insights from
the balance sheet approach into Fund
operations, especially with respect to
country surveillance. The need to
avoid a mechanistic approach could
not be overemphasized, and there was
as yet no intention to make the bal-
ance sheet approach a standardized
element of IMF surveillance. Going
forward, the Fund will work with
member countries to improve the sta-
tistical basis for more meaningful
assessments of balance sheet vulnera-
bilities, with due regard to balancing
the costs and the benefits of such an
endeavor to member countries.

Although balance sheet analysis
should preferably be applied to all
countries, because of resource con-
straints, priority would necessarily be
given to countries whose balance
sheet weaknesses—particularly cur-
rency mismatches—appeared largest
and where Fund efforts would most
help reduce vulnerabilities. These
include emerging market countries
and countries of systemic importance.
The staff would continue to work
with industrial countries to refine bal-
ance sheet analysis and to integrate

Emerging Market Countries,” which takes a broad look at
the evolution of various balance sheet indicators in emerg-
ing markets over the past decade, and examines in more
detail several recent crises and near-crises.” (See “Debt relief

and sustainability” in Chapter 4.)

Directors noted that an examination of currency and matu-
rity mismatches in sectoral balance sheets had provided a

the assessments into Article IV consultations where relevant.
Specifically, the staff would continue to apply balance sheet
concepts in its study of the potential risks from equity and
housing price bubbles in mature countries. Directors
observed that developing a balance sheet approach was a
work in progress, with much more work needed at both the
analytical and the operational levels.

useful complement to the Fund’s traditional flow-based

P“IMF Executive Board Discusses Balance Sheet Approach to Analysis of
Debt-Related Vulnerabilities in Emerging Markets,” Public Information
Notice No. 05/36, www.imf.org/external/np/sec/pn/2005/pn0536.htm.
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Liquidity management

In May 2004, the Executive Board held a seminar to discuss
the interactions between international reserves, public debt
management, and private liability management in limiting a



country’s liquidity risks. Liquidity management by member
countries is important for preventing financial crises, and
the IMF’s focus on liquidity management complements its
other work on debt sustainability analysis and financial
sector surveillance.

Directors noted that foreign exchange reserves, along with a
country’s exchange rate, played a key role in helping coun-
tries cope with external shocks by providing them with a
temporary buffer to limit immediate disruptions and giving
them time to put in place appropriate policy responses.
Reserves can also add to market confidence when combined
with sound policies, thereby strengthening economic and
financial stability. Directors emphasized, however, that
international reserves could neither substitute for sound
macroeconomic policies and prudent debt management
nor make up for fundamental external imbalances.

Reserve indicators are only a guide and a starting point in
analyzing the adequacy of reserves, Directors agreed, and
they cautioned against a one-size-fits-all approach. Such
indicators had to be carefully interpreted, based on a com-
plete analysis of, and careful judgments about, a country’s
macroeconomic circumstances.

Recent capital account crises have shown that both the
structure and the level of public debt can create major vul-
nerabilities in a country’s balance sheets. More broadly,
sound liability management by both the public and the pri-
vate sectors can play a major role in containing exposure to
interest rate, currency, and rollover risks embedded in the
structure of national balance sheets. Directors thus saw
merit in enhancing the IMF’s policy advice on public debt
management, building on the IMF’s and the World Bank’s
“Guidelines for Public Debt Management.”!° They empha-
sized the role of short-term, foreign-currency-linked debt in
generating vulnerability to crises, and thus the importance
of monitoring and addressing the combination of currency
and maturity risks in debt structures. Directors noted the
need to integrate the analysis of public debt with that of
macroeconomic developments and policies such as
exchange rate issues and the currency composition of debt.

Directors encouraged IMF staff to undertake further analy-
tical and empirical work on liquidity management issues, to
keep developing a diagnostic toolkit, and to continue inte-
grating liquidity management analysis in country work.

Policy monitoring, precautionary arrangements,
and signaling

During FY2005 further consideration was given to the
instruments for signaling to markets and the public the

19Available at www.imf.org/external/pubs/ft/pdm/eng/quide/080403.htm.

In May 2003, the IMF's Executive Board approved a three-year Poverty
Reduction and Growth Facility (PRGF) arrangement for Ghana covering
2003-05. During this period, Ghana has made progress in achieving
most of the program objectives and its economic performance has been
satisfactory.

Real GDP growth outpaced program projections during 2004, for the
second consecutive year, and Ghana built up international reserves as
a buffer against external shocks much faster than expected. While the
inflation rate remained above the central bank’s target, it declined by
one-half by the end of 2004. At the same time, the ratio of domestic
debt to GDP—the government's fiscal anchor—has declined significantly,
helped both by better budgetary discipline and by faster GDP growth.

Satisfactory policy implementation also helped Ghana reach the com-
pletion point under the enhanced Heavily Indebted Poor Countries
(HIPC) Initiative in July 2004. Ghana received debt relief equal to
$2.2 billion, in net present value terms, and will be able to save about
1.2 percent of GDP in debt-service payments annually during the next
10 years.

Ghana-IMF activities in FY2005

June 2004  Submission of Ghana’s Annual Poverty Reduction
Strategy Paper Progress Report
July 2004 Completion of the second review of Ghana’s PRGF-

supported program

Ghana becomes the fourteenth country to reach the
completion point under the enhanced HIPC Initiative

Publication of the joint IMF-World Bank assessment of
the PRSP progress report

Publication of the Report on the Observance of Stan-
dards and Codes (module on fiscal transparency)
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Signaling under surveillance

The IMF's assessment of members’ policies
and economic developments provides infor-
mation or “signals” that may be used by other
agents—such as investors and donors—in
making decisions. For example, the IMF's
assessments of economic trends and policies
in publications such as the World Economic
Outlook and the Global Financial Stability
Report may inform investment decisions, and
its report on a low-income country’s policies
following an Article IV consultation may influ-
ence donors’ aid decisions.

Typically, the Fund provides written and oral
assessments directly to the donor community
in response to specific requests from the lat-
ter. On occasion, however, a member country
applying to donors and lenders for financial
assistance may request that the Fund's
assessments be forwarded to them. The
assessments are meant to enable the recipi-
ents to form a clear view of the strengths and

weaknesses of a country’s macroeconomic
and related structural policies.

To ensure a more regular provision of signals,
some member countries have also requested
more frequent visits by IMF staff and, in some
cases, more frequent reporting to the IMF
Board than annual Article IV consultations.
Some of these countries want to support an
ongoing engagement with the donor commu-
nity or the World Bank, while others seek the
benefits of a more intense dialogue with Fund
staff and more frequent independent reports
on economic developments. In the cases of
Jamaica, Lebanon, and Nigeria, IMF staff pre-
pare two reports a year for the Executive
Board. Although the publication of the reports
is voluntary, most such reports have recently
been published. Despite the lack of formal
endorsement of their policies, these countries
have found this intensified relationship with
the IMF useful.

Directors generally agreed that any
new signaling mechanism, if
adopted, should be devised in such a
way as to fit appropriately into the
Fund’s array of instruments ranging
from surveillance to Fund-supported
programs, noting that precautionary
Stand-By Arrangements and low-
access PRGF arrangements have
served as useful instruments. Key
design issues, should such an instru-
ment be introduced, would include
the standard for activation of the
mechanism, modalities for reviews,
and publication.

Also in September 2004, the Board
discussed the possible use of precau-
tionary Stand-By Arrangements to
prevent capital account crises,'? a
subject it has considered on a num-
ber of occasions in recent years. Pre-

IMF’s assessments of members’ policies outside the context
of a financial arrangement, and to the current and potential
roles of precautionary arrangements both in signaling and
in providing protection against the emergence and spread
of capital-account-driven crises. Previous Board discussions
had not led to a consensus on these issues because of differ-
ences of view on whether existing Fund policies are ade-
quate to address members’ needs.

Some members continue to look to the IMF for more fre-
quent policy monitoring and delivery of signals on the
strength of their economic and financial policies outside the
context of a financial arrangement. They seek a mechanism
that demonstrates their commitment to sound policies,
either for domestic purposes or as a signal to international
creditors and donors, but do not need, or prefer not to
request, IMF financing. Demand for signaling by the Fund
has also come from donors and creditors.

A range of mechanisms can be considered—and indeed
have been used or explored in the past—as possible ways of
meeting members’ demand for signaling. The Board had
another exchange of views in September 2004 on the possi-
ble design of a proposed signaling instrument, referred to as
the Policy Monitoring Arrangement, against the back-
ground of a review of the history of signaling by the Fund.!!

"For further details, see “Signaling by the Fund—A Historical Review,”
www.imf.org/external/np/pdr/signal/2004/071604.htm, and the summary
of the Board discussion, Public Information Notice No. 04/114,
www.imf.org/external/np/sec/pn/2004/pn04114.htm.
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cautionary arrangements are an

important instrument for signaling
policy discipline and providing contingency financing. The
use of these instruments is particularly relevant for coun-
tries exiting from sustained use of Fund resources. They
also have a role to play in supporting members’ efforts to
reduce their vulnerabilities to capital account crises. A diffi-
cult issue pertaining to this crisis prevention role, however,
is the possible use of precautionary arrangements with
exceptional access.

In particular, many Directors argued that the expiration of
the Contingent Credit Line in late 2003 had left a gap in the
Fund’s toolkit. A new policy that would provide ex ante
assurances of appropriate financial support could help
strengthen the Fund’s role in crisis prevention. By contrast,
many other Directors took the view that regular precaution-
ary arrangements within the normal access limits provided
sufficient support for member countries with strong poli-
cies and that innovations in Fund surveillance and efforts to
increase transparency were already bearing fruit.

As with previous Board discussions on these interrelated
issues, no consensus was reached.

Existing policies already allow for frequent consultation
with members that do not have a financial arrangement
with the Fund, affording a basis for staff assessments of the

12See “Crisis Prevention and Precautionary Arrangements—Status
Report,” www.imf.org/external/np/pdr/cp/eng/2004/090304.htm, and the
summary of the Board discussion, Public Information Notice No. 04/117,
www.imf.org/external/np/sec/pn/2004/pn04117.htm.



Reports on the Observance of Standards
and Codes (ROSCs). A ROSC is an assess-
ment of a country’s observance of one of

12 areas and associated standards useful
for the operational work of the Fund and the
Bank. The reports—about 75 percent of which
have subsequently been published—examine
three broad areas: (1) transparent govern-
ment operations and policymaking (data
dissemination, fiscal transparency, monetary
and financial policy transparency); (2) finan-
cial sector standards (banking supervision,
payments systems, securities regulation,
insurance supervision, and efforts to combat
money laundering and the financing of
terrorism (AML/CFT)); and (3) market
integrity standards for the corporate sector
(corporate governance, accounting, auditing,
insolvency, and creditor rights). Participation
in the standards and codes initiative contin-
ues to grow. As of end-April 2005, 723
ROSC assessments and updates had been
completed for 122 countries, or two-thirds
of the Fund’s membership, and most system-
ically important countries had volunteered
for assessments. More then 300 of the
ROSCs were on financial sector standards.
Of these, about one-third were related to
banking supervision, and the others were
fairly evenly distributed across the other
standards and codes (except for ROSCs
related to AML/CFT, which began to be
assessed later).

Strengthening surveillance and crisis prevention |

{0 @Rl ROSCs and data standards initiatives

Special Data Dissemination Standard
(SDDS). Created in 1996, the SDDS is a
voluntary standard whose subscribers—
countries with access to international financial
markets or seeking it—commit to meeting
internationally accepted norms of data cover-
age, frequency, and timeliness. Subscribers
also agree to issue calendars on data releases
and follow good practice with respect to the
integrity and quality of the data and access by
the public. SDDS subscribers provide informa-
tion about their data compilation and dissemi-
nation practices (metadata) for posting on the
IMF's Dissemination Standards Bulletin Board
(DSBB).! Subscribers are also required to
maintain an Internet website, electronically
linked to the DSBB, that contains the actual
data. SDDS subscribers began disseminat-
ing prescribed data on external debt in Sep-
tember 2003. As of April 30, 2005, there were
60 subscribers to the SDDS. Belarus, Egypt,
and Russia became subscribers in FY2005.

General Data Dissemination System
(GDDS). The GDDS framework was estab-
lished in 1997 to help Fund member coun-
tries improve their statistical systems.
Voluntary participation allows countries to set
their own pace but provides a detailed frame-
work that promotes the use of internationally
accepted methodological principles, the
adoption of rigorous compilation practices,
and ways in which the professionalism of

national statistical agencies can be
enhanced. The 79 IMF members participating
in the GDDS at end-April 2005 provide meta-
data describing their data compilation and
dissemination practices as well as detailed
plans for improvement for posting on the
IMF's Dissemination Standards Bulletin
Board. Participation in the GDDS has nearly
quadrupled since 2001.

In addition, the Fund staff has been develop-
ing the Statistical Data and Metadata
Exchange (SDMX) standard, in collaboration
with other international organizations. The
SDMX aims to facilitate efficient electronic
exchange and management of statistical
information among national and international
entities by providing standard practices,
coherent protocols, and other infrastructural
blueprints for reporting, exchanging, and
posting data on websites.

Data Quality Assessment Framework (DQAF).
The DQAF is an assessment methodology that
was integrated into the structure of the data
module of ROSCs following the fourth review of
the Data Standards Initiatives in 2001.The
DQAF's broader application in providing guid-
ance for improving data quality has been inte-
grated into the Data Quality Program as well as
more prominently into Article IV consultations.

The website address is dsbb.imf.org/
Applications/web/dsbbhome/.

members’ policies. These assessments may be released to
the public or to creditors or donors but do not constitute
endorsements of the policies or statements that the policies
meet a particular standard. Different variants of this
approach have recently been used for a number of coun-
tries (Box 2.8). At the request of the International Mone-
tary and Financial Committee at its April 2005 meeting, a
paper that addresses the issue of signaling for countries eli-
gible for assistance under the Poverty Reduction and
Growth Facility will be discussed by the Board in FY2006
(see Chapter 4).

Standards and codes, and data provision to
the Fund

The IMF and the World Bank assess member countries’
policies in 12 areas—data quality, monetary and financial
policy transparency, fiscal transparency, banking supervi-

sion, securities, insurance, payments systems, anti-money-
laundering provisions, corporate governance, accounting,
auditing, and insolvency and creditor rights—against inter-
national standards and codes that serve as benchmarks of
good practice.!® These assessments are intended not only to
help countries identify weaknesses in their policies but also
to help market participants make better investment deci-
sions (Box 2.9).

Draft Guide on Resource Revenue Transparency

In December 2004, the IMF disseminated for public com-
ment a Draft Guide on Resource Revenue Transparency. The
Guide is intended to help countries address the challenges
associated with the fiscal management of revenues from

3The Board has not yet endorsed a standard for insolvency and creditor
rights, one of the twelve areas.
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extractive industries such as oil, natural gas, and mining. It
underscores that institutional strengthening and improved
transparency can provide significant benefits to both gov-
ernments and taxpayers. A higher level of fiscal trans-
parency, in turn, promotes more informed public debate
and helps countries achieve sounder fiscal policies.

The Guide applies the IMF’s Fiscal Transparency Code'* and
supplements the Manual on Fiscal Transparency,'> which
was published in 2001 as part of the IMF’s work on stan-
dards and codes. Fiscal transparency reports, or fiscal
Reports on the Observance of Standards and Codes
(ROSCs), have been published for about 70 member coun-
tries on the IMF’s website. These reports assess country
practices against those described in the Fiscal Transparency
Code. The Draft Guide on Resource Revenue Transparency
can be used for fiscal transparency assessments by the IMF
in natural-resource-rich countries and will also be useful in
the IMF’s policy dialogue with these countries. The IMF
will take into account the public comments received when it
finalizes the Guide.

Data standards

The IMF’s Data Standards Initiatives are designed to
enhance the public availability of reliable, timely, and com-
prehensive statistics on member countries, thereby enabling
market participants to make well-informed investment
decisions, improving the functioning of financial markets,
and reducing the likelihood of crisis-precipitating shocks.

Revision of guide to GDDS

In October 2004, the IMF issued a revised Guide to the
General Data Dissemination System (GDDS) to promote the
availability of statistical data related to the Millennium
Development Goals (see Chapter 4). The Guide, developed
in collaboration with regional and international organiza-
tions, including the World Bank, gives explicit recognition
to the MDG indicators and the development of appropriate
statistical monitoring systems.

Online external debt database

In November 2004, the World Bank and the IMF launched
an online database that brings together the external debt
statistics of 41 countries that subscribe to the IMF’s Special
Data Dissemination Standard (SDDS). By end-April 2005,
the number of subscribers reporting data had risen to 49.
The database provides policymakers and market partici-
pants with more timely data in a format that enables cross-

Available at www.imf.org/external/np/fad/trans/code.htm.
15Available at www.imf.org/external/np/fad/trans/manual/index.htm.

32

country comparison as well as better support for balance
sheet analysis and surveillance initiatives. The Quarterly
External Debt Database, maintained by the World Bank,!®
represents a concrete step by the two institutions to facili-
tate and encourage worldwide dissemination of external
debt data by as many countries as possible.

The data are supplied by countries in internationally agreed
formats. Participation in the database is voluntary, and,
while initially it will cover only countries that subscribe to
the SDDS, the goal is to extend participation to all countries
whose external debt data can be disseminated according to
the SDDS requirements.

Data and metadata for portfolio and direct investment

The results of the Coordinated Portfolio Investment Survey
(CPIS) for end-December 2003 were released on the Fund’s
external website in March 2005. The survey, conducted
annually since 2001, provides data reported by 70 jurisdic-
tions, including most of the large investing economies. Data
are reported on each jurisdiction’s cross-border portfolio
investment, broken down by equity and long- and short-
term debt instruments and by jurisdiction of the issuers of
the securities. Holdings of securities that are part of foreign
exchange reserve assets as well as holdings of selected inter-
national organizations are also reported, broken down the
same way.

The data are intended to fill gaps in studies of regional con-
centration, financial integration, spillover effects between
jurisdictions (contagion), and globalization, and to provide
partner country data to fill gaps in international investment
position statistics for individual jurisdictions. Work is con-
tinuing to improve the coverage of offshore financial cen-
ters and major oil-exporting countries. Metadata describing
the compilation practices of participating jurisdictions are
also posted on the Fund’s external website.

Metadata describing how countries measure foreign direct
investment were posted in March 2005. Information for 56
countries is now available on the Fund’s website, based on
the results of the 2003 joint IMF/OECD Survey of Imple-
mentation of Methodological Standards for Direct Invest-
ment (SIMSDI).

For both the CPIS and the SIMSDI, the metadata describe
data availability, sources, compilation practices, and
methodology used, and indicate whether the practices of
each jurisdiction are in accordance with international statis-
tical guidelines. A feasibility study is under way to deter-
mine whether a Coordinated Direct Investment Survey
could be undertaken along the lines of the CPIS.

1°Available at www.worldbank.org/data/working/QEDS/sdds_main.html.



Enhanced data reporting to the IMF

As part of its overall effort to improve the quality of data
the IMF receives from its members for purposes of surveil-
lance, the Board in recent years has acted to expand the cat-
egories of information that member countries are required
to report (under Article VIII, Section 5, of the IMF’s Articles
of Agreement) and to establish new procedures and reme-
dial actions to address cases in which members have
breached their obligations.

In January 2004, the Board issued a decision expanding the
list of minimum data that IMF member countries are
required to provide on a continuous basis. The expanded
requirement, which took effect on January 1, 2005, brought
the Fund’s legal framework for data provision more closely
in line with contemporary data needs. Reporting of data
specifically listed in Article VIII, Section 5, continues to be

Strengthening surveillance and crisis prevention |

mandatory and failure to provide the data constitutes a
breach of a member’s obligation, unless the member lacks
the capacity to do so. The Board’s decision outlined detailed
procedures for how the Fund would handle the nonreport-
ing, or inaccurate reporting, of data required under Article
VIII, Section 5.

The Board decision also encouraged members to adopt
internationally accepted compilation methodologies. If
members do not do so, they must provide data specifica-
tions consistent with commonly understood meanings of a
particular indicator. The Fund’s staff are expected to be
familiar with the specific concepts and definitions used for
these indicators as well as with the compilation practices
and approaches to data revisions. A member is not at risk of
being found in breach of its obligations if it provides or
revises data in line with the understandings.
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he provision of temporary financial support, in the

form of loans of foreign exchange, to member coun-
tries with balance of payments difficulties is one of the
IMF’s main responsibilities. Its financial assistance is pro-
vided under a variety of policies and lending instruments
(Table 3.1). Most forms of IMF financing are made condi-
tional on the adoption by the recipient country of policies
of adjustment and reform designed to correct the problems
that gave rise to its need for support. Such conditionality is
important also to ensure that the IMF’s resources are safe-
guarded for the use of members in future need.

To ensure that IMF financing operations and instruments
are well designed, up-to-date, and sufficiently flexible to
support country-driven adjustment and reform efforts in a
wide range of circumstances, the Fund undertook a broad
review of program design and conditionality during the
financial year. The review, which covered the design and
effectiveness of programs during 1995-2000, as well as the
initial experience with programs formulated under new
conditionality guidelines adopted in 2002, gave the Fund
valuable insights that will inform its operations and set a
broad agenda for further work. The adequacy of program
design was also examined as part of ex post assessments of
programs in 18 member countries during the period.

Besides this wide-ranging reexamination of its policies on
conditionality, the Board reviewed its policy on access to
the Fund’s financial resources. The amount of borrowing
to which a country has access is linked both to its quota in
the Fund (a reflection of the country’s economic size,
openness to the global economy, and other factors) and to
the terms of the particular lending window. In FY2005 the
Board looked at the access policy limits under the credit
tranches, the Extended Fund Facility (EFF), and the
Poverty Reduction and Growth Facility (PRGF). Also
during FY2005, the Trade Integration Mechanism—a way
to make new IMF resources more predictably available

to qualifying member countries under existing Fund
facilities—was activated.

Finally, during FY2005 the Fund continued to work with
other concerned parties to promote mechanisms aimed at
the orderly resolution of crises, such as the inclusion of col-
lective action clauses (CACs) in sovereign bonds, the devel-
opment of the Principles for Stable Capital Flows and Fair

Debt Restructuring in Emerging Markets, and the evolution
of the so-called Evian approach adopted by the Paris Club
for restructuring the debt of non-HIPC countries.

For more details about developments in IMF financial oper-
ations and policies during the financial year, see Chapter 5.

2004-05 Conditionality Review

An IMF-supported program is a package of economic pol-
icy measures that, combined with approved financing from
the IME, is intended to accomplish specific economic objec-
tives such as orderly adjustment of the balance of payments,
lower inflation, and stronger, sustainable growth and
poverty reduction. Conditionality relating to implementa-
tion of the agreed policies, usually in a phased way, gives the
country confidence that it will continue to receive financing
from the IMF through the duration of the program as long
as it implements the policies agreed, while also safeguarding
the IMF’s resources.

During the Fund’s previous, 2000-02 Conditionality
Review, Executive Directors requested that the next review
address broad issues of program design. In response to this
request, the 2004-05 Conditionality Review had two parts.
The first was a critical review of the design and effectiveness
of IMF-supported programs over 1995-2000, and the sec-
ond considered the Fund’s initial experience with new con-
ditionality guidelines introduced in 2002, which replaced
previous guidelines adopted in 1979.

Design of IMF-supported programs

The first part of the review, conducted by the Board in
December 2004, examined key features of IMF-supported
programs over 1995-2000.!

IThe Board’s discussion is summarized in Public Information Notice No.

05/16, www.imf.org/external/np/sec/pn/2005/pn0516.htm; the staff papers
include “The Design of Fund-Supported Programs—Overview,”
www.imf.org/external/np/pdr/2004/eng/design. htm; “Fund-Supported
Programs—Objectives and Outcomes,” www.imf.org/external/np/pdr/
2004/eng/object.htm; and “Macroeconomic and Structural Policies in
Fund-Supported Programs: Review of Experience,” www.imf.org/external/
np/pdr/2004/eng/macro.htm.
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Credit facility

Purpose

Conditions

Phasing and monitoring!

Access limits!

Credit tranches and Extended
Fund Facility*
Stand-By Arrangements (1952)

Extended Fund Facility (1974)
(Extended Arrangements)

Medium-term assistance for
countries with balance of payments
difficulties of a short-term character

Adopt policies that provide
confidence that the member's
balance of payments difficulties will
be resolved within a reasonable
period

Quarterly purchases
(disbursements) contingent on
observance of performance
criteria and other conditions

Annual: 100% of quota;
cumulative: 300% of quota

Longer-term assistance to support
members’ structural reforms to
address balance of payments
difficulties of a long-term character

Adopt 3-year program, with
structural agenda, with annual
detailed statement of policies for
the next 12 months

Quarterly or semiannual
purchases (disbursements)
contingent on observance of
performance criteria and other
conditions

Annual: 100% of quota;
cumulative: 300% of quota

Special facilities
Supplemental Reserve
Facility (1997)

Compensatory Financing
Facility (1963)

Emergency Assistance

(1) Natural disasters (1962)

(2) Post-conflict (1995)

Short-term assistance for balance
of payments difficulties related to
crises of market confidence

Available only in context of Stand-
By or Extended Arrangements with
associated program and with
strengthened policies to address
loss of market confidence

Facility available for one year;
frontloaded access with two or
more purchases (disbursements)

No access limits; access
under the facility only when
access under associated
regular arrangement would
otherwise exceed either
annual or cumulative limit

Medium-term assistance for
temporary export shortfalls or
cereal import excesses

Available only when the shortfall/
excess is largely beyond the control
of the authorities and a member
has an arrangement with upper
credit tranche conditionality, or
when its balance of payments
position excluding the shortfall/
excess is satisfactory

Typically disbursed over a
minimum of six months in
accordance with the phasing
provisions of the arrangement

45% of quota each for export
and cereal components;
combined limit of 55% of
quota for both components

Assistance for balance of
payments difficulties related to:

Natural disasters

The aftermath of civil unrest,
political turmoil, or international
armed conflict

Reasonable efforts to overcome
balance of payments difficulties

Focus on institutional and
administrative capacity building to
pave the way toward an upper
credit tranche arrangement or PRGF

None, although post-conflict
assistance can be segmented
into two or more purchases

Generally limited to 25% of
quota, though larger amounts
can be made available in
exceptional cases

Facility for low-income members
Poverty Reduction and Growth
Facility (1999)

Longer-term assistance for
deep-seated balance of payments
difficulties of structural nature;
aims at sustained poverty-
reducing growth

Adopt 3-year PRGF arrangements;
PRGF-supported programs are
based on a Poverty Reduction
Strategy Paper (PRSP) prepared
by the country in a participatory
process and integrating macro-
economic, structural, and poverty
reduction policies

Semiannual (or occasionally
quarterly) disbursements
contingent on observance of
performance criteria and reviews

140% of quota; 185% of
quota in exceptional
circumstances

'Except for PRGF, the IMF’s lending is financed from the capital subscribed by member coun-
tries; each country is assigned a quota that represents its financial commitment. A member
provides a portion of its quota in foreign currencies acceptable to the IMF—or SDRs—and the
remainder in its own currency. An IMF loan is disbursed or drawn by the borrower purchasing
foreign currency assets from the IMF with its own currency. Repayment of the loan is achieved
by the borrower repurchasing its currency from the IMF with foreign currency. See Box 5.1 on
the IMF's Financing Mechanism. PRGF lending is financed by a separate PRGF Trust.

2The rate of charge on funds disbursed from the General Resources Account (GRA) is set at a
margin over the weekly interest rate on SDRs (from May 1, 2005, the margin is expressed in
basis points over the SDR interest rate; prior to that the margin was expressed as a propor-
tion of the SDR interest rate). The rate of charge is applied to the daily balance of all
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arrangement.

outstanding GRA drawings during each IMF financial quarter. In addition, a one-time service
charge of 0.5 percent is levied on each drawing of IMF resources in the GRA, other than
reserve tranche drawings. An up-front commitment fee (25 basis points on committed
amounts up to 100% of quota, 10 basis points thereafter) applies to the amount that may
be drawn during each (annual) period under a Stand-By or Extended Arrangement; this fee
is refunded on a proportionate basis as subsequent drawings are made under the

3For purchases made after November 28, 2000, members are expected to make repurchases
(repayments) in accordance with the schedule of expectation; the IMF may, upon request by a
member, amend the schedule of repurchase expectations if the Executive Board agrees that
the member’s external position has not improved sufficiently for repurchases to be made.




Repurchase (repayment) terms?
Obligation Expectation

schedule schedule
(Years) (Years)

Charges? Installments

Rate of charge plus surcharge 3%4-5 2V4-4 Quarterly
(100 basis points on amounts
above 200% of quota; 200 basis

points on amounts of 300%)°

Rate of charge plus surcharge 412-10 4'5-7 Semiannual
(100 basis points on amounts
above 200% of quota; 200 basis

points on amounts above 300%)°

Rate of charge plus surcharge 212-3 2-2Y Semiannual
(300 basis points, rising by

50 basis points a year after first

disbursement and every 6 months

thereafter to a maximum of

500 basis points)

Rate of charge 3V4-5 2Va-4 Quarterly

Rate of charge; however, the 3V4-5 Quarterly
rate of charge may be subsidized
to 0.5 percent a year, subject to

resource availability

Not applicable

0.5% 512-10 Not applicable Semiannual

4Credit tranches refer to the size of purchases (disbursements) in terms of proportions of the
member's quota in the IMF; for example, disbursements up to 25 percent of a member’s
quota are disbursements under the first credit tranche and require members to demonstrate
reasonable efforts to overcome their balance of payments problems. Requests for disburse-
ments above 25 percent are referred to as upper credit tranche drawings; they are made in
installments as the borrower meets certain established performance targets. Such disburse-
ments are normally associated with a Stand-By or Extended Arrangement. Access to IMF
resources outside an arrangement is rare and expected to remain so.

5Surcharge introduced in November 2000.
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Objectives and outcomes. Directors agreed that a viable bal-
ance of payments and medium-term external debt sustain-
ability remain a core objective of IMF-supported programs.

For programs supported by nonconcessional lending under
the General Resources Account (GRA), targeted external
adjustment has been broadly in line with this objective, and
IMF support seems to have mitigated the short-term nega-
tive effect of adjustment on growth. But in a number of
cases, especially but not exclusively those of capital account
crises, external adjustment has been sharper and larger than
needed to stabilize external debt. Directors encouraged the
IMF staff to undertake further analysis of the optimal mix
between financing and adjustment in situations of capital
account pressures as well as of the determinants of private
capital flows and of the catalytic effects of IMF-supported
programs.

For programs supported by concessional lending under the
PRGF, targeted improvements in current account balances
have, on average, been smaller than those required to stabi-
lize external debt ratios. In addition, actual improvements
have tended to be smaller than targeted. Directors called for
further reflection on how to correct this phenomenon. Pro-
gram outcomes for growth and inflation have been broadly
favorable. Directors stressed that the design of programs in
low-income countries should be based on full consideration
of the implications of policies for poverty reduction.

Analytical frameworks. No single model or analytical frame-
work is universally applicable to policy formulation in IMF-
supported programs. Directors welcomed the fact that, in
advising national authorities, IMF country teams normally
draw on a variety of models and methods for policy formu-
lation and combine them with economic judgment. The
IMP’s financial programming framework provides a useful
consistency check on policies. This eclectic approach to pol-
icy formulation has generally worked well in practice. How-
ever, medium-term growth projections have been overly
optimistic, which risks undermining the reliability of debt
sustainability assessments and the credibility of programs.
More analytical “reality checks” on growth projections,
more systematic comparisons with forecasts by other
analysts, and greater use of cross-country analysis were
recommended.

Exchange rate policies. Directors noted that exchange rate
regimes are no more likely to be altered at the outset of an
IMF-supported program than at other times, and drew
from this finding a variety of inferences. Coherence between
the exchange rate regime and macroeconomic and struc-
tural policies is critical, and Directors emphasized that the
IMF should avoid supporting policy mixes that do not suffi-
ciently underpin the exchange rate regime. Disinflation has
been achieved equally successfully under fixed or flexible
exchange rate strategies, and success has depended instead

37



The IMF provides emergency assistance (see Table 3.1) to member
countries with urgent balance of payments financing needs in the wake
of natural disasters and armed conflicts. (For a discussion of emergency
natural disaster assistance, see Chapter 4.) Emergency financial assis-
tance is designed to be disbursed rapidly and is supported by policy
advice and, in many cases, technical assistance.

Beginning in 1995, emergency assistance was made available to coun-
tries emerging from conflict that are unable to develop and carry out a
comprehensive economic program because their capacity has been
damaged by the conflict but that still have the capacity for planning and
policy implementation. IMF assistance is designed to help them expe-
dite their economic recovery by rebuilding and strengthening their
administrative and institutional capacity and by catalyzing additional
funds from international donors for reconstruction. The rate of charge on
loans for low-income countries eligible for assistance under the Fund’s
Poverty Reduction and Growth Facility is subsidized by grant contribu-
tions made by other members (see Chapter 5).

During FY2005, the Board approved emergency post-conflict assistance
for three countries: the Central African Republic ($8.2 million), Haiti
($15.6 million), and Iraq ($436 million).! In February 2005, the IMF's
Board discussed the provision of technical assistance to post-conflict
countries (see Chapter 6).

IDetails are available on the Fund’s website: www.imf.org/external/np/sec/
pr/2004/pr04158.htm, www.imf.org/external/np/sec/pr/2005/
pr0504.htm, and www.imf.org/external/np/sec/pr/2004/pr04206.htm.
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mainly on whether the targeted fiscal adjustment was
achieved. At the same time, countries with more flexible
exchange rates have tended to achieve external adjustment
with fewer adverse effects on output.

Monetary policies. Monetary policies have been broadly
aligned with program objectives, and there is no evidence
that monetary policies have been too tight.

Fiscal policies. Directors observed that program practice

in fiscal policy has been significantly more diverse and

has matched overall economic objectives more systemati-
cally than is commonly assumed. Fiscal slippages have
often occurred, especially in the later years of a program.
Directors stressed the need for greater focus on fiscal con-
solidation in program design, with an emphasis on high-
quality fiscal measures that are politically feasible and
sustainable. Attention should also be paid to contingent
liabilities, including those stemming from financial sector
restructuring costs. Fiscal consolidation has generally
contributed to improvements in the external current
account balance, while generally not being associated

with lower output growth, suggesting that confidence
effects play a significant role. Directors underscored the
importance—in the context of the PRGF—of elements that
help to reduce poverty and of analysis of the distributional
impact of policies.

Structural policies. Structural reforms are often necessary to
buttress adjustment efforts by enhancing efficiency and
eliminating structural distortions that inhibit long-term
growth, and to reduce vulnerabilities to financial crises.
Broad alignment was found between structural measures
and the objectives of IMF-supported programs. Measures
intended to underpin demand management seem to have
contributed to sustained fiscal adjustment, and measures
geared toward enhancing efficiency have been associated
with higher growth. While these initial indications were seen
as useful, Directors underscored that the linkages between
structural reforms and macroeconomic performance remain
uncertain, and a more detailed analysis will be required.

Recognizing the changes the Fund made after the Argentine
crisis, the Board agreed that the discussion following the
assessment by the Independent Evaluation Office (IEO) of
the Fund’s role in Argentina during 1991-2001 also pro-
vided important insights (Box 3.1).

To ensure that the lessons learned during the review are
applied, a number of internal seminars and training initia-
tives have been planned to raise awareness of the issues
within the IMF, including disseminating information on
best practices in some specific areas, such as forecasting
growth. These internal education efforts will be comple-
mented by significant efforts at external outreach to
stimulate a wider debate on some key issues.
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In July 2004, the Executive Board discussed
the Independent Evaluation Office’s review of
the IMF's role in Argentina from 1991 to 2001—
a period that began with the introduction of
the convertibility regime that pegged the Argen-
tine peso at par with the U.S. dollar and ended
with the regime’s collapse, which was accom-
panied by a default on Argentina’s public debt.
The 2001 crisis was one of the most severe in
any country in recent years and brought con-
siderable hardship to the Argentine people.

Recognizing the progress that had already
been achieved since the Argentine crisis,
Directors agreed that the report provided
valuable insights for the Fund’s financing and
surveillance frameworks.

The following are among the key conclusions
related to policy recommendations from the
Executive Board discussion:

m Where the sustainability of a country’s
debt or the exchange rate is threatened,
the Fund should clearly indicate that its
support is conditional upon a meaningful
shift in policies. Up-to-date and compre-
hensive information is critical for the Board
to make necessary judgments in such
cases. The debt sustainability template
and procedures on exceptional access
provide important support in this regard.

m Further reflection is needed on the issue
of contingency planning in the context
of Fund assistance to countries in crisis.
There is potential value in such planning
from the outset of a crisis, but also a
need to establish what can construc-
tively be done in ways that enhance
confidence.

m Directors emphasized the importance of,
and recent progress in, ensuring that
medium-term exchange rate and debt sus-
tainability analysis are the focus of IMF
surveillance. While the choice of the
exchange rate regime must remain with
the member’s authorities, the Fund is
obliged to exercise firm surveillance to
ensure that other policies and constraints
are consistent with that choice. Directors
saw a need for greater candor in the treat-
ment of exchange rate policy in the con-
text of Article IV discussions, but most
also stressed the need to strike an appro-
priate balance between candor and confi-
dentiality. Analytical work on medium-term
debt sustainability has also supported a
reassessment, in the Fund and more
broadly, of what level of debt is sustain-
able for emerging market countries, with
the concept of “debt intolerance” playing
an important role.

Directors noted the possible risks associ-
ated with precautionary Fund arrangements,
especially where there are serious political
obstacles to needed policies and reforms.
Directors reiterated the value of precaution-
ary arrangements as a tool for supporting
sound policies. They confirmed the impor-
tance of ensuring that program standards
and requirements for precautionary arrange-
ments are the same as those for all other
arrangements, and most did not think that
precautionary arrangements tended to be
weaker than other arrangements, noting
that, in some cases, precautionary arrange-
ments signaled superior performance.

The Fund is continuing to reflect on how to
strengthen further the role of the Board
during a crisis, including through improve-
ments in the provision of full information
on all issues relevant to decision making
and open exchanges of views between
management and the Board on all topics,
including the most sensitive ones.

In all cases of use of Fund resources,
particularly those involving exceptional
access, close cooperation with the country
authorities should be presumed, and the
Board kept fully informed of the state of
policy discussions.

noted that the new guidelines emphasized national owner-
ship of policies, parsimony in conditions, tailoring of poli-
cies to member circumstances, coordination with other
multilateral institutions, and clarity in the specification of
conditions. Although it was too soon to draw definitive
conclusions on experience with the guidelines, the review
highlighted a number of preliminary findings focusing on
structural conditionality and on processes of program
development:

Experience with 2002 Conditionality Guidelines

In September 2002, the Board adopted new guidelines to
encapsulate ongoing efforts to streamline and focus IMF
conditionality. An important objective of the new guide-
lines was to enhance country ownership and improve
the prospects for sustained implementation of Fund-
supported programs, most importantly by concentrating
the IMF’s policy conditions on areas critical to their

success.
m There is evidence that considerable progress has occurred

in streamlining the breadth of coverage (though not the
number) of structural conditions and in clearly identify-
ing program-related conditions.

The second part of the Fund’s 2004-05 Conditionality
Review examined the initial experience with applying these
new guidelines, which had replaced guidelines that dated

back to 1979. When Directors met in March 2005, they
m There are some encouraging signs of stronger program

implementation in the form of fewer permanent program

2The Board’s discussion is summarized in Public Information Notice No.
05/52, www.imf.org/external/np/sec/pn/2005/pn0552.htm; the staff papers
include “Review of the 2002 Conditionality Guidelines,” www.imf.org/
external/np/pp/eng/2005/030305.htm; and “Review of the 2002 Condition-
ality Guidelines—Selected Issues,” www.imf.org/external/np/pp/eng/2005/
030405.htm.

interruptions—although there has been little change in
the rate at which programs are temporarily interrupted
because of failures to meet conditions.

The shift of conditionality away from growth- and
efficiency-related structural reforms is a sign of stream-
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lining, but it will need to be monitored and the implica-
tions studied when program outcomes are known. Effec-
tive World Bank-IMF collaboration remains crucial in
this connection.

m Care should be taken not to specify conditions at a
level of detail that could be seen as unwelcome micro-
management—although detailed specification can
sometimes be helpful to the authorities.

m Focusing on the linkages between program goals and
conditions is critical, Directors emphasized, as are
specifying and explaining in staff reports the strategies
underlying conditionality and the basis for deeming
measures to be critical. Directors considered that
improvements in the elaboration and presentation of
clear strategies—which tailor conditionality to country
circumstances and capacity and clearly link conditions
to program goals in the context of the authorities’
broader objectives—can enhance program ownership
and implementation.

m Directors noted that overly ambitious timetables appear
to be a major reason for the high waiver rate—the failure
of countries to meet performance criteria—and encour-
aged realistic, but still appropriately ambitious, imple-
mentation timetables.

= In light of the difficulty of gauging program ownership,
some Directors saw a role for conditionality, and espe-
cially prior actions, as a screening device. However, other
Directors observed that higher numbers of prior actions
did not bring subsequent program implementation up to
the Fund-wide average.

An assessment of structural conditionality in 1IMF-
supported programs by the IEO is scheduled for early 2006.
The project is expected to shed further light on these issues.
However, Directors agreed that a more comprehensive
assessment of the appropriateness of the new guidelines
would have to await the availability of data on program
outcomes, in both the short and the medium terms, and
instructed the staff to return to this issue in 2008. The staff
will explore how it can help the Board monitor the applica-
tion of the guidelines in the interim.

Ex post assessments

In addition to the conditionality review, the adequacy of
program design was examined in the course of the IMF’s
“ex post assessments” of experience in countries in which
the IMF has been providing program support over a longer
term. Ex post assessments have proven to be a useful vehi-
cle for distilling lessons from experience, for both program
design and implementation. The first ex post assessments
were conducted in 2003 as part of the IMF’s response to
the IEO assessment of the prolonged use of IMF resources.
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A total of 27 ex post assessments have been conducted so
far, including 18 during FY2005 (for Albania, Armenia,
Benin, Bolivia, Bulgaria, Cambodia, Cameroon, Ethiopia,
Guinea, Guinea-Bissau, Kazakhstan, the Kyrgyz Republic,
Lesotho, Malawi, Niger, the former Yugoslav Republic of
Macedonia, Uruguay, and Vietnam). The lessons drawn
from ex post assessments are often widely applicable. For
example, a key lesson from the ex post assessment of the
PRGF arrangements with Vietnam was the importance of
allowing sufficient time for the institutional changes that
underpin structural reforms. A comprehensive review of
experience with ex post assessments will take place later in
2005. A forthcoming IEO evaluation of IMF assistance to
Jordan is also expected to yield insights into program
design.

Financial facilities and policies

Following major changes to its lending policies in recent
years, the IMF has continued to review many aspects of its
lending facilities to ensure that they meet members’ needs,
including those related to members’ growing financial inter-
dependence.

Access policy

In April 2005, the Board conducted its biennial review of
members’ access to financing from IMF resources in various
circumstances, including in the credit tranches (see Table
3.1), under the EFF, and under the PRGF. The review
included consideration of the limits on lending by the IMF
from the General Resources Account (GRA)—currently 100
percent of a member’s quota each year up to a cumulative
maximum of 300 percent of quota—as well as the condi-
tions and circumstances that may lead to lending beyond
those limits, as set out in the framework for exceptional
access. The Board also considered the policies for lending
under the PRGE, under which the IMF makes concessional
loans to its low-income members.

The Board considered that the criteria for access in individ-
ual cases, the access limits in the GRA, and the access limits
and norms applying to PRGF resources all remain broadly
appropriate. However, a number of Directors felt that mem-
ber countries” quotas, which provide the basis for determin-
ing access, may not always faithfully reflect the size of an
economy and, accordingly, should not be viewed as the best
metric in all cases.

The review also revisited the policy on exceptional access.
Directors recognized that requests for exceptional access
can come from members not experiencing capital account
crises. Some Directors felt that there would be merit in con-
sidering changes to the exceptional access policy to provide



greater clarity on the IMF’s actions in such cases. However,
most Directors believed that, overall, changes to the existing
framework of exceptional access were not needed, particu-
larly considering the flexibility to grant access under the
exceptional circumstances clause, including in those rare
cases where a member could not be expected to meet all cri-
teria. Most Directors agreed that a discussion of exit strate-
gies in program documents would help foster better
communication with capital markets and facilitate earlier
reaccess, with many Directors calling for a strong presump-
tion that exit strategies would be formulated in the context
of a single IMF arrangement.

The Board also conducted a review of maturities and
charges in FY2005, which is discussed in Chapter 5.

Activation of Trade Integration Mechanism

The Trade Integration Mechanism (TIM) was established in
April 2004 to help developing countries address the short-
term effects on their balance of payments of multilateral
trade liberalization. The TIM is not a new lending facility
but a mechanism making IMF resources more predictably
available to qualifying member countries under existing
IMF facilities. A major concern in this financial year was the
effect that the expiration in January 2005 of the World
Trade Organization’s Agreement on Textiles and Clothing
would have on some developing countries. Bangladesh
became the first member country to obtain support in
accordance with the TIM, in July 2004, followed by the
Dominican Republic in early 2005. At end-April, discus-
sions were under way with a number of other members.
The availability of assistance under the TIM should also
help assuage concerns of some developing countries that an
ambitious outcome to the Doha Round could place undue
adjustment pressures on them. (The TIM is also discussed
in Chapter 2, Box 2.1.)

Crisis resolution

Despite the best efforts of both member countries and the
IMF, not all financial crises stemming from debt-servicing
difficulties can be prevented. The Fund has therefore con-
tinued its work on improving techniques to resolve such
crises, particularly those stemming from debt-servicing
difficulties (Box 3.2). The Fund’s crisis resolution efforts
continue to promote the use of collective action clauses in
international sovereign bond contracts; encourage a broad-
ening of the consensus on the draft Principles for Stable
Capital Flows and Fair Debt Restructuring in Emerging
Markets promoted by the Institute for International
Finance; and consider other ways to resolve financial crises
in an orderly fashion. The Executive Board issued progress

In April 2005, Zambia became the seventeenth country to reach the
completion point under the Heavily Indebted Poor Countries (HIPC)
Initiative. Full delivery of HIPC assistance by all creditors will reduce
Zambia's debt by $2.5 billion, in net present value terms, allowing
Zambia to save about 2 percent of GDP in debt-service payments annu-
ally over the next 10 years.

Since Zambia reached the HIPC decision point in December 2000, its
economy has grown by an average of 4'% percent a year—a marked
turnaround from the economic decline of the previous two decades.
Inflation has remained high, however, and the government’s domestic
debt rose substantially, largely because of expenditure overruns. In
2004, initially under a staff-monitored program and then under a new
PRGF-supported program, the authorities achieved a substantial fiscal
adjustment, which cut the government’s net domestic borrowing by more
than 4 percent of GDP, to less than 1 percent of GDP. The fiscal adjust-
ment eased pressure on inflation and interest rates and allowed for a
substantial expansion of bank credit to the private sector.

Zambia-IMF activities in FY2005

June 2004 Approval of a new three-year arrangement for

Zambia under the PRGF

December 2004  Completion of the first review of Zambia’s PRGF-
supported program

February 2005 Publication of the Report on Observance of Stan-
dards and Codes (module on data transparency)
April 2005 Completion of the second review of Zambia's PRGF-

supported program

Zambia reaches the completion point under the
enhanced HIPC Initiative

Publication of joint IMF-World Bank advisory note
on the Poverty Reduction Strategy Paper (PRSP)
Progress Report
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reports to the IMFC on crisis resolution in September 2004

In the past year, a number of countries in the
Caribbean decided to approach their creditors
for restructurings of their sovereign debt. The
origins of the problems and the degree of
debt restructuring differed across countries. In
all cases, the IMF has played a key role in the
design and implementation of the macroeco-
nomic adjustment policies, provided financial
assistance, and helped ensure that the
restructuring process remains orderly and
consistent with best practices. This has
included providing—at the country authorities’
request—assessments to creditors and donors
of the countries’ economic conditions, adjust-
ment policies, and prospects.

Dominica determined in late 2003 that its
public debt, at about 120 percent of GDP,
was unsustainable and, based on this
assessment, embarked on a strategy to
restructure sovereign debt preemptively,

with a view to avoiding unilateral default.
Substantial progress has been made—as of
end-May 2005, creditors (official and private)
holding over 70 percent of eligible debt have
agreed to the restructuring. In the case of
nonparticipating creditors, although payments
on original terms have stopped, good faith

and April 2005.3

Collective action clauses

efforts continue to be made to reach
understandings—the authorities are committed
to paying into escrow accounts on restructured
terms for such creditors. The Fund is providing
financial support to Dominica under a three-
year PRGF arrangement approved in 2003.
Policy implementation under the program has
been strong and macroeconomic outcomes
have been favorable—after contracting sharply
during 2001-02, the economy grew by 32
percent in 2004.

The Dominican Republic’s economy experi-
enced a crisis in 2003 that was triggered by
problems in the banking sector, among other
things. The currency depreciated sharply from
20 to nearly 55 pesos to the dollar, and GDP
declined by 2 percent during 2003, while
inflation accelerated to 29 percent during
2004. Following the country’s 2003 Stand-By
Arrangement with the Fund, which went off
track because of poor policy implementation,
the Dominican Republic embarked in 2004
on a robust adjustment program supported by
a new Stand-By Arrangement approved in
January 2005. Part of the authorities’ strategy
for addressing macroeconomic imbalances
and resolving the country’s liquidity problem

involves a debt restructuring. Following a
period of discussions with creditors, an offer
launched in April 2005 to exchange external
bonds was well received, with almost 94 per-
cent participation. The country has indicated
that it will continue to service debt to nonpar-
ticipating creditors. It is also engaged in dis-
cussions to reschedule debts to external
commercial banks and suppliers. Paris Club
creditors provided relief during 2004 and
could provide additional relief in 2005.

Hurricane Ivan devastated Grenada in Sep-
tember 2004, causing destruction amounting
to over 200 percent of GDP. IMF emergency
financial assistance was provided in the wake
of the hurricane. Soon after the hurricane, the
authorities publicly announced that they
could no longer service their public debt,
which had reached almost 130 percent of
GDP Supported by donor-financed legal and
financial advisors, they are developing a debt-
restructuring strategy and maintaining a dia-
logue with both official and private creditors.
Fund staff are assisting the authorities in the
design of an economic adjustment program
aimed at restoring medium-term viability and
debt sustainability.

and April 2005. The share of issues with CACs in the total
value of the outstanding stock of sovereign bond issues from

emerging market countries grew from 39 percent at the
beginning of 2004 to 48 percent at the end of April 2005.

The IMF has taken an active role in promoting the inclusion
of CACs—which prevent small minorities of creditors from
blocking restructuring deals to which large majorities
agree—in international bond issues in all markets, through
increased dialogue with sovereign issuers (including during
Article IV discussions) and with private market partici-
pants. Partly as a result, the use of CACs has become the
market standard in international sovereign bonds issued
under New York law. In addition, the inclusion of CACs in
New York-law bonds has had no observable effect on pric-
ing: no premium seems to have been associated with it.
Sovereign issues containing CACs represented over 90 per-
cent of the total value of bonds issued between March 2004

*Progress Report to the International Monetary and Financial Committee
on Crisis Resolution,” September 28, 2004, www.imf.org/external/np/pdr/
cr/2004/eng/092804.htm, and “Progress Report to the International Mone-
tary and Financial Committee on Crisis Resolution,” April 12, 2005,
www.imf.org/external/np/pp/eng/2005/041205.htm.
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Principles for Stable Capital Flows and
Fair Debt Restructuring

In November 2004, the Institute for International Finance
(IIF) published draft Principles aimed at developing a
market-based, voluntary, and flexible framework that
would outline standards of behavior and responsibilities
for sovereign debtors and their private creditors.* The draft
Principles—whose origins can be traced to earlier proposals
for a Code of Conduct—are the result of extensive consul-
tations since early 2003 between several emerging market
countries and private groups, notably the ITF. The draft
Principles are based on four pillars: (1) transparency and
timely flow of information; (2) close debtor-creditor dia-
logue and cooperation to avoid restructuring; (3) good

“For the current version of the Principles, see www.iif.com/data/public/
Principles.pdf.



faith actions during debt restructuring; and (4) fair treat-
ment of all parties.

The draft Principles have received support from a number
of emerging market issuers and private creditor associa-
tions, although market views are varied. While supporting
the drafting of such Principles, the Fund has left their speci-
fication to sovereign debtors and their creditors, since the
effectiveness of voluntary rules hinges critically on their
acceptability to the affected parties.

While the draft Principles can be applied in a manner consis-
tent with the Fund’s lending into arrears (LIA) policy, in
practice, differences arise in a few areas. For example, the
draft Principles call for a resumption of partial debt service,
to the extent feasible, as a sign of good faith to facilitate a
restructuring. However, such payments are not a feature of
the Fund’s good faith criterion under the LIA policy. Despite
these differences, the draft Principles are, in most respects,
consistent with IMF policies. Looking ahead, while there is
uncertainty on how the process of further broadening the
consensus among issuers and the investor community would
evolve, efforts to integrate the draft Principles into policies
adopted by debtors and creditors would be welcome.

Evian approach

The Evian approach—a flexible approach adopted by the
Paris Club in October 2003, following the agreement
reached at the G-8 Summit of June 2003 in Evian, France,
for addressing debt sustainability concerns of non-HIPC
countries—continued to evolve in FY2005. Under the Evian
approach, Paris Club creditors agreed that they would par-
ticipate in a comprehensive debt treatment for non-HIPC
countries that have debt deemed to be unsustainable by the
Paris Club, that are committed to policies that will secure an
exit from the Paris Club in the framework of their Fund
arrangements, and that will seek comparable treatment
from their other external creditors, including the private
sector. The Paris Club decision on the appropriate extent of
debt relief to be provided will be informed by the Fund’s
debt sustainability analysis.

In April-July 2004, the Paris Club provided flow reschedul-
ings to the Dominican Republic, Gabon, and Georgia under
the Evian approach. In November 2004, Paris Club creditors
reached an agreement with Iraq on a comprehensive
restructuring of its public external debt. And, in March
2005, the Kyrgyz Republic received a comprehensive debt
treatment from the Paris Club.
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In another move, Paris Club creditors decided in January
2005 to offer a temporary deferral of debt payments to
countries affected by the December 2004 earthquake and
tsunami. Creditors emphasized that they expect the
resources freed by this deferral to benefit directly the popu-
lations affected by the tsunami. Given the exceptional cir-
cumstances, traditional Paris Club principles will not apply
to the deferral. More specifically, there is no requirement of
an accompanying Fund arrangement, nor is there any
expectation of comparable treatment from other creditors.

Looking forward

The IMF’s lending function continues to make an essential
contribution to the reestablishment of external viability
and economic stability and therefore to sustainable growth
in member countries. The institution’s traditional role of
providing financing to help smooth the adjustment of
temporary current account imbalances remains vital for
many countries, while for others the IMF’s main task is to
help prevent or mitigate capital account crises and conta-
gion. Strong ownership and institutional backing remain
key for the success of IMF-supported programs, while the
IMF, for its part, needs to be selective in supporting only
programs that put members firmly on the road to external
viability.

In their March 2005 discussion of the Fund’s medium-term
strategy, Directors looked forward to further reflection on
how the needs of members could be met through Fund
arrangements, and whether new instruments or revisions to
existing facilities were needed. Many felt that further
progress needed to be made toward reaching clearer under-
standings on the appropriate circumstances and scale of
IMF lending, and a number of Directors stressed the impor-
tance of specifying eventual exit strategies from IMF finan-
cial support. Directors also exchanged views on instruments
that could meet the needs of members who wished to signal
their adherence to sound policies or that could provide a
degree of insurance against potential crises. Regarding the
appropriate role of the IMF in helping to resolve financial
crises, there was recognition of the role of market-based
mechanisms as well as interest by a number of Directors in
a clearer and more consistent role for the IMF in sovereign
debt restructuring and assessment of the adequacy of the
instruments available for this purpose. In particular, some
Directors called for an early discussion of the Fund’s policy
on lending into arrears.
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he central goal of the IMF’s work with its low-

income member countries is to help them promote
macroeconomic stability and growth, and thereby achieve
deep and lasting poverty reduction. The Fund pursues
this goal in close collaboration with other development
partners—particularly the World Bank. In doing so, the
IMEF focuses on its core areas of responsibility and expertise,
namely, helping member countries achieve stable macro-
economic conditions by providing them with policy advice
supported by financial and technical assistance.

In 1999, the IMF and the World Bank launched the Poverty
Reduction Strategy Paper (PRSP) approach and the
enhanced Heavily Indebted Poor Countries (HIPC) Initia-
tive (the original HIPC Initiative was launched in 1996). In
the same year, the IMF established the Poverty Reduction
and Growth Facility (PRGF) to make poverty reduction and
growth more central to its lending operations in its poorest
member countries. These initiatives stress country owner-
ship of policy programs, including through the broad par-
ticipation of civil society. Subsequently, at the International
Conference on Financing for Development, held in Monter-
rey, Mexico, in 2002, the international community formally
adopted the declaration of intent known as the “Monterrey
Consensus.” The conference provided a forum at which
both industrial and developing countries could examine the
internationally agreed development goals, including halving
the number of people living in absolute poverty by 2015.
The Monterrey Consensus stipulated that, to achieve these
goals, low-income countries must implement sound poli-
cies, strengthen institutions, and improve governance, while
the international community must provide strong support,
in the form of greater trade opportunities and increased aid
flows, to those countries that carry out sound policies and
reforms.

During FY2005, the IMF continued to pursue a range of
initiatives to strengthen its ability to respond, within its
mandate, to the needs of low-income members, in collabo-
ration with other lenders and donors. Key initiatives
included the following:

m working to improve the design of programs supported by
the PRGF and the PRSP process;

m strengthening other instruments for supporting low-
income members, including the subsidization of Emer-

gency Assistance for Natural Disasters (see Chapter 5),
the Trade Integration Mechanism (see Chapter 3), and
the possibility of a new shocks window within the PRGF
Trust;

m increasing its efforts under the enhanced HIPC Initiative
to help low-income member countries achieve debt relief
and maintain debt sustainability; and

= mobilizing international support for low-income coun-
tries in 2005—a year that represents an important mile-
stone toward the Millennium Development Goals
(MDGs).

A priority for the Fund in the short term will be to define
more clearly its role in supporting low-income members by
unifying its work in program design, signaling, PRSP
involvement, and debt relief in a single framework. This
work will build on the Board’s reccommendations following
its August 2004 discussion of the IMF’s role in low-income
countries, which underscored that these countries must take
the lead in their own reform efforts and that the Fund
should focus on supporting the macroeconomic policy
reforms needed to boost growth and reduce poverty over
the medium term, through its policy advice and technical
and financial assistance.

Review of the Fund’s role and operations in
low-income countries

A committee of senior staff on low-income country work,
headed by First Deputy Managing Director Anne O.
Krueger, was formed in 2004. One of its first tasks was to
craft a succinct preliminary statement on the role of the
Fund in low-income member countries, drawing on previ-
ous Executive Board documents and a recent study by the
IMF’s Independent Evaluation Office (IEO) on PRSPs and
the PRGF (see Box 4.1). The paper was discussed, along
with a number of other issues, by the Executive Board in
August 2004.!

'For the summary of the Board’s discussion, see Public Information Notice

No. 04/110, at www.imf.org/external/np/sec/pn/2004/pn04110.htm; the
background paper can be found at www.imf.org/external/np/pdr/lic/2004/
eng/081304.htm.
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In their discussion, Directors welcomed the creation of
the committee and agreed that a statement stipulating a
framework for Fund engagement in low-income countries
would usefully clarify its objectives and responsibilities,

as well as guide the IMF’s work in these countries in line
with its mandate. At the same time, they recognized that the
paper was not comprehensive in its coverage of all Fund
policies in low-income countries and acknowledged that it
was a work in progress involving interrelated components
of Fund policies where discussions were still at a prelimi-
nary stage and consensus had yet to be reached. The pro-
posed framework would therefore need to be revisited
following separate discussions of these specific issues.

Most Directors agreed that it was the responsibility of
low-income countries to put in place the policies and

institutions needed for their development, while the
Fund’s support should focus on helping members establish
and maintain macroeconomic and financial stability to
foster durable growth and poverty reduction. They con-
curred that the Fund should continue to support the
efforts of its low-income member countries through
policy advice, capacity building, and financial assistance,
including debt relief. They also emphasized international
partnerships, which are essential if low-income countries
are to make significant progress toward achieving the
MDGs over the next decade. Directors underscored the
need for the Fund to cooperate closely with other multi-
lateral institutions, especially the World Bank, and
bilateral donors under the Monterrey Consensus, as well

as with low-income member countries through the Poverty
Reduction Strategy (PRS) process.
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In July 2004, the Fund’s Independent
Evaluation Office published a report! on the
role of the IMF in the Poverty Reduction
Strategy Paper (PRSP) process and on the
extent to which programs supported by the
Poverty Reduction and Growth Facility (PRGF)
were fulfilling the objectives of poverty reduc-
tion and economic growth. The IEO report
found that, while the PRS approach has
resulted in some important changes, its
implementation has fallen short of its poten-
tial. The report identified, in particular, a need
to shift incentives toward improving underly-
ing domestic policymaking processes and
institutions and away from the production of
documents.

In discussing the evaluation in July 2004,
Directors agreed that the PRS approach has
yielded benefits but that substantial scope
exists for better implementation. They
observed that the approach is perceived to
be externally driven; participation by con-
cerned domestic groups in the development
of the strategy has sometimes been narrow,
particularly in the formulation of the macro-
economic framework underlying the PRSP;

The IEQ’s Report on the Evaluation of Poverty

Reduction Strategy Papers and the Poverty
Reduction and Growth Facility is available at
www.imf.org/external/np/ieo/2004/prspprgf/
eng/index.htm.

and PRSPs have often lacked operationally
viable strategies. But they also cautioned
against drawing premature conclusions about
the ultimate success of the PRSP approach
based on only five years of experience.

For programs supported under the PRGF, the
IEO report found that such programs are
increasingly being aligned with country-owned
PRSPs, even though such alignment is still
somewhat limited. The design of these pro-
grams has improved in a number of ways. For
example, fiscal targets have become more
flexible to accommodate increased expendi-
tures on pro-poor programs, and there is no
evidence of an excessive disinflationary bias.
But major challenges remain. Directors noted,
in particular, the challenge of basing Fund-
supported programs on a full understanding
of micro-macro linkages—which the IEO
emphasized were crucial to understanding
sources of growth. Directors also considered
that more should be done to integrate the
results of poverty and social impact analysis
into program design.

The report had a number of constructive
recommendations, which will continue to
inform the Fund's efforts to strengthen the
PRS approach, clarify the Fund’s role in this
approach, and enhance the Fund’s advice
and assistance to low-income countries.
Individual recommendations include the
following:

m introducing greater flexibility in the imple-
mentation of the PRS approach;

m shifting the emphasis of the initiative
away from the production of documents
to the development of sound domestic
policy formulation and implementation
processes;

m clarifying the purpose of the Fund’s and
the World Bank's Joint Staff Assessment
of the PRSP and redefining the vehicle
accordingly;

m clarifying what the PRS approach implies
for the Fund’s own operations and
strengthening the implementation of the
agreed role;

m strengthening the prioritization and
accountability of what the Fund is sup-
posed to deliver within the broader part-
nership framework, building around the
priorities emerging from the PRS process,
and ensuring resources match commit-
ments; and

m encouraging a strengthening of the frame-
work for establishing the external resources
envelope as part of the PRS approach.

The Fund has responded to many of these
recommendations in its joint review with the
World Bank of the implementation of the
PRS approach and in its work program for
2004-05.



Strengthening instruments for
supporting low-income countries

PRSPs: progress in
implementation

Poverty Reduction Strategy Papers
present low-income countries’
macroeconomic, structural, and
social policies and programs over a
two- to five-year horizon that are
aimed at promoting broad-based
growth and reducing poverty. PRSPs
form the crucial link between
national public actions, donor sup-
port, and development outcomes.
The Monterrey Consensus under-
lined the importance of national
ownership of poverty reduction
strategies in progress toward the
Millennium Development Goals.
PRSPs provide the basis for Fund
concessional lending and for debt
relief under the enhanced HIPC Ini-
tiative. They are also being used to
help countries develop their statisti-
cal systems, which are critical to pol-
icy development and monitoring
(Box 4.2).

The core principles underlying the
PRS approach are that poverty

The availability of high-quality, timely statis-
tics is an important prerequisite for policy
development and monitoring. PRGF-eligible
and other low-income countries, in particular,
face special challenges in compiling such
statistics. Data inadequacies and limited
data dissemination also hamper stake-
holders from participating fully in policy
development. The Fund’s General Data Dis-
semination System (GDDS) (see Chapter 2)
provides a framework for developing national
statistical systems that comprises economic
and sociodemographic data, including indi-
cators of progress toward the Millennium
Development Goals (MDGs). The GDDS fos-
ters sound statistical methods, professional
data compilation, and effective data dissemi-
nation practices.

Including statistical development programs in
Poverty Reduction Strategy Papers (PRSPs)
makes it possible for countries to address
their statistical needs more comprehensively.
The PRSP process and the GDDS are based
on similar premises—country ownership, a
medium-term strategy, and an emphasis on
monitoring and evaluation. Building the
capacity to produce good statistics often
requires wide-ranging legal and institutional
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reform, development of data compilation
practices based on international norms, and
dissemination in accordance with best prac-
tices to support transparency. The GDDS pro-
vides a systematic approach for addressing
these issues and facilitates coordination
among statistics-producing agencies, interac-
tions between data producers and data
users, and collaboration with and among
potential donors.

Under the PRSP process, development of the
statistical system should be addressed in the
context of governance issues, together with
the overall evaluation and monitoring of PRS
implementation. The PRSP for Sierra Leone,
for example, includes an “Empowerment with
Statistics” section under “Good Governance,
Peace, and Security”—the first of the four pil-
lars of the country’s poverty reduction strat-
egy. The improvement in Sierra Leone’s
statistics using the GDDS complements the
country’s overall poverty reduction strategy,
including pursuit of the MDGs. Such an
approach is all the more important given that
Sierra Leone’s capacity for production, man-
agement, and analysis of statistics has suf-
fered gravely during the past decade of
economic deterioration and civil war.

reduction strategies be (1) country-driven, with broad-
based participation by civil society in the adoption and
monitoring of the poverty reduction strategy; (2) results-
oriented and focused on outcomes that benefit the poor;
(3) comprehensive in recognizing the multidimensional
nature of poverty; (4) partnership-oriented, aimed at
improved coordination among all development partners;
and (5) based on a long-term perspective of the challenges
of, and need for, commitments to reduce poverty.

The Executive Boards of the IMF and the World Bank have
asked the staff of the two institutions to prepare annual
reports on progress in implementing the PRS approach.
The 2004 report considered by the Boards in September
2004 was the latest in this series.?

*The IMF Board discussion is summarized in Public Information Notice
No. 04/113, www.imf.org/external/np/sec/pn/2004/pn04113.htm; “Poverty
Reduction Strategy Papers—Progress in Implementation” is available at
www.imf.org/external/np/prspgen/2004/092004.htm.

Fund Directors underscored the importance of the country-
driven nature of the PRSP approach and of country owner-
ship as the key to its success. While several countries had
made considerable progress in customizing the MDGs to
country-specific goals, there was still a need for closer link-
ages between the PRS process and its integration with
country-specific decision-making processes and institu-
tions, particularly the medium-term expenditure frame-
work and the annual budget. Directors emphasized the need
for countries to set priorities among the many objectives
and goals of their poverty reduction strategies. This would
be critical to fully integrating the programs and policies of
the PRSP into annual budgets, thus raising the likelihood of
their implementation.

On the operational level, Directors broadly supported the
staffs’ suggested redefinition of the objectives and audience
of the joint staff assessment (JSA) and agreed that its pri-
mary objective should be to provide detailed feedback to
the country authorities on the strengths and weaknesses of
their Poverty Reduction Strategies, including those aspects



During 1996-2004, Armenia completed two IMF-supported programs. These
programs supported the authorities’ efforts to establish and maintain macro-
economic and financial stability, sustain economic growth, reduce poverty,
promote structural reforms, and tackle a banking crisis that forced the
closure of one-third of the banking system.

During 2001-04, under Armenia’s most recent program supported by the
IMF’s Poverty Reduction and Growth Facility, real economic growth averaged
12 percent a year, while annual inflation averaged 4 percent. Poverty and
inequality indicators have fallen rapidly. The authorities improved fiscal
management by clearing all external and domestic expenditure arrears.
Moreover, Armenia significantly reduced its debt burden, while building up
its foreign exchange reserves. The authorities also introduced major struc-
tural reforms that transformed the energy sector and significantly reduced
quasi-fiscal deficits. Toward the end of the program, the financial sector
began to recover.

that require further work. Eliminating the requirement of a
standard statement in the JSA that the PRSP is a suitable
basis for concessional assistance could contribute to reduc-
ing the perception of a Washington “sign-off.” Directors
therefore supported the staffs’ proposal to lift the require-
ment of an explicit endorsement of the PRSP by the Execu-
tive Boards in connection with approvals of new PRGF
arrangements, reviews of decisions under existing arrange-
ments, and determinations concerning the decision and
completion points and interim assistance under the HIPC
Initiative. The Board amended the PRGF Trust and PRGF-
HIPC Trust Instruments accordingly.?

Going forward, 2005 will mark the fifth anniversary of the
PRS approach. In this context, a more comprehensive
review of progress, challenges, and good practice related
to key issues identified by stakeholders, past staff reviews,

3The proposed decisions were adopted on November 9, 2004, as Decision
No. 13373-(04/105) PRGF and No. 13374-(04/105) PRGE. See “Poverty
Reduction Strategy Papers—Proposed Amendments to the Poverty
Reduction and Growth Facility (PRGF) Trust and the PRGF-HIPC Trust
Instruments,” November 4, 2004, www.imf.org/external/np/prsp/2004/
110404.htm.
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In May 2005, the IMF approved the authorities’ new three-year
program supported under the PRGF. The new program, which aims to
build on the achievements of the previous programs, focuses on
reforming tax and customs administration as well as on improving the
financial sector. Both of these are key to macroeconomic and financial
stability.

The IMF has also provided significant technical assistance to Armenia in
the financial and fiscal sectors, enabling it to make great strides in
strengthening public sector management and to identify important
reform objectives for the new program.

Armenia-IMF activities in FY2005

May 2004 Completion of the fifth review of Armenia’s
performance under the country’s PRGF-supported

program

Completion of Article IV consultation and ex post
assessment of Armenia’s performance under
Fund-supported programs. Completion of the sixth
review of Armenia’s performance under the PRGF-
supported program

December 2004

April 2005 IMF and World Bank staff prepare a joint advisory
note on the authorities’ Progress Report on the

country’s Poverty Reduction Strategy Paper

May 2005 IMF Executive Board approves a new three-year

PRGF arrangement for Armenia

and the IEO evaluation will be undertaken in advance of
the 2005 Annual Meetings. This review will draw lessons
from the experience of countries in preparing and imple-
menting poverty reduction strategies and of donors in
supporting these efforts. It will focus on five themes:

(1) strengthening the medium-term orientation of the
PRS; (2) using the PRS as a mutual accountability frame-
work between recipient countries and donors; (3) broaden-
ing and deepening meaningful participation; (4) enhancing
linkages among the PRS, planning documents, medium-
term expenditure frameworks and budgets; and (5) tailor-
ing the approach to conflict-affected and fragile states.
Other work under way includes a review of the Fund’s role
in the PRS process.

Access to financial support

As part of the implementation of the Board’s decision

to adopt norms for tapered access to PRGF resources
under successive arrangements, operational guidance

to staff has been finalized. This guidance clarifies also

the policy on blended use of PRGF resources and
resources from the General Resources Account, and on
the augmentation of PRGF arrangements in response to a



shock.* More specifically, a shocks window within the
PRGF Trust for countries hit by a shock (whether these
countries are already using PRGF resources or not) is being
considered.

Emergency assistance for natural disasters

The Executive Board agreed in January 2005 to subsidize
emergency assistance for natural disasters to PRGF-eligible
members, subject to the availability of subsidy resources.”
Members that have previously received emergency assis-
tance for natural disasters but have not yet fully repaid
such assistance (for example, Grenada and Malawi) will

be able to benefit from this initiative, as well as members
affected by the December 2004 tsunami—notably,
Maldives and Sri Lanka, whose requests for emergency
assistance were approved in March 2005. To help the latter
two members and others affected by the tsunami, the Fund
moved quickly to provide an assessment of the macro-
economic impact of the natural disaster (see Chapter 1).
These efforts also facilitated the Paris Club creditors’
recent decision to provide a one-year moratorium on

debt service (see Chapter 3). It is estimated that subsidy
needs for natural disaster assistance could amount to about
$68 million—$98 million over the next five years, which
would need to be met through new contributions from
other IMF members.

Post-program monitoring

The IMF continues to monitor closely the circumstances
and policies of members that have substantial Fund credit
outstanding following the expiration of their arrangements.
In March 2005, the Board adopted a decision extending
post-program monitoring (PPM) to PRGF resources. Most
Directors felt that the extension of PPM would enhance the
comparability of treatment across members and help safe-
guard scarce PRGF resources. Specifically, when a member
has outstanding PRGF loans or PRGF loans combined with
GRA credit in excess of 100 percent of its quota, there
would be a presumption that the member would be subject
to PPM. The proposed decision provides a consolidated
framework for PPM, expanding the presumption of PPM to
cover any case in which outstanding credit arising from the
combined (or separate uses) of GRA and PRGF resources
exceeds 100 percent of quota and the member does not

*The “Operational Guidance Note on Access under the Poverty Reduction
and Growth Facility” can be found at www.imf.org/external/np/prgf/2004/
110904.htm.

>The Board discussion is summarized in Public Information Notice
No. 05/8, www.imf.org/external/np/sec/pn/2005/pn0508.htm.
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have a program supported by a Fund arrangement or is not
implementing a staff-monitored program with reports
issued to the Board.

Policy support and signaling

The Board will take up in FY2006 the issue of whether and
how the IMF’s instruments might be adapted to support
sound policies in low-income countries, particularly when
these do not have a need for, or want to use, Fund resources.
The work under way in FY2005 to lay the basis for this dis-
cussion drew on extensive consultations with donors and
low-income members on their needs for signals and consid-
ered whether there is a need to fill information gaps and
how this might be done, either within or outside the context
of a Fund arrangement (see Chapter 2).

Debt relief and sustainability

The IMF continues to work with other official creditors to
support low-income countries’ efforts to achieve and main-
tain robust debt sustainability. Through debt relief under
the enhanced Heavily Indebted Poor Countries (HIPC)
Initiative (Box 4.3) and improved tools for analyzing and
managing debt, the Fund is playing an important role in
supporting low-income member countries’ efforts to
achieve and monitor debt sustainability even as financing is
needed to achieve the MDGs.°

During FY2005 five additional members—Ghana, Hon-
duras, Madagascar, Rwanda, and Zambia—reached their
completion points under the enhanced HIPC Initiative. A
total of 18 members reached this stage by end-April 2005—
two-thirds of the 27 countries that have reached their deci-
sion points.

The Fund’s disbursement of debt relief at the completion
point, together with already disbursed interim relief,
accounted for just over 70 percent of the total amount the
IMF has committed to the enhanced HIPC Initiative. As of
end-April 2005, total disbursements of HIPC Initiative
assistance by the Fund amounted to SDR 1.5 billion (see
Chapter 5).

Maintaining macroeconomic stability has proved a chal-
lenge for many of the nine member countries that are in
the interim period between their decision and completion
points. The Fund is providing interim relief to three mem-

*“Enhanced HIPC Initiative—Status of Implementation,” www.imf.org/
external/NP/hipc/2004/082004.htm, and Public Information Notice
No. 04/111, www.imf.org/external/np/sec/pn/2004/pn04111.htm.
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To qualify for HIPC assistance, a country must pursue strong eco-
nomic policies supported by the IMF and the World Bank. There are
three phases. In the first phase, leading up to the decision point,
the country needs to establish a track record of good performance
(normally, over a three-year period) and develop a Poverty Reduc-
tion Strategy Paper (PRSP) or an interim PRSP, Its efforts are com-
plemented by concessional aid from all relevant donors and
institutions and traditional debt relief from bilateral creditors,
including the Paris Club.

In this phase, the country’s external debt situation is analyzed in
detail. If its external debt in net present value (NPV) terms, after the
full use of traditional debt relief, is above 150 percent of exports (or,
for small open economies, above 250 percent of government rev-
enue), the country qualifies for HIPC relief. At the decision point—the
second phase—the IMF and the World Bank formally decide on the
country’s eligibility, and the international community commits itself
to reducing the country’s debt to a sustainable level.

Once it reaches the decision point, the country must continue its
good track record with the support of the international community,
satisfactorily implementing key structural policy reforms, maintaining
macroeconomic stability, and adopting and implementing a poverty
reduction strategy. Paris Club bilateral creditors reschedule obliga-
tions coming due, with a 90 percent reduction in NPV terms, and
other bilateral and commercial creditors are expected to do the
same. The IMF and the World Bank and some other multilateral cred-
itors may provide interim debt relief between the decision and com-
pletion points.

A country reaches its completion point—the third phase—once it has
met the objectives set at the decision point. It then receives the bal-
ance of the debt relief committed. This means that all creditors are
expected to reduce their claims on the country, measured in NPV
terms, to the agreed sustainable level.

ber countries (Chad, the Democratic Republic of the
Congo, and Sierra Leone) whose macroeconomic programs
are supported by a PRGF arrangement. In another two
countries (Malawi and Sao Tomé and Principe), work is
under way to put in place macroeconomic adjustments and
reform programs that could be supported under the PRGE.
Restoring macroeconomic stability in the remaining four
members during the interim period (Cameroon, The Gam-
bia, Guinea, and Guinea-Bissau) will require strong efforts
to address obstacles in public resource management and
structural reforms.

Of the remaining countries that have yet to reach their
decision point, two (Burundi and the Republic of Congo)
are making considerable progress on that route, while oth-
ers still face significant challenges. Many of these have been
affected by conflict, and several have large arrears to vari-
ous creditors. Directors urged the staff to continue to work

50

with the authorities in these countries, where possible, to
overcome these obstacles. In this context, Directors under-
scored the urgent need to mobilize financial resources to
enable the Fund to provide assistance under the HIPC Ini-
tiative to Liberia, Somalia, and Sudan once they become
eligible.

In September 2004 the Boards of the Fund and the World
Bank extended the HIPC sunset clause by another two
years, to end-2006, to provide the opportunity for the
remaining eligible countries to establish a track record that
would allow their consideration for HIPC relief. This
extension will apply only to members eligible for support
from the World Bank’s International Development Associa-
tion and the Fund’s PRGF that have not yet benefited from
HIPC debt relief and that are deemed to have public debt
in excess of the enhanced HIPC Initiative thresholds after
full application of traditional debt relief mechanisms
based on end-2004 debt data. Many of the countries that
could benefit from the extension of the sunset clause are
affected by conflict, and several, in particular Liberia,
Somalia, and Sudan, have large and protracted arrears to
various creditors.

Further debt relief

In response to the International Monetary and Financial
Committee’s call at the 2004 Annual Meetings for the inter-
national community to provide assistance, including “fur-
ther debt relief,” to enable low-income countries to achieve
the Millennium Development Goals (MDGs), the Board
discussed issues related to possible further debt relief for
low-income countries and possible means of financing such
relief at two seminars in March 2005. The Board will also
look into the G-8 Finance Ministers’ proposal of June 11,
2005, for additional debt relief to low-income countries,
which is to be put to the September 2005 Annual Meetings
of the Fund and the Bank (see Box 5.5).

Debt sustainability framework

To preserve the potential benefits of debt relief, it will be
critical to help countries avoid excessive borrowing in the
future. This is the purpose of the new debt sustainability
framework for low-income countries. The Executive
Boards of the Fund and the World Bank discussed the
framework in February and September 20047 and endorsed

7“Debt Sustainability in Low-Income Countries—Proposal for an
Operational Framework and Policy Implications,” www.imf.org/external/
np/pdr/sustain/2004/020304.pdf; Public Information Notice No. 04/34,
“IMF Discusses Operational Framework for Debt Sustainability in Low-

Income Countries,” www.imf.org/external/np/sec/pn/2004/pn0434.htm;



its key elements, including a standardized forward-looking
analysis of debt and debt-service indicators, an assessment
of sustainability informed by indicative policy-dependent
debt-burden thresholds, and a consistent financing strat-
egy. The framework has implications for PRGF program
design, since it suggests a more systematic use of indicative
targets on the net present value (NPV) of external debt,
increased flexibility in the application of limits on non-
concessional debt, and more systematic use of overall
fiscal deficit limits. (Examples include the PRGF arrange-
ments for Guyana and the Kyrgyz Republic. Guyana
employs overall fiscal deficit limits and indicative targets
on the net present value of external debt, while the Kyrgyz
Republic’s program includes a ceiling on concessional
borrowing.)

The Board had a further discussion of the debt sustain-
ability framework for low-income countries in April 2005.%
Directors endorsed indicative thresholds for the ratio of net
present value of debt to exports of 100, 150, and 200 per-
cent, depending on the quality of a country’s policies and
institutions as assessed by the World Bank’s CPIA (a formal
Country Policy and Institutional Assessment), and corre-
sponding thresholds for the other four debt and debt-
service indicators. The thresholds are centered on the
operational thresholds of the HIPC Initiative. The new
framework will be applied as soon as possible to all low-
income member countries, including HIPCs. Specific
modalities for collaboration between Fund and World Bank
staffs in preparing joint debt sustainability assessments for
individual countries have been formulated, taking into
account each institution’s responsibilities in line with its
mandate. Directors asked the staff to report to them on
experience with the implementation of the framework after
six to twelve months.

Mobilizing international support

The international community recognized in the 2002
Monterrey Consensus that decisive progress toward the

“Operational Framework for Debt Sustainability in Low-Income
Countries—Implications for Fund Program Design,” www.imf.org/
external/np/pdr/sustain/2004/091304.htm; “Debt Sustainability in Low-
Income Countries—Further Considerations on an Operational Frame-
work and Policy Implications,” www.imf.org/external/np/pdr/sustain/2004/
091004.htm; and Public Information Notice No. 04/119, “IMF Discusses
Operational Debt Sustainability Framework for Low-Income Countries,”
www.imf.org/external/np/sec/pn/2004/pn04119.htm.
8“Operational Framework for Debt Sustainability Assessments in Low-
Income Countries—Further Considerations,” www.imf.org/external/np/pp/
eng/2005/032805.pdf, and Public Information Notice No. 05/59,
www.imf.org/external/np/sec/pn/2005/pn0559.htm.

In April 2003, the IMF’s Executive Board approved a three-year Poverty
Reduction and Growth Facility (PRGF) arrangement for Senegal covering
2003-05 to support implementation of the government’s Poverty
Reduction Strategy Paper (PRSP). The PRGF-supported program empha-
sizes improving revenue collection, increasing capital and pro-poor
spending, strengthening the efficiency and transparency of public
expenditure management, and removing impediments to private sector
development. Senegal also requested an updated assessment, under
the joint IMF-World Bank Financial Sector Assessment Program (FSAP),
of the stability and development potential of its financial sector.

In 2003-04, Senegal's economic growth was robust, inflation was low,
and the fiscal and external deficits and government indebtedness were
maintained at sustainable levels. Structural reforms were implemented,
albeit with some delay, and the authorities took steps to correct fiscal
slippages. Senegal reached the completion point under the enhanced
Heavily Indebted Poor Countries (HIPC) Initiative in April 2004, paving
the way for debt relief of $0.5 billion, in net present value terms, and a
reduction in debt service of about 2 percent of GDP annually during the
next 10 years.

Senegal-IMF activities in FY2005

May 2004 Submission of Senegal’s Annual PRSP Progress Report

March 2005 Completion of Senegal’s 2004 Article IV consultation
and of the second review of Senegal’s PRGF-supported
program

Publication of joint IMF-World Bank advisory note on
Senegal’s PRSP Progress Report

April 2005 Publication of report on Financial System Stability

Assessment update
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Millennium Development Goals (MDGs) would require
ambitious country-led reform efforts supported by
increased aid and its more effective delivery. The Fund
offers low-income countries advice on how to manage aid
inflows, which is crucial given the international effort to
mobilize more aid for the MDGs. Mobilization and coordi-
nation of financing for the MDGs has figured prominently
on the international agenda.

The year 2005 represents an important milestone on the
way to the Millennium Development Goals for 2015. The
United Nations Millennium Project report, published in
January 2005, marked the opening of a period of stock-
taking on the progress made toward the MDGs and how to
accelerate it—discussions that will culminate at the UN
Summit Conference on Implementing the Millennium
Declaration in September 2005. An important step in this
process was the Second High-Level Forum on Aid Effective-
ness held in Paris in March 2005. This Forum focused on
ways to achieve greater aid effectiveness and better develop-
ment results in support of efforts to reach the MDGs by
harmonizing donor aid delivery procedures and reporting
requirements and by aligning donor support programs with
recipient countries’ priorities. The Fund, although not a
donor, supports the principles and commitments in the
Paris Declaration on enhancing aid effectiveness and will
promote its implementation. In particular, the Fund will
work within its mandate with multilateral development
partners toward enhancing the predictability of aid flows
and achieving greater policy coherence on the part of devel-
opment partners.

Board review of aid effectiveness

In September 2004, Directors discussed the issue of aid
effectiveness and the merits of various options for mobiliz-
ing more resources in support of the MDGs, on the basis of
a paper prepared jointly by Fund and World Bank staft.?
Directors emphasized that increased aid is not a panacea
and that action is also required in other areas—further
improvements in recipient countries’ policy environments,
better market access for developing countries’ exports, bet-
ter aid management and implementation, and a relaxation
of absorptive capacity constraints. Directors generally con-
sidered that an increase in official development assistance
was the best way to mobilize additional resources in pursuit
of the MDGs, and most stressed that donor countries
needed to move more forcefully toward meeting the UN
target of 0.7 percent of gross national income devoted to

9“Aid Effectiveness and Financing Modalities” is available at
www.worldbank.org.
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aid. Directors’ views varied widely, however, on alternative
financing mechanisms to complement official development
assistance, with most Directors calling for further work by
the Fund on these issues.

Subsequently, in response to requests by the IMFC and the
Development Committee to continue work on innovative
sources of development financing, such as the International
Finance Facility (IFF) and global taxes, Fund and World
Bank staffs produced a joint note outlining progress that
has been made in advancing the analysis of these issues.
This includes continuing assessment by the Fund of pro-
posed global tax instruments, such as aviation taxes, and a
World Bank analysis of progress in putting in place the IFF
for Immunization (IFFIm), a fund to support an enhanced
vaccination program.

Global Monitoring Report

The second Global Monitoring Report was published in
April 2005. The annual reports, prepared jointly by the
IMF and the World Bank, track the progress made toward
the achievement of the MDGs and the obstacles remaining,.
While the first report, published in June 2004, provided a
comprehensive assessment of the policy agenda for achiev-
ing the MDGs and related development outcomes, the 2005
report had a more selective focus on key areas of the policy
agenda but provided a more in-depth assessment in those
areas.!? It paid special attention to Africa, the region most at
risk of failing to achieve the MDGs.

The Fund staff’s primary contribution to the 2005 report
was on the agenda for growth, which is central to reducing
poverty and meeting the MDGs. The broad priorities
emphasized are macroeconomic stability and institutions
and policies that promote private sector growth. Better
expenditure management and policies are critical to
improving the expenditure composition and sustaining
macroeconomic stability. To invigorate the private sector,
countries must remove excessive regulatory and institu-
tional constraints. To underpin these efforts, recent
progress on political governance must lead to improve-
ments in economic governance. Transparency is a theme of
many of the key interventions discussed in the report. Trade
liberalization is also a critical domestic policy priority in
many cases.

10"New IMF-World Bank Report Calls for Urgent Action to Cut Global
Poverty and Win Better Development Results for Poor Countries,” Press
Release No. 05/83, April 12, 2005, www.imf.org/external/np/sec/pr/2005/
pr0583.htm. The Global Monitoring Report is available at www.imf.org/
external/pubs/ft/gmr/2005/eng/pdf/gmr.pdf.



Meeting the MDGs, the report said, would require substan-
tial increases in the amount of official development assis-
tance reaching the poorest countries. While aid volumes
had risen since the UN Financing for Development
Conference in Monterrey in 2002, when donors pledged to
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increase assistance to the poorest countries significantly,
debt relief and technical cooperation had accounted for a
full two-thirds of the increase. Given reforms under way,

many countries could effectively use a doubling of aid over
the next five years.
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he IMF is a cooperative financial institution that

lends to member countries experiencing balance of
payments problems. The IMF extends financing to mem-
bers through three channels:

Regular financing activities. The IMF provides loans to
countries from a revolving pool of funds consisting of
members’ capital subscriptions (quotas) on the condition
that the borrower undertake economic adjustment and
reform policies to address its external financing difficulties.
These loans are extended under a variety of policies and
facilities designed to address specific balance of payments
problems (Table 3.1). Interest is charged on the loans at
market-related rates, and repayment periods vary depend-
ing on the lending facility.

Concessional financing activities. The IMF provides loans to
low-income member countries at very low interest rates and
with longer maturities than apply to regular Fund credit.
The interest rate charged on loans extended under the
Poverty Reduction and Growth Facility (PRGF) is 0.5 per-
cent, and the repayment period for such loans is 52-10
years. These loans support programs to strengthen balance
of payments positions and foster durable growth, higher liv-
ing standards, and a reduction in poverty. The IMF also
makes grants available to eligible heavily indebted poor
countries (HIPCs) to help them achieve sustainable external
debt positions. The principal of concessional loans is
funded by bilateral lenders that make resources available to
the IMF at market-based rates, with the IMF acting as a
trustee. Resources to subsidize the rate charged to borrow-
ers and grants for HIPC debt relief are financed through
separate contributions by some member countries and the
IMF’s own resources.

Special drawing rights. The IMF can also create international
reserve assets by allocating special drawing rights (SDRs) to
members. These SDRs can be used to obtain foreign exchange
from other members and to make payments to the IME

Among the key financial developments in FY2005 were the
following:

w The IMF initiated a review of its finances and financial
structure. This ongoing review is focusing on ways in
which the existing financial structure can be strength-
ened. In particular, the review is considering measures to
enhance, simplify, and increase the transparency of the

IMF’s income mechanism and addressing ways to
strengthen the IMF’s financial position through the diver-
sification of income sources. Measures to modernize the
IMF’s internal budgetary procedures are also ongoing
(see Chapter 7).

= Outstanding IMF credit declined from last year’s all-time
high, as a favorable external financing environment for
emerging market countries contributed to a sharp reduc-
tion in the demand for IMF credit.

s The IMF continued its efforts to help its poorest members
achieve a higher pace of sustainable economic growth,
reduce poverty, and reduce their debt burdens to sustain-
able levels. In this context, the IMF considered ways to
strengthen its ability to provide financial resources to low-
income countries over the medium term.

Regular financing activities

The IMF’s regular lending activity is conducted through the
General Resources Account (GRA), in which the members’
quota subscriptions are held (Box 5.1). The bulk of IMF
financing is provided under Stand-By Arrangements, which
address members’ short-term balance of payments difficul-
ties, and under the Extended Fund Facility (EFF), which
focuses on external payments difficulties arising from longer-
term structural problems. Loans under Stand-By and
Extended Arrangements can be supplemented with short-
term resources from the Supplemental Reserve Facility (SRF)
to assist members experiencing sudden and disruptive losses
of capital market access. All loans incur interest charges and
can be subject to surcharges, depending on the type and
duration of the loan and the amount of IMF credit outstand-
ing. Repayment periods also vary by type of loan (Table 3.1).

Lending

During FY2005, IMF credit outstanding declined from its
all-time high reached in FY2004. At the end of FY2005,
credit outstanding stood at SDR 49.9 billion, down from
SDR 62.2 billion in April 2004.! Disbursements during the

'As of April 30,2005, SDR 1 = US$1.51678.
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The IMF’s regular lending is financed from the
capital (quotas) subscribed by member coun-
tries. Each country is assigned a quota—
taking into account the country’s economic
size and external trade—which determines its
maximum financial commitment to the IMF.

A portion of the quota is provided in the form
of reserve assets (foreign currencies accept-
able to the IMF or SDRs) and the remainder
in the country’s own currency. The IMF
extends financing by providing reserve assets
to borrowers from the reserve asset subscrip-
tions of members or by calling on countries
that are considered financially strong to
exchange their own currency subscriptions for
reserve assets (Box 5.3).

A loan is disbursed by the IMF when a bor-
rower “purchases” the reserve assets from the
IMF with its own currency. The loan is consid-
ered repaid when the borrower “repurchases”
its currency from the IMF in exchange for
reserve assets. The IMF levies a basic rate of
interest (charge) on loans based on the SDR
interest rate (Box 5.7) and imposes sur-
charges depending on the amount and matu-
rity of the loan and the level of credit
outstanding.

A country that provides reserve assets to the
IMF as part of its quota subscription or

through the use of its currency receives a
liquid claim on the IMF (reserve position) that
can be encashed on demand to obtain
reserve assets to meet a balance of pay-
ments financing need. These claims earn
interest (remuneration) based on the

SDR interest rate and are considered by
members as part of their international reserve
assets. As IMF loans are repaid (repurchased)
by borrowers with reserve assets, these funds
are transferred to the creditor countries

in exchange for their currencies, and the cred-
itors’ claims on the IMF are extinguished.

The “purchase/repurchase” approach to IMF
lending affects the composition of the IMF's
resources but not their overall size. An
increase in loans outstanding will reduce the
IMF’s holdings of reserve assets and the cur-
rencies of members that are financially strong
and increase its holdings of the currencies of
countries that are borrowing from the IMF. The
amounts of the IMF’s holdings of reserve
assets and the currencies of financially strong
countries determine the IMF’s lending capac-
ity (liquidity) (Box 5.4).

Detailed information on various aspects of the
IMF’s financial structure and regular updates of
its financial activities are available on the IMF's
website at www.imf.org/external/fin.htm.

reached SDR 13.9 billion—reflecting
large repayments by Argentina,
Brazil, Russia, and Turkey. Both Rus-
sia and Lithuania repaid all GRA
principal obligations to the Fund;
their advance repayments amounted
to SDR 2.2 billion in January 2005
and SDR 16 million in February
2005, respectively. Uruguay also
made several advance repayments
totaling SDR 438.5 million. As a
result, IMF credit outstanding at the
end of FY2005 was SDR 12.3 billion
lower than a year earlier.

During the year, 13 members—
Argentina, Bosnia and Herzegovina,
Brazil, Bulgaria, Ecuador, Jordan,
Pakistan, Papua New Guinea, Roma-
nia, Serbia and Montenegro, Sri
Lanka, Turkey, and Uruguay—made
repayments on the expectation
schedule in the amount of SDR 6.1
billion, of which SDR 1.3 billion con-
stituted SRF repayments by Brazil.
Six members requested and were
granted extensions of repurchase
expectations.? As of April 30, 2005,
IMF outstanding credit amounting
to SDR 24.8 billion was subject to
time-based repurchase expectations
under the policies adopted in
November 2000 (Box 5.2).

Table 5.1 i

New IMF commitments declined

Amount approved!

sharply from SDR 14.5 billion in

Member Type of arrangement Date of approval (In millions of SDRs) FY2004 to SDR 1.3 billion in FY2005,
Bolivia Augmentation of Stand-By June 10, 2004 429 n part reﬂecting favorable ﬁnancing

Augmentation of Stand-By April 8, 2005 429 e . X
Bulgaria 25-month Stand-By August 6, 2004 100.0 conditions for emerging market sov-
Croatia 20-month Stand-By August 4, 2004 97.0 ereign borrowers.
Dominican Republic 28-month Stand-By January 31,2005 437.8 .
Gabon 13-month Stand-By May 28, 2004 69.4 The IMF approved six new Stand-By
Peru 26-month Stand-By June 9, 2004 287.3 Arrangements and two augmenta-
Romania 2-year Stand-By July 7,2004 250.0 . .

397 tions of an existing Stand-By

!For augmentations, only the amount of the increase is shown.

financial year totaled SDR 1.6 billion; the largest disburse-
ments were made to Turkey and Uruguay under their
Stand-By Arrangements. Disbursements totaling SDR 312.9

million were made under Emergency Post-Conflict Assis-
tance to the Central African Republic, Haiti, and Iraq. Dis-

bursements totaling SDR 110.4 million were made under
Emergency Natural Disaster Assistance to Grenada, Mal-
dives, and Sri Lanka. During FY2005, total repayments

56

Uruguay.

Arrangement involving commit-
ments totaling SDR 1.3 billion
(Table 5.1). In addition, as detailed
above, the Central African Republic,

Haiti, and Iraq made purchases under the policy on Emer-
gency Post-Conflict Assistance (EPCA), and Grenada, Mal-
dives, and Sri Lanka under the policy on Emergency

2Extensions of repurchase expectations were approved in FY2005 for
Argentina, Dominica, the Dominican Republic, Ecuador, Sri Lanka, and
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The IMF's Articles of Agreement (Article V, Section 7(b)) specify that
members are expected to make “repurchases” (repayments of loans)
as their balance of payments and reserve positions improve. To
encourage early repayment, the review of Fund facilities carried out in
FY2001 introduced time-based repurchase expectations on “pur-
chases” (loan disbursements) made after November 28, 2000, in the
credit tranches, under the Extended Fund Facility, and under the
Compensatory Financing Facility. Purchases under the Supplemental
Reserve Facility have been subject to repurchase expectations since
that facility’s inception; in March 2003, the maturities of SRF expec-
tations and obligations were extended by one year and by six
months, respectively. The expectations schedule entails earlier repay-
ments than the original obligations schedule, as shown in the table.!

The time-based repurchase expectations can be extended upon
request by members.

Obligations Expectations
schedule schedule
Credit facility (Years) (Years)
Stand-By Arrangements 345 2Va-4
Compensatory Financing Facility (CFF) 3145 2Va-4
Extended Fund Facility (EFF) 4%-10 4Y5-7
Supplemental Reserve Facility (SRF) 212-3 2-2Y%

1A review of the policy on time-based repurchase expectations is being under-
taken in the context of a broader review of the charges and maturities of IMF
facilities.

Natural Disaster Assistance (ENDA). No Extended
Arrangements were approved and no commitments were
made under the IMF’s Compensatory Financing Facility
(CFF) during the year.

New IMF commitments made during FY2005 were small
relative to large IMF commitments made during FY2004.
The largest commitment made during FY2005, for the
Dominican Republic (SDR 437.8 million), was far less than
the large commitments made during FY2004 for the Stand-
By Arrangement with Argentina (SDR 9.0 billion) and for
the augmentation of Brazil’s Stand-By Arrangement

(SDR 4.6 billion).

Twelve Stand-By and Extended Arrangements were in effect
as of the end of FY2005, of which seven are being treated as

precautionary, with borrowers having indicated that they do

not intend to draw on the funds committed to them by the
IMF. Argentina has not drawn under its Stand-By Arrange-
ment since March 2004. At the end of April 2005, undrawn

balances under all arrangements still in effect amounted to
SDR 7.9 billion.

Resources and liquidity

The IMF’s lending is financed primarily from the fully paid-
in capital (quotas) subscribed by member countries in the

The Financial Transactions Plan, adopted by the Executive Board for
each upcoming quarter, specifies the amounts of SDRs and selected
member currencies to be used in transfers and receipts expected to
be conducted through the General Resources Account during that
period. The IMF extends loans by calling on financially strong coun-
tries to provide reserve assets to weaker members in balance of
payments need. The members that participate in financing IMF trans-
actions in foreign exchange are selected by the Executive Board
based on an assessment of each country’s financial capacity. These
assessments are ultimately a matter of judgment and take into
account recent and prospective developments in the balance of pay-
ments and reserves, trends in exchange rates, and the size and
duration of external debt obligations.

The amounts transferred and received by these members are man-
aged to ensure that their creditor positions in the IMF are broadly
equal in relation to quota, the key measure of members’ rights and
obligations in the IMF. The IMF publishes on its website the outcome
of the Financial Transactions Plan for the quarter ending three
months prior to publication. As of April 30, 2005, with the addition
of the Russian Federation in March 2005, there were 46 partici-
pants in the Financial Transactions Plan.

Australia France Malaysia Singapore

Austria Germany Mauritius Slovenia

Belgium Greece Mexico Spain

Botswana Hungary Netherlands Sweden

Brunei Darussalam  India New Zealand Switzerland
Canada Ireland Norway Thailand

Chile Israel Oman Trinidad and Tobago
China Italy Poland United Arab Emirates
Cyprus Japan Portugal United Kingdom
Czech Republic Korea Qatar United States
Denmark Kuwait Russian Federation

Finland Luxembourg Saudi Arabia

form of reserve assets and currencies.> General reviews of

IMF quotas, during which adjustments may be proposed in

the overall size and distribution of quotas to reflect devel-
opments in the world economy, are conducted at five-year
intervals. A member’s quota can also be adjusted separately
from a general review to take account of major develop-
ments. The IMF can borrow to supplement its quota
resources and has in place two formal borrowing arrange-
ments with member countries.

Only a portion of the paid-in capital is readily available to

finance new lending because of previous commitments made

by the IMF and the IMF policy of lending only in the curren-

cies of members that are financially strong. The IMF’s base of
usable resources increased during FY2005 because Russia was

considered sufficiently strong for its currency to be included
in the IMF’s Financial Transactions Plan (Box 5.3).

*Quotas also determine a country’s voting power in the IMF, access to IMF
financing, and share in SDR allocations.
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The IMF's key measure of liquidity is the Forward Commitment
Capacity (FCC), which is designed to be a clear measure of the
IMF's capacity to make new loans. The one-year FCC indicates the
amount of quota-based resources available for new lending over
the next 12 months (Figure 5.2).

The one-year FCC is defined as the IMF’s stock of usable resources
less undrawn balances under current lending arrangements, plus
projected repayments during the coming 12 months, /ess a pruden-
tial balance intended to safeguard the liquidity of creditors’ claims
and allow for any potential erosion of the IMF's resource base. The
IMF’s usable resources consist of its holdings of SDRs and the cur-
rencies of financially strong members included in the Financial
Transactions Plan (Box 5.3).The prudential balance is calculated as
20 percent of the quotas of members included in the Financial
Transactions Plan, plus any undrawn amounts under activated bor-
rowing arrangements.

Information on the one-year FCC is published weekly (Financial
Activities: Week-at-a-Glance) and monthly (Financial Resources and
Liquidity) on the IMF's website at www.imf.org/external/fin.htm.

The Fund’s liquidity, as measured by the Forward Commit-

ment Capacity (FCC; see Box 5.4), rose to SDR 94.3 billion

at the end of April 2005 from SDR 58.1 billion at the end of

April 2004. This was due primarily to the expiration of
Brazil’s Stand-By Arrangement; the rise of usable resources
as a result of net repurchases by Argentina, Brazil, Turkey,
and Russia; and the inclusion of Russia in the Financial
Transactions Plan (Figure 5.1).

Concessional financing activities

Poverty Reduction and Growth Facility

In 1999, the IMF modified its objectives for concessional
lending to include an explicit focus on poverty reduction

Figure 5.1
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Note: The IMF started publishing data on its FCC in December 2002. For earlier periods
the figure shows estimates of the FCC. The FCC increases when quota payments are
made. It also increases when repurchases are made and decreases when the IMF makes
new financial commitments. The reference to member countries and the Asian crises notes
selected large financial commitments by the IMF to members and groups of members.

in the context of a growth-oriented economic strategy.
The IMF, along with the World Bank, supports strategies
elaborated by the borrowing country in a Poverty Reduc-
tion Strategy Paper (PRSP) prepared with the participation
of civil society and other development partners. Reflecting
the new objectives and procedures, the IMF established
the Poverty Reduction and Growth Facility (PRGF) in
place of the Enhanced Structural Adjustment Facility
(ESAF) to provide financing under arrangements devel-
oped in the context of PRSPs. (See Chapter 4 for more
information on the assistance the IMF provides to low-
income countries.)

During FY2005, the Executive Board approved eight new
PRGF arrangements (for Chad, the Republic of Congo,
Georgia, the Kyrgyz Republic, Mali, Mozambique, Niger,
and Zambia), with commitments totaling SDR 434.4 mil-
lion (Table 5.2). In addition, the Board approved aug-
mentations of the existing arrangements for Bangladesh
and Kenya in the amounts of SDR 53.3 million and

SDR 50 million, respectively. Bangladesh’s augmentation
was associated with the first approval under the newly
created Trade Integration Mechanism, while Kenya’s
augmentation was in response to drought and the sharp
rise in oil prices. The commitment of Azerbaijan’s PRGF
arrangement was reduced by SDR 12.9 million owing to
the cancellation of one review. Mauritania cancelled its
PRGF arrangement on November 7, 2004. Total PRGF
disbursements amounted to SDR 0.8 billion during
FY2005. As of April 30, 2005, 31 member countries’ reform
programs were supported by PRGF arrangements, with
commitments totaling SDR 2.9 billion and undrawn
balances of SDR 1.3 billion; total PRGF credit outstand-
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The PRGF Trust receives grant con-
tributions to subsidize the rate of

Amount approved . .
interest on PRGF loans and main-

Member Type of arrangement Date of approval (In millions of SDRs)

Chad 3-year PRGF February 16, 2005 252 tains a Reserve Account as security
Georgia 3-year PRGF June 4,2004 98.0 for loans to the trust. The PRGF-
Kyrgyz Republic 3-year PRGF March 15,2005 8.9 " ¢ :

N 3-year PRGF pig iy 35 HIPC Trl.lst was establlsh?d in 1997
Mozambique 3-year PRGF July 6,2004 11.4 to subsidize PRGF operations

Niger 3-year PRGF January 31,2005 6.6 beginning in 2002 and to provide
Republic of Congo 3-year PRGF December 6, 2004 55.0 for HTPE Fnifiati

Zambia 3-year PRGF June 16, 2004 220.1 LESOULCES 10T MHatye
Subtotal 434.41 assistance.

Bangladesh Augmentation July 28,2004 53.3 As of the end of FY2005, the total
Kenya Augmentation December 20, 2004 50.0 . g

Azerbaijan Reduction December 22, 2004 (12.9) loan resources that had been made

Source: IMF Finance Department.
IFigures may not add up to subtotal because of rounding.

available for PRGF operations
amounted to SDR 15.8 billion, of

Figure 5.3
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Source: IMF Finance Department.

ing as of the end of April 2005 stood at SDR 6.6 billion
(Figure 5.3).

Financing for the PRGF is provided through trust funds
administered by the IMF—the PRGF and PRGF-HIPC
Trusts—that are separate from the IMF’s quota-based
resources.? The trusts have been financed from contribu-
tions from a broad spectrum of the IMF’s membership and
the IMF itself. The PRGF Trust was established in 1987 and
borrows resources at market or below-market interest rates
from loan providers—central banks, governments, and gov-
ernment institutions—and lends them to PRGF-eligible
member countries at an annual interest rate of 0.5 percent.

“For a fuller account of the sources of funds for IMF concessional lending
operations, see International Monetary Fund, 2001, Financial Organiza-
tion and Operations of the IMF, Pamphlet 45, 6th ed. (Washington), avail-
able online at www.imf.org/external/pubs/ft/pam/pam45/contents.htm.

which SDR 13.0 billion had already
been committed to borrowing mem-
bers and SDR 11.7 billion had been disbursed. It is esti-
mated that the remaining uncommitted PRGF loan
resources of SDR 2.7 billion will cover the projected
demand for PRGF resources through 2006. There is a long-
standing plan to move to a self-sustained PRGF once the
interim PRGF runs its course. Following the March 2004
Executive Board discussion,® the IMF staff updated its esti-
mates of PRGF financing requirements over the medium
term under current policies. These updated estimates indi-
cated the need for a PRGF lending capacity of SDR 0.8-1.2
billion a year over 2006—10. Further projections will have
to be made to take into account the possible impact of the
G-8’s June 2005 proposal for additional debt relief to low-
income countries.

Enhanced HIPC Initiative

Originally launched by the IMF and the World Bank in
1996, the HIPC Initiative was considerably strengthened in
1999 to provide deeper, faster, and broader debt relief for
the world’s heavily indebted poor countries. By April 30,
2005, 27 countries had reached their decision points under
the enhanced initiative and one (Cote d’Ivoire) under the
original initiative. Of these countries, 18 reached their com-
pletion points under the enhanced initiative (see also
Chapter 4).

The IMF provides HIPC Initiative assistance in the form

of grants that are used to service part of member countries’
debt to the institution. As of April 30, 2005, the IMF had
committed SDR 1.8 billion in grants to the following
countries: Benin, Bolivia, Burkina Faso, Cameroon, Chad,
Cote d’Ivoire, the Democratic Republic of the Congo,

Box 7.6 of the IMF’s Annual Report 2004 provides more information on

this Board discussion of the financing of PRGF operations over the
medium term.
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Table 5.3 During FY2005, the IMF Executive
" , , Board approved additional HIPC
(In millions of SDRs; as of April 30, 2005) assisternice amounting to SDR 51.8

Decision Completion Amount Amount il for £ Iy Burki
Member point point committed disbursed? mullion tor four members ( urkina
.. . 6
Under the original HIPC Initiative Faso, Ethlopla, Niger, and Rwanda).
Bolivia Sep. 1997 Sep. 1998 21.2 212 SR g
Burkina Faso Sep. 1997 Jul. 2000 163 163  Under the enhanced HIPC Initiative,
Cote d'Ivoire Mar. 1998 = 16.72 = a portion of the assistance commit-
Guyana Dec. 1997 May 1999 25.6 25.6 o s
n
Mali Sep. 1998 Sep. 2000 10.8 jog  tedatthe decision point can be
Mozambique Apr. 1998 Jun. 1999 93.2 932 disbursed before the country reaches
Uganda Apr. 1997 Apr. 1998 515 515 its completion point. Such assis-
Total original HIPC 235.3 218.6 tance from the IMF may amount to
Under the enhanced HIPC Initiative up to 20 percent annually, with a
Benin Jul. 2000 Mar. 2003 18.4 20.1 : i
Bolivia Feb. 2000 Jun. 2001 411 44.2 c1{mulat1ve max1mum of 60 percent
Burkina Faso Jul. 2000 Apr. 2002 27.7 29.7 of the total committed amount of
Cameroon Oct. 2000 Floating 28.5 5.5 HIPC assistance. In exceptional
Chad May 2001 Floatin 14.3 8.6 § ’
y L circumstances, the annual and maxi-
Congo, Dem. Rep. of Jul. 2003 Floating 228.33 23 . siats
Ethiopia Nov. 2001 Apr. 2004 45.1 46.3 e Reuns of assistance can be
Gambia, The Dec. 2000 Floating 18 0.1 raised to 25 percent and 75 percent,
g“?"a FDe’l 22%%% JFlI” f_004 gg; 92-3 respectively. During FY2005, SDR
uinea ec. oatin 8 § Vg ¥ . o
é 7.0 million of interim assistance was
Guinea-Bissau Dec. 2000 Floating 9.2 0.5 ok . R
GlyaTS NG0.2000 e 311 340 dlsb.ursed to three countrles.’A‘s of
Honduras Jun. 2000 Apr. 2005 22.7 22.7 April 30, 2005, SDR 624.2 million
Madagascar Dec. 2000 Oct. 2004 14.7 16.4 had been disbursed as interim
Malawi Dec. 2000 Floating 23.1 6.9 .
assistance.
Mali Sep. 2000 Mar. 2003 34.7 38.5
Mauritania Feb. 2000 Jun. 2002 34.8 38.4 . . .
Mozambique Apr. 2000 Sep. 2001 137 148 Resources still need to be identified
Nicaragua Dec. 2000 Jan. 2004 63.5 71.2 to meet the IMF’s share of HIPC
Niger De: 2000 Apr. 2005 =14 S5:6 Initiative assistance for three pro-
Rwanda Dec. 2000 Apr. 2005 33.8¢ 33.8 tracted arrears cases—Liberia,
Sao Tomé and Principe Dec. 2000 Floating - - . . o
Senegal Jun. 2000 Apr. 2004 338 38.4 Somalia, and Sudan. In addition, the
Sierra Leone Mar. 2002 Floating 98.5 62.0 potential costs associated with fur-
Tanzania Apr. 2000 Nov. 2001 89.0 96.4 ther cases of“topping up” and the
;’ag;’:)‘_’: Eeb- 22%%% ray §g§§ 423; Aég‘g extension of the HIPC sunset clause
i ec. pr. i : R .
have not yet been identified. More-
Total enhanced HIPC 1,590.2 1,303.1 .
S o 1% over, recent calls to consider further
rand to ,825, ,521. i s .
. debt relief will have important
Source: IMF Finance Department. o financing implications for the IME.
!Includes interest on amounts committed under the enhanced HIPC Initiative. . > .
2Equivalent to the committed amount of $22.5 million at the decision point exchange rate (March 17, 1998). In this regard, the IMF’s Executive

3Amount committed is equivalent to the remaining balance of the total IMF HIPC assistance of SDR 337.9 million, after deduct- Board is considering the implica-
ing SDR 109.6 million representing the concessional element associated with the disbursement of a PRGF loan following the ti s for the IMF’s fi d
Democratic Republic of the Congo’s clearance of arrears to the IMF on June 12, 2002. 10NSI0r the $ HINANCEs aM

4Excludes commitment of additional enhanced HIPC assistance of SDR 12.98 million subject to receipt of satisfactory financing operations of the G-8 proposal for

assurances from other creditors. additional debt relief (Box 5.5).

Ethiopia, The Gambia, Ghana, Guinea, Guinea-Bissau, Financing of PRGF subsidies and the HIPC Initiative
Guyana, Honduras, Madagascar, Malawi, Mali, Mauritania,
Mozambique, Nicaragua, Niger, Rwanda, Sao Tomé and
Principe, Senegal, Sierra Leone, Tanzania, Uganda, and
Zambia. Five members (Ghana, Honduras, Madagascar,
Rwanda, and Zambia) reached their completion points
under the enhanced HIPC Initiative during FY2005. As
of{\pnl 30, 2005, total disbursements of HIPC.: I.mtlatlve mdes SDR 12.98 million in additional HIPC assistance approved
assistance by the IMF amounted to SDR 1.5 billion for Rwanda subject to the receipt of satisfactory financing assurances from
(Table 5.3). other creditors.

The financing of the subsidy requirements of the PRGF
and the IMF’s participation in the enhanced HIPC Initia-
tive is administered through the PRGF and the PRGF-
HIPC Trusts. Under the current framework, the total cost
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At the 2004 Annual Meetings of the IMF and
the World Bank, the International Monetary
and Financial Committee called on the inter-

national community, including the IMF, to con-

sider further debt relief for low-income
countries beyond that provided by the HIPC
Initiative. In this regard, in March 2005, the
IMF’s Executive Board discussed two staff
papers on the key issues relating to further
debt relief and its financing.

The paper on further debt relief provided an
opportunity to discuss how debt relief could
play a role in helping low-income countries
tackle their problems and make progress
toward the Millennium Development Goals
(MDGs). Further debt relief holds out the
promise of easing concerns about debt
sustainability while attracting additional
financing to achieve the MDGs, and of pro-
viding predictable budget support with rela-
tively low transactions costs for recipients.
Drawbacks include the possibility that it
could perpetuate moral hazard and raise
issues of equity by allocating scarce
resources on the basis of past borrowing
and that it would not address the broader
agenda of reforms needed to accelerate
progress toward the MDGs. Directors empha-
sized that the benefits of further debt relief
would depend importantly on the commit-
ment of the donor community to increase
the overall aid envelope to ensure additional
net resource transfers to these countries

and that these benefits must be weighed
against other potential uses of scarce
resources.

The financing paper emphasized the close
interlinkages between the financing of further
debt relief and the financing of the IMF's
ongoing lending operations with low-income
countries. Directors agreed that it would be
crucial to ensure that the IMF has adequate
financing to meet the future demand for con-
cessional lending.

In June 2005, the finance ministers of the
Group of Eight (G-8) countries proposed that
the IMF, the World Bank, and the African
Development Bank (AfDB) cancel 100 per-
cent of their claims on 18 countries that have
reached the completion point under the
enhanced HIPC Initiative and the claims on
other HIPCs (currently 17 countries) as they
reach the completion point.! The key ele-
ments of the G-8 proposal were as follows:

m Donors would provide additional contribu-
tions to the International Development
Association (the concessional lending arm
of the World Bank) and the AfDB, based on
agreed burden sharing, to cover their full
cost of debt relief.

m The costs of fully covering the Fund’s debt
relief would be met by the use of existing
Fund resources, without undermining the
IMF’s financing capacity.

m In situations where other existing and pro-
jected debt relief obligations cannot be
met by the use of existing IMF resources
(for example, Somalia, Liberia, and
Sudan), donors would commit to providing
the additional resources necessary. The
G-8 finance ministers committed to pro-
vide, on a fair burden-sharing basis, a min-
imum of $350 million in resources over the
next three years to cover costs to the IMF
that are difficult to forecast and that are in
excess of existing resources and to cover
the costs of countries that may become
eligible for HIPC assistance under the sun-
set clause (see Chapter 4).They also
invited voluntary contributions to a new
trust fund to support poor countries facing
commodity price and other exogenous
shocks.

The IMF's Executive Board met for an initial
discussion of the G-8 proposal in late June
2005. Directors asked staff to prepare a care-
ful assessment of the proposal and of its
legal, financial, and policy implications for the
IMF, as well as possible modifications.

IThe following 18 countries would be eligible imme-

diately: Benin, Bolivia, Burkina Faso, Ethiopia,
Ghana, Guyana, Honduras, Madagascar, Mali, Mau-
ritania, Mozambique, Nicaragua, Niger, Rwanda,
Senegal, Tanzania, Uganda, Zambia. As the remain-
ing HIPCs reach their completion points, they would
also become eligible.

required for these purposes is projected at SDR 6.3 billion
on a cash basis through 2019: PRGF subsidies are projected
at SDR 4.1 billion, and the IMF’s cost of HIPC assistance is
estimated at SDR 2.2 billion. (Further projections will need
to be made to account for the possible impact of the G-8
proposal for additional debt relief.) These resource require-
ments are sensitive to interest rate assumptions. They are
expected to be fully met by bilateral contributions from
member countries and by the IMF itself.

Bilateral pledges for the PRGF and the PRGF-HIPC Trusts
have come from a cross section of the IMF’s membership
(with 94 countries having pledged support), demonstrating
broad support for the PRGF and the HIPC Initiative. Bilat-
eral contributions are estimated at SDR 3.6 billion on a
cash basis through 2019. As of the end of April 2005, all
pledged bilateral contributions to the PRGF Trust, as well
as 98 percent of total contributions to the PRGF-HIPC

Trust, had been made effective. Pledged contributions by
10 countries, amounting to about SDR 32 million, remain
pending.

The IMF’s own contributions amount to SDR 2.6 billion, of
which SDR 2.2 billion is for the PRGF-HIPC Trust. The
bulk of the contributions would come from the expected
investment income on the net proceeds of SDR 2.2 billion
generated from off-market gold transactions in 1999-2000
(see Annual Report, 2000, page 71). The investment income
on the gold proceeds held in the Special Disbursement
Account (SDA) may be used, up to a maximum limit of
SDR 1.76 billion, to meet the IMF’s share of the HIPC Ini-
tiative assistance.

The IMF’s other contributions include a one-time transfer
of SDR 0.4 billion from the SDA to the PRGF Trust in 1994
and forgone reimbursements to the GRA from the PRGF
Reserve Account for the administrative expenses related to
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PRGF operations during financial years 1998-2004, with
the equivalent amount being transferred to the PRGF-
HIPC Trust. In addition, part of the interest surcharges on
financing provided in 1998 and 1999 under the SRF,
related to activation of the New Arrangements to Borrow,
were transferred to the PRGF-HIPC Trust. Investment
income on the balances in the two trusts is also applied
toward financing PRGF loan subsidies and HIPC Initiative
assistance.

Investments to support concessional financing and
HIPC Initiative assistance

The IMF invests assets supporting the PRGF subsidies and
the HIPC Initiative in a diversified portfolio of fixed-
income securities issued by governments and international
financial institutions. As of April 30, 2005, the value of these
assets totaled SDR 9.6 billion.

In March 2000, the IMF’s Executive Board endorsed invest-
ment objectives and risk-tolerance parameters designed to
supplement returns over time while maintaining prudent
limits on risk.” Under this investment strategy, about half the
assets have been invested in bond portfolios, currently man-
aged by the World Bank and two private external managers.
The remaining assets have been invested in short-term
deposits with the Bank for International Settlements to serve
as a liquidity tranche and to conform with the administra-
tive arrangements agreed with certain contributors.

Currency risk is minimized by limiting purchases to securi-
ties denominated in the four currencies of the SDR basket
(euros, Japanese yen, pound sterling, and U.S. dollars), with
regular rebalancing of the portfolio weight of each currency
to remain in line with the weights of the SDR basket.

For the year ended April 30, 2005, the annual return on the
portfolio was 2.1 percent, up from 1.7 percent a year earlier.
In the five years that the investment strategy has been in
place, the average annual portfolio return has been

3.5 percent.

Emergency assistance

The IMF provides emergency assistance to post-conflict
countries, as well as to countries struck by natural disasters,
in the form of loans subject to the IMF’s basic rate of
charge. In May 2001, a decision was taken to provide Emer-
gency Post-Conflict Assistance (EPCA) for PRGF-eligible
countries at a subsidized rate of 0.5 percent a year, and an
administered account was established at that time for con-

“Prior to this shift in investment strategy, these assets had been invested in
short-term SDR-denominated deposits with the Bank for International
Settlements.
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Table 5.4

(In millions of SDRs; as of April 30, 2005)

Contribution Contribution  Subsidy
Contributor pledged received disbursed
Subaccount 1: EPCA subsidization only
Belgium 0.6 0.6 03
Canada 1T 1.7 -
Norway 3.0 3.0 -
Sweden 0.8 0.8 0.8
Switzerland 0.8 0.8 -
United Kingdom 29 29 1.1
Subtotal 8.7 9.7 22
Subaccount 2: ENDA subsidization only
Austria 0.7 - -
Canada 2.6 0.5 -
India 1.5 - -
Japan 1.6
Luxembourg 1.1 - -
Russia 1.0 - -
Saudi Arabia 2.6
Switzerland 1.3 - -
Subtotal 12.5 0.5 0.0
Subaccount 3: Subsidization of
EPCA and ENDA
France 1.3 — -
Netherlands 2.8 125 -
Norway 1.1 1.1 -
Sweden 6.6 6.6 -
United Kingdom 1.2 1.2 0.1
Subtotal 12.9 10.3 0.1
Total 35.1 20.6 23

Source: IMF Finance Department.

tributions by bilateral donors. In January 2005, the IMF’s
Executive Board decided to extend the subsidization to
Emergency Natural Disaster Assistance (ENDA) for PRGF-
eligible countries—provided sufficient resources were
available—and requested new bilateral contributions from
member countries. The existing administered account was
split into three subaccounts, allowing for bilateral contribu-
tions to be earmarked for either EPCA or ENDA, or to be
used flexibly for either kind of emergency assistance.

As of the end of April 2005, 14 member countries have
pledged bilateral contributions totaling SDR 35.1 million
for the subsidization of emergency assistance (Table 5.4).
Of this amount, SDR 23.9 million are new pledges received
after the January 2005 decision. SDR 9.7 million of the
overall total is available to subsidize EPCA only,

SDR 12.5 million to subsidize ENDA only, and SDR 12.9
million to subsidize either.

During FY2005, six countries made purchases (borrowed)
under emergency assistance. Three purchases were made
under ENDA—SDR 2.9 million for Grenada in November
2004, SDR 4.1 million for Maldives in March 2005, and
SDR 103.4 million for Sri Lanka in March 2005. Another
three purchases were made under EPCA—SDR 5.6 million
for the Central African Republic in July 2004, SDR 297.1



million for Iraq in October 2004, and SDR 10.2 million for
Haiti in January 2005. Of these six countries, only Iraq is
ineligible for subsidization of emergency assistance, since it
is not a PRGF-eligible country.

Thus far, disbursements from the administered account
have totaled SDR 2.2 million to subsidize the rate of charge
on EPCA for nine countries (Albania, Burundi, the Central
African Republic, the Republic of Congo, Guinea-Bissau,
Haiti, Rwanda, Sierra Leone, and Tajikistan). Of these, only
three countries—the Republic of Congo, the Central
African Republic, and Haiti—still have purchases outstand-
ing under EPCA. A total of SDR 0.1 million has been dis-
bursed so far to subsidize interest on ENDA for two
countries (Grenada and Malawi). They became eligible for
subsidization following the Executive Board’s decision in
January 2005. As of April 30, 2005, four countries—
Grenada, Malawi, Maldives, and Sri Lanka—have outstand-
ing purchases under ENDA.

Income, charges, remuneration, and burden sharing

The IMEF, like other financial institutions, earns income
from interest charges and fees levied on its loans and uses
the income to meet funding costs, pay for administrative
expenses, and build up precautionary balances. The IMF’s
reliance on quota subscriptions and internally generated
resources provides it with some flexibility in setting the
basic rate of charge. However, the IMF also needs to ensure
that it provides creditors with a competitive rate of interest
on their IMF claims.

The basic rate of charge on regular lending is determined at
the beginning of the financial year as a proportion of the
SDR interest rate (see “SDR developments,” below) to
achieve an agreed net income target for the year. This rate is
set to cover the cost of funds and administrative expenses as
well as add to the IMF’s reserves. The specific proportion is
based on projections for income and expenses for the year
and can be adjusted at midyear in light of actual net income
and if income for the year as a whole is expected to deviate
significantly from the projections. At the end of the finan-
cial year, any income in excess of the target is refunded to
the members that paid charges during the year, and short-
falls are made up in the following year.

The IMF imposes level-based surcharges on credit extended
after November 28, 2000, to discourage unduly large use
of credit in the credit tranches and under Extended
Arrangements. The IMF also imposes surcharges on
shorter-term loans under the SRE. The surcharges vary
according to the length of time credit is outstanding.
Income derived from surcharges is placed in the IMF’s
reserves and is not taken into account in determining the
net income target for the year.
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The IMF also receives income from borrowers in the form of
service charges, commitment fees, and special charges. A
one-time service charge of 0.5 percent is levied on each loan
disbursement from the GRA. A refundable commitment fee
on Stand-By and Extended Arrangements, payable at the
beginning of each 12-month period under the arrangement,
is charged on the amounts that may be drawn during that
period, including amounts available under the SRE. The fee
is 0.25 percent on amounts committed up to 100 percent of
quota and 0.10 percent for amounts exceeding 100 percent
of quota. The commitment fee is refunded when credit is
used in proportion to the drawings made. The IMF also
levies special charges on overdue principal payments and on
charges that are overdue by less than six months.

The IMF pays interest (remuneration) to creditors on their
IMF claims (reserve positions) based on the SDR interest
rate. The basic rate of remuneration is currently set at

100 percent of the SDR interest rate (the upper limit per-
mitted under the Articles of Agreement), but it may be set
as low as 80 percent of that rate (the lower limit).

Since 1986, the rates of charge and remuneration have been
adjusted under a burden-sharing mechanism that distributes
the cost of overdue financial obligations between creditor
and debtor members. Loss of income from unpaid interest
charges overdue for six months or more is recovered by
increasing the rate of charge and reducing the rate of remu-
neration. The amounts thus collected are refunded when the
overdue charges are settled. Additional adjustments to the
basic rates of charge and remuneration are made to generate
resources for a Special Contingent Account (SCA-1), which
was established specifically to protect the IMF against the
risk of loss resulting from arrears. In FY2005, the combined
adjustment for unpaid interest charges and the allocation to
the SCA-1 resulted in an increase to the basic rate of charge
of 10 basis points and a reduction in the rate of remunera-
tion of 11 basis points. The adjusted rates of charge and
remuneration averaged 3.10 percent and 1.98 percent,
respectively, for the financial year.

In April 2004, the basic rate of charge for FY2005 was
initially set at 154.0 percent of the SDR interest rate, but

it was reduced at midyear to 136.0 percent of the SDR
interest rate to achieve the agreed net income target of
SDR 191 million (excluding income from surcharges). Net
income amounted to SDR 244 million, which exceeded the
target by SDR 53 million, owing mainly to the rise in the
SDR interest rate, which was partly offset by lower-than-
expected use of IMF credit and higher GRA administrative
expenses (net of reimbursement) in SDR terms. In accor-
dance with decisions taken at the beginning of FY2005, this
excess has been refunded to borrowing members by retroac-
tively reducing the rate of charge coefficient applied in the
first half of FY2005 from 154.0 to 144.0 percent of the SDR
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interest rate. Income derived from SRF and level-based sur-
charges amounted to SDR 636 million in FY2005. Adjusted
for expenses associated with administering the PRGF Trust
(SDR 54 million)? and the cost of pension and other post-
retirement provisions (SDR 160 million), total net income
for the year amounted to SDR 613 million. This amount
was added to the IMF’s reserves, of which SDR 582 million
(equivalent to the surcharge income minus the cost of
administering the PRGF Trust) went to the General Reserve
and the remainder to the Special Reserve.

In April 2005, the Executive Board decided to calculate the
rate of charge by using a fixed margin above the SDR rate
instead of a proportion of the SDR rate. This change in cal-
culating the basic rate of charge was aimed at increasing the
transparency and stability of the rate of charge. For FY2006,
the fixed margin was set at 108 basis points above the SDR
interest rate. The Executive Board also decided to continue
its ongoing review of the IMF’s financing mechanism,
which began in the second half of FY2005.

Credit risk management in the IMF and the level of
precautionary balances

The IMF mitigates credit risk by rigorously implementing
the policies governing the use of its resources and carefully
managing its liquidity, while accumulating adequate pre-
cautionary balances.’

Credit risk management

The principal credit risks faced by the IMF stem from large
arrangements with middle-income countries. As of the
end of April 2005, three countries (Argentina, Brazil, and
Turkey) accounted for some 73 percent of all General
Reserve Account credit outstanding, and these three plus
Indonesia and Uruguay accounted for 89 percent. The
IMF’s Articles of Agreement charge the IMF with assisting
cooperating members—including those in very difficult
circumstances. As a result, the size of the IMF’s loan port-
folio can change dramatically in a short time, as can assess-
ments of its riskiness. Sound risk management requires the
IMF to be prepared for the possibility of payments disrup-
tions, which could arise from the increase in, and concen-
tration of, its outstanding credit. However, in view of the
cooperative nature of the IMF and the IMF’s role in pro-
moting global macroeconomic stability as a public good,

8As agreed in April 2004, the GRA is not reimbursed for the expenses of
administering the PRGF Trust; instead, these resources remain in the
PRGF Trust to meet concessional financing needs.

9For more details, see the IMF’s website at www.imf.org/external/np/sec/pn/
2004/pn0416.htm.
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diversification of lending is not, and cannot be, one of its
objectives.

Although the specific features of the IMF’s institutional
framework and financing role suggest that high credit con-
centration is inevitable in an uncertain world, such concen-
tration does not embody the same degree of risk for the
IMF as for other financial institutions. An important means
of mitigating financial risk is the IMF’s preferred creditor
status—that is, members giving priority to repayment of
their obligations to the IMF over those to other creditors—
which is fundamental to the IMF’s role in the international
financial system and to the IMF’s financing mechanism.
The IMF’s preferred creditor status has allowed it to take the
risks necessary to provide financial assistance to members
in exceptionally difficult balance of payments situations in
support of their efforts to implement strong adjustment
policies without resorting to measures destructive of
national and international prosperity. The IMF’s policies on
access to, and the use of, its resources are, along with effec-
tive crisis prevention and conditionality in support of
strong country-owned programs, the most important ele-
ments of the IMF’s risk-management framework. An IMF
member’s commitment to adopt sound economic policies,
the IMF’s conditionality, and the safeguards in place
(including an assessment of the member’s ability to repay
the IMF) reduce the risks to the IMF of lending and of
credit concentration.

The profound changes in the IMF’s lending policies in
recent years in response to the changing global macroeco-
nomic environment and the growing financial interdepend-
ence of members led to the adoption of the framework for
exceptional access in 2003 that was reaffirmed by the Execu-
tive Board in April 2005 (see Chapter 3). Firm application
of the criteria governing exceptional access to IMF
resources and rigorous assessments of the risks to the IMF
arising from high access and of the member’s capacity to
repay are crucial for effective risk management. In addition,
it is the responsibility of IMF members benefiting from
financial assistance to pay the IMF back as soon as their
temporary balance of payments problems are resolved. Poli-
cies to promote this goal include surcharges, the shorter
maturities on use of Fund resources under the SRE the pre-
sumption that exceptional access will be provided on SRF
terms, and the policy on repurchase expectations.

Precautionary balances

To safeguard its financial position, the IMF has a policy of
accumulating precautionary financial balances in the GRA.
These precautionary balances consist of reserves and a Spe-
cial Contingent Account (SCA-1, see previous subsection).
Reserves provide the IMF with protection against financial
risks, including income losses and capital losses. The SCA-1



was established as an additional layer of protection against
the adverse financial consequences of protracted arrears.

Existing precautionary balances have been financed through
the retention of income and the burden-sharing mechanism
(see previous subsection). The net income and the income
from surcharges on the Special and General Reserves are
added to reserves. Under the Articles of Agreement, the
resources in the General Reserve may be distributed by

the IMF to members on the basis of their quota shares. The
IMF may use the Special Reserve for any purpose for which
it may use the General Reserve except distribution. Total
reserves increased to SDR 5.7 billion as of April 30, 2005,
from SDR 5.1 billion a year earlier. The balance in the
SCA-1 amounted to SDR 1.6 billion, compared with over-
due principal of SDR 0.7 billion. SCA-1 resources are to

be refunded after all arrears have been cleared but can be
refunded earlier by a decision of the Executive Board.

The Executive Board has set an eventual target level of
precautionary financial balances of SDR 10 billion. The
adequacy of precautionary balances and the pace of accu-
mulation, as well as the application of the burden-sharing
mechanism, is kept under close review.

Quota developments

There were only a few noteworthy quota developments in
FY2005, reflecting the fact that the Thirteenth General
Review of Quotas (Box 5.6) is still at an early stage.!”

As of April 30, 2005, 180 member countries accounting for
more than 99 percent of quotas proposed in 1998 under the
Eleventh General Review of Quotas had consented to, and
paid for, their proposed quota increases. All member coun-
tries eligible to consent had done so by the end of the finan-
cial year, and three member countries were ineligible to
consent to their proposed increases because they were in
arrears to the IME. On September 20, 2004, the Board of
Governors adopted a resolution that established a new
period for consent to the Eleventh Review quota increases
that would cover 12 months from the date of the resolution.
At the close of the financial year, total quotas amounted to
SDR 213.5 billion.

SDR developments

The SDR is a reserve asset created by the IMF in 1969 to sup-
plement other reserve assets. SDRs are allocated to members
in proportion to their IMF quotas. A member may use SDRs
to obtain foreign exchange reserves from other members and

10For more details, see the IMF’s website at www.imf.org/external/np/sec/pn/
2003/pn03106.htm.
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EEEE et and Trtonth Gner Rvows ofQuotas

The IMF normally conducts general reviews of members’ quotas
every five years to assess the adequacy of its resource base and to
adjust the quotas of individual members to reflect changes in their
relative positions in the world economy. The Executive Board com-
pleted the Twelfth General Review of Quotas on January 30, 2003,
without proposing an increase (or adjustments), which leaves the
maximum size of quotas unchanged at SDR 213.7 billion.

During the period of the Thirteenth General Review, which began with
the completion of the Twelfth Review, the IMF's Executive Board will
monitor closely and assess the adequacy of IMF resources, consider
measures to achieve a distribution of quotas that reflects develop-
ments in the world economy, and explore measures to strengthen
the governance of the IMF. In April 2005, the International Monetary
and Financial Committee (IMFC) emphasized that the period of the
Thirteenth General Review of Quotas provides an opportunity for the
membership to make progress toward a consensus on issues of
quotas, voice, and participation.

to make payments to the IMF. Such use does not constitute a
loan; members are allocated SDRs unconditionally and may
use them to meet balance of payments financing needs with-
out undertaking economic policy measures or repayment
obligations. A member that makes net use of its allocated
SDRs pays the SDR interest rate, while a member that
acquires SDRs in excess of its allocation receives interest at
the SDR rate. A total of SDR 21.4 billion has been allocated
to members—SDR 9.3 billion in 1970-72 and SDR 12.1 bil-
lion in 1978-81. The value of the SDR is based on the
weighted average of the values of a basket of major interna-
tional currencies, and the SDR interest rate is a weighted
average of interest rates on short-term instruments in the
markets for the currencies in the valuation basket (Box 5.7).
The SDR interest rate provides the basis for calculating the
interest charges on regular IMF financing and the interest
rate paid to members that are creditors to the IME. In addi-
tion, the SDR serves as the unit of account for the IMF and
for a number of other international organizations.

There are two types of SDR allocations:

u General allocations of SDRs. Decisions on general alloca-
tions are made in the context of five-year basic periods
and require a finding that an allocation would meet a
long-term global need to supplement existing reserve
assets. A decision to allocate SDRs requires an 85 percent
majority of the total voting power.

u Special one-time allocation. In September 1997, the IMF
Board of Governors proposed an amendment to the Arti-
cles of Agreement to allow a special one-time allocation
of SDRs to correct for the fact that more than one-fifth of
the IMF membership, having joined the IMF after the last
general allocation, have never received an SDR allocation.
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Valuation

The value of the SDR is based on the weighted average of the values
of a basket of major international currencies. The method of valuation
is reviewed at five-year intervals. Following completion of the latest
review, in FY2001, the Executive Board decided on a number of
changes to take account of the introduction of the euro as the com-
mon currency for a number of European countries and the growing
role of international financial markets. Currencies included in the
valuation basket are among the most widely used in international
transactions and are widely traded in the principal foreign exchange
markets. Currencies selected for inclusion in the SDR basket for
2001-05 are the U.S. dollar, the euro, the Japanese yen, and the
pound sterling (see table). A review of the SDR valuation is sched-
uled to be completed in 2005 and the new basket to be in effect on
January 1, 2006.

Interest rate

Since the method for determining the SDR interest rate was reviewed
in FY2001, the weekly interest rate has been determined on the
basis of a weighted average of interest rates (expressed as equivalent
annual bond yields) on short-term instruments in the markets for the
currencies included in the SDR valuation basket, namely the three-
month Euribor (Euro Interbank Offered Rate), Japanese government
13-week financing bills, three-month U.K. treasury bills, and three-
month U.S. treasury bills. During FY2005, the SDR interest rate
evolved in line with developments in the major money markets, rising
gradually from 1.62 percent at the beginning of May 2004 to peak at
2.49 percent in the last week of April 2005. Over the course of
FY2005, the SDR interest rate averaged 2.1 percent (see figure).

SDR valuation, as of April 30, 2005

Amount of Exchange U.S. dollar
Currency currency rate! equivalent?
Euro 0.4260 1.29560 0.551926
Japanese yen 21.0000 105.15000 0.199715
Pound sterling 0.0984 1.91200 0.188141
U.S. dollar 0.5770 1.00000 0.577000
1.516782

Memorandum:

SDR 1 = US$1.51678
US$1 = SDR 0.659291

IExchange rates in terms of US dollars per currency unit, except for the Japanese
yen, which is in currency units per US dollar.
2 Rounded to six digits.

SDR interest rate, 1995-April 2005
(In percent)

1985 96 97 98

99 2000 01 02 03 04 05
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The special allocation of SDRs would enable all members
of the IMF to participate in the SDR system on an equi-
table basis and would double cumulative SDR allocations
to SDR 42.9 billion. The proposal will become effective
when three-fifths of the IMF membership (111 members)
having 85 percent of the total voting power have accepted
the proposal. As of April 30,2005, 131 members having
77.33 percent of the total voting power had agreed and
only acceptance by the United States was required to
implement the proposal.

SDR operations and transactions

All SDR transactions are conducted through the SDR
Department (which is a financial entity, not an organiza-
tional unit). SDRs are held largely by member countries and
by official entities prescribed by the IME The balance of
allocated SDRs is held in the IMF’s GRA. Prescribed holders
do not receive SDR allocations but can acquire and use
SDRs in operations and transactions with IMF members
and with other prescribed holders under the same terms
and conditions as IMF members. Transactions in SDRs are
facilitated by 14 voluntary arrangements under which the
parties stand ready to buy or sell SDRs for currencies that
are readily usable in international transactions, provided
that their own SDR holdings remain within certain limits.!!
These arrangements have helped ensure the liquidity of the
SDR system.!?

Total transfers of SDRs decreased in FY2005 to SDR 10.6 bil-
lion, from SDR 13.8 billion in FY2004. The largest transfers
of SDRs (49.1 billion) took place in FY1999, when the vol-
ume of SDR transactions increased significantly because of
members’ payments for quota increases.

By end-April 2005, the IMF’s own holdings of SDRs, which
had risen sharply as a result of payments for quota sub-
scriptions in 1999 and subsequently fallen to a low of

SDR 0.5 billion in FY2004, had risen to SDR 0.6 billion.
SDRs held by prescribed holders amounted to SDR 0.3 bil-
lion. SDR holdings by participants remained unchanged
from FY2004 at SDR 20.6 billion. SDR holdings of the
industrial and net creditor countries relative to their net
cumulative allocations decreased from a year earlier. SDR
holdings of nonindustrial members amounted to 96 percent

"These include 12 IMF members and 1 prescribed holder that have estab-
lished two-way arrangements with the IMF and 1 member that has estab-
lished a one-way (selling only) arrangement with the IMF.

12Under the designation mechanism, participants whose balance of pay-
ments and reserve positions are deemed sufficiently strong may be
obliged, when designated by the IMF, to provide freely usable currencies
in exchange for SDRs up to specified amounts. The designation mecha-
nism has not been used since 1987, following the setup of voluntary
arrangements starting in 1986.
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The safeguards policy, which was initiated in
FY2000 following several instances of misre-
porting to the IMF and allegations of misuse
of IMF resources, aims at supplementing con-
ditionality, technical assistance, and other
means that have traditionally ensured the
proper use of IMF loans.

Objective of safeguards assessments

m To provide reasonable assurance to the
IMF that a central bank's control, account-
ing, reporting, and auditing systems and
legal framework in place to manage
resources, including IMF disbursements,
are adequate to ensure the integrity of
financial operations and reporting to the
IMF

Applicability of safeguards assessments

m Central banks with new arrangements for
use of IMF resources approved after
June 30, 2000; existing arrangements that
are augmented; member countries follow-
ing a Rights Accumulation Program (RAP)
under which resources are being commit-
ted; member countries receiving EPCA
(determined on a case-by-case basis);

m Voluntary for members with staff-monitored
programs; and

m Not applicable to first-credit-tranche pur-
chases and stand-alone Compensatory
Financing Facility arrangements.

Scope of policy

Assessments examine five important safe-
guards areas in central banks. These areas,
referred to by the acronym ELRIC, are

m External Audit Mechanism;

m Legal Structure and Independence;
m Financial Reporting Framework;

m Internal Audit Mechanism; and

m Internal Controls System.

Methodology

m Safeguards assessments follow an estab-
lished set of procedures to ensure consis-
tency in application. All central banks
subject to an assessment provide a stan-
dard set of documents to IMF staff, who
review the information and communicate
as needed with central bank officials and
the external auditors. The review may be
supplemented by an on-site visit to the

central bank to obtain or clarify informa-
tion necessary to draw conclusions and
make recommendations.

The outcome of a safeguards assessment
is a confidential report that identifies vul-
nerabilities, assigns risk ratings, and
makes recommendations to mitigate the
identified risks. Country authorities have
the opportunity to comment on all safe-
guards assessment reports. The conclu-
sions and agreed-upon remedial measures
are reported in summary form to the IMF
Executive Board at the time of arrange-
ment approval or, at the latest, by the first
review under the arrangement, but the
safeguards report itself is not made avail-
able to the Board or the general public.

The implementation of safeguards recom-
mendations is monitored periodically by
IMF staff.

Publication references

The staff's papers and other background
information concerning the safeguards pol-
icy are available on the IMF website at
www.imf.org/external/fin.htm.

of their net cumulative allocations, compared with 76 per-
cent a year earlier.

Safeguards assessments

Since FY2000, the IMF has conducted safeguards assessments
of member countries’ central banks in connection with IMF
lending operations. These safeguards assessments—which are
aimed at providing reasonable assurance to the IMF that a
central bank’s framework of reporting, audit, and controls is
adequate for management of its resources, including IMF
disbursements (Box 5.8)—continued to identify vulnerabili-
ties in central banks’ safeguards frameworks, including in
external audits and financial reporting. In FY2005, 17 safe-
guards assessments of member countries’ central banks were
completed, bringing the total number of finished assessments
as of April 30, 2005, to 112.13

13This total includes 27 abbreviated assessments that were conducted for
arrangements in effect prior to June 30, 2000, and that examined only
one key element of the safeguards framework, namely, that central banks
publish annual financial statements that are independently audited by
external auditors in accordance with internationally accepted standards.

The findings of safeguards assessments to date have indi-
cated that significant but avoidable risks to IMF resources
may have existed in certain cases, although over time identi-
fied vulnerabilities have declined in importance and fre-
quency. Experience has shown that the central banks are
progressively implementing the measures recommended to
mitigate identified vulnerabilities. In FY2005, central banks
continued to implement assessment recommendations at a
high rate (over 92 percent for the most important meas-
ures). The main areas of improvement in central bank oper-
ations and controls resulting from the implementation of
safeguards measures have included (1) establishing inde-
pendent external audit policies in accordance with interna-
tional standards; (2) reconciling the economic data
reported to the IMF for program-monitoring purposes with
the underlying accounting records of the central bank;

(3) improving the transparency and consistency of financial
reporting, including publication of the audited financial
statements; (4) improving controls over reserves manage-
ment; and (5) implementing independent, high-quality
internal audit functions. Central banks have generally
embraced the findings of safeguards assessments, and this
policy has enhanced the IMF’s reputation and credibility as
a prudent lender while helping to improve the operations
and accounting procedures of central banks.
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In April 2005 the Executive Board completed a second
review of the experience of the safeguards assessments pol-
icy and confirmed continued broad support for the policy.'
In concluding its review, the Board (1) recognized that the
existing framework for assessing operations of central banks
was broadly appropriate; (2) agreed that safeguards assess-
ments had a positive impact on central banks’ operations,
including their governance and controls frameworks;

(3) endorsed, as appropriate, a case-by-case approach for
the application of safeguards assessments to the use of IMF
resources provided through EPCA and the modalities for
the conduct of three types of assessments in the future; and
(4) consented to modify the frequency of the safeguards
update papers from semiannual to annual. The next review
of the safeguards policy will take place in three years.

As part of the second review, the Executive Board consid-
ered the findings in a report issued by an independent
panel. This panel, consisting of four deputy central bank
governors from different regions, prepared a report on the
policy, after surveying 27 central banks. The panel’s report
concluded that the safeguards policy has been successful but
suggested a few improvements to the process.

As in previous years, in FY2005 IMF staff continued to
explain the safeguards methodology and the relevance of
the framework to central banks by conducting seminars on
safeguards assessments. Such seminars were held at the Sin-
gapore Training Institute in May 2004 and at the IMF Insti-
tute (Washington, D.C.) in December 2004. As of April 30,
2005, more than 170 officials from 92 countries had
attended these seminars.

Arrears to the IMF

The strengthened cooperative strategy on overdue financial
obligations to the IMF consists of three essential elements:
prevention, intensified collaboration, and remedial
measures.!?

Total overdue financial obligations to the IMF were SDR
2.0 billion at the end of April 2005, a slight decline from
SDR 2.1 billion at the beginning of the financial year (Table
5.5). The main reason for the decline was Iraq’s settlement
of its protracted arrears to the IMF of SDR 55.3 million

on September 22, 2004. Sudan’s arrears to the IMF also
declined as a result of its regular monthly payments in
excess of obligations falling due. At the end of April 2005,

14The report, together with a report by an independent panel and previous
update reports, is available on the IMF website at www.imf.org/external/
fin.htm.

13See Annual Report, 2001, pages 72 and 73, for background on the IMF’s
strengthened cooperative strategy for dealing with arrears.
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(In millions of SDRs; as of April 30, 2005)

By type
General

Department SDR
Total (incl. SAF)! Department Trust Fund PRGF
Liberia 510.7 455.2 25.1 30.4 -
Somalia 2231 204.4 10.8 8.0 -
Sudan 1,058.1 978.8 0.1 79.2 -
Zimbabwe 203.7 122.8 - - 80.9
Total 1,995.6 1,761.2 36.0 117.6 80.9

IStructural Adjustment Facility.

most arrears to the IMF were protracted (outstanding for
more than six months), 44.9 percent of which represented
overdue principal, with the remainder consisting of overdue
charges and interest. More than four-fifths of arrears were
to the GRA and the remainder to the SDR Department and
the PRGF Trust.

The two countries with the largest protracted arrears to the
IMF—Sudan and Liberia—account for 78.6 percent of the
overdue financial obligations to the IMF; Somalia and
Zimbabwe account for the remainder. Under the IMF’s
strengthened cooperative strategy on arrears, remedial meas-
ures have been applied against the countries with protracted
arrears.'® No changes were made in the IMF’s strengthened
cooperative strategy on arrears during FY2005.

The IMF’s Executive Board reviewed the overall arrears
strategy in August 2004 and extended the rights approach
for one more year.!” The Board also conducted several
reviews of individual member countries’ overdue financial
obligations to the IMF during FY2005:

m The Board twice reviewed Liberia’s overdue financial
obligations to the IMF—on October 20, 2004, and
April 20, 2005. During the October review, the Board
urged the authorities to implement a time-bound action
plan to address slippages in fiscal and monetary manage-
ment. During the April review, the Board noted that
Liberia’s record on cooperation with the IMF in terms of
policies and payments had been mixed since the last
review, but agreed that this uneven policy performance
reflected, to a large extent, the difficult post-conflict
recovery and political circumstances. The Board decided

1°For Somalia, the application of remedial measures has been delayed
because of the absence of a functioning central government.

'7Established in 1990, the rights approach permits a member to establish a
track record on policies and payments to the IMF under a rights accumu-
lation program and to earn “rights” to obtain IMF resources under suc-
cessor arrangements following the completion of the program and
settlement of the arrears to the IMF.



that no further remedial measures would be taken at that
time. However, the Board urged the authorities to adopt
and implement at an early date a comprehensive eco-
nomic program that could be monitored by IMF staff
and to increase their monthly payments to the IMF in
light of fiscal and balance of payments developments.

= On December 15,2004, the Board reviewed Sudan’s over-
due financial obligations to the IME. The Board wel-
comed the favorable economic policy performance by
the Sudanese authorities under the 2004 staff-monitored
program, as well as the authorities’ commitment to
increase payments to the IMF to $30 million for 2004.
They urged Sudan to further increase its payments to the
IMF in light of balance of payments developments, taking
into account the fiscal and foreign exchange requirements
of the peace process.

m The Board twice discussed the complaint by the Manag-
ing Director regarding Zimbabwe’s compulsory with-
drawal from the IME.'® On July 7, 2004, the Board urged
the authorities to adopt and implement a comprehensive
adjustment program—including measures on the
exchange rate, monetary and fiscal tightening, and struc-
tural reforms—as a matter of urgency. The Board noted
the resumption of Zimbabwe’s quarterly payments of
$1.5 million to the IME To provide the authorities with a
further opportunity to improve cooperation with the
IMF, the Board decided to again consider the complaint
before January 6, 2005, which was subsequently extended
to February 17, 2005. At its meeting on February 16,
2005, the Board noted Zimbabwe’s payments of
$13.5 million to the IMF since the last review, which,
however, fell short of stabilizing Zimbabwe’s arrears to
the IMF. The Board urged Zimbabwe to make every effort
to increase payments and to resolve its overdue financial
obligations to the IMF. The Board noted Zimbabwe’s ini-
tial steps to arrest the economic decline but considered
them to be insufficient. The Board again urged the
authorities to adopt and implement a comprehensive
adjustment program as a matter of urgency. The Board
decided to further consider the Managing Director’s
complaint within six months or at the time it considered
the 2005 Article IV consultation with Zimbabwe,
whichever is earlier.

18The procedure on Zimbabwe’s compulsory withdrawal from the IMF
(under Article XXVI, Section 2(c) of the Articles of Agreement) was initi-
ated on February 6, 2004.
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As of the end of April 2005, Liberia, Somalia, Sudan, and
Zimbabwe were ineligible under Article XXVI, Section 2(a)
to use the general resources of the IME. In addition,
Zimbabwe had earlier been removed from the list of PRGF-
eligible countries. Declarations of noncooperation—a
further step under the strengthened cooperative arrears
strategy—were in effect for Liberia and Zimbabwe, and their
voting and related rights in the IMF were suspended. In
addition, a complaint with respect to the compulsory with-
drawal of Zimbabwe from the IMF remained outstanding.

Externai audit mechanism

The IMF’s external audit arrangements consist of an
External Audit Committee and an external audit firm.

The External Audit Committee has general oversight of the
external audit function and internal control processes. It
consists of three members selected by the Executive Board
and appointed by the Managing Director. The members
serve for three years, on a staggered basis, and are independ-
ent. Committee members are nationals of different member
countries of the IMF at the time of their appointment and
must possess the qualifications required to carry out the
oversight of the annual audit. The External Audit Commit-
tee generally meets twice a year in Washington and is avail-
able for consultation throughout the year.

The 2005 External Audit Committee members are Mr.
Philippe Adhémar (Chair), Conseiller Maitre a la Cour des
Comptes, France; Mr. Pentti Hakkarainen, Board Member,
Bank of Finland; and Dr. Len Konar, independent consult-
ant, South Africa.

The responsibility for performing the external audit and
issuing the opinion rests with the external audit firm. The
external audit firm is selected by the Executive Board in
consultation with the External Audit Committee and is
appointed by the Managing Director. At the conclusion of
the annual audit, the External Audit Committee transmits
the report issued by the external audit firm, through the
Managing Director and the Executive Board, to the Board
of Governors. In the process, the External Audit Committee
briefs the Executive Board on the results of the audit. The
external audit firm is normally appointed for five years.
Deloitte & Touche LLP is the IMF’s present external
auditor.

The IMF’s financial statements for FY2005 form Appendix
VII of this Annual Report.
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esides offering policy advice to member coun-

tries in connection with its surveillance of their
economies and its lending programs, the IMF provides
technical assistance and training for officials, mostly free
of charge, to developing countries upon request.

The IMF spends about $80 million annually on technical
assistance and training designed to help member countries
build knowledge, skills, and stronger institutions in the
areas in which the Fund has expertise, such as fiscal, mone-
tary, and foreign exchange policies; central banking; finan-
cial regulation and supervision; budgetary management;
and economic statistics. Nearly 70 percent of IMF spending
on technical assistance goes to countries with annual GDP
below $1,000 per capita.

The Fund also cooperates closely with a number of other
providers of technical assistance to leverage its own efforts.
For example, the FIRST Initiative (Financial Sector Reform
and Strengthening), a $53 million multidonor program,
has undertaken 23 projects in close partnership with the
Fund, to which it has committed over $2.6 million. Most of
these projects are aimed at following up on recommenda-
tions made under the joint IMF-World Bank Financial
Sector Assessment Program (FSAP). In total, the FIRST
Initiative has undertaken 46 FSAP-related projects at a cost
of nearly $8 million.

IMF technical assistance is offered by different departments
in the Fund—the Monetary and Financial Systems Depart-
ment and the Fiscal Affairs Department are the biggest
providers—and is coordinated and monitored by the Office
of Technical Assistance Management (OTM) in the Office
of the Managing Director. Training is provided by the IMF
Institute, in collaboration with other departments, at
headquarters, in the field, and through regional training
institutes.

Technical assistance is delivered in a variety of ways. IMF
staff may be sent to member countries to advise govern-
ment and central bank officials on specific issues, or the
Fund may provide specialists on a short- or a long-term
basis. Since 1993, the Fund has provided a small but
increasing part of its technical assistance through regional
centers.

The regional technical assistance centers are guided by
steering committees with representatives from participating
countries and supporting donor agencies, as well as
observers from regional institutions involved in capacity
building. Each country appoints a representative and an
alternate to the committee. Center coordinators, who are
IMF staff members, have responsibility for the day-to-day
management of the centers. With the opening of a new cen-
ter in the Middle East (METAC) in October 2004, five cen-
ters have now been established with the Fund’s assistance:
two in Africa (West AFRITAC, based in Bamako, Mali, and
serving western Africa, and East AFRITAC, based in Dar es
Salaam, Tanzania, and serving eastern Africa), and one each
in the Caribbean (CARTAC) and the Pacific (PFTAC)
regions, in Barbados and Fiji, respectively. Based in Beirut,
Lebanon, METAC serves Afghanistan, Egypt, Iraq, Jordan,
Lebanon, Libya, Sudan, Syria, the West Bank and Gaza, and
Yemen. It focuses on helping post-conflict economies in the
region restore macroeconomic stability and develop basic
institutions for policymaking. In October 2004, the IMF
decided to extend CARTAC’s mandate (which was due to
expire in early 2005) through 2007. CARTAC, which was
established in 2001, provides technical assistance and train-
ing to 20 Caribbean island countries and territories. It is
supported by the IMF and eight bilateral and multilateral
donors.

During FY2005, the Fund expanded its efforts in priority
areas, sought to leverage its resources by cooperating with
other providers of technical assistance and by mobilizing
external funding, and continued to review the effectiveness
of its technical assistance.

Technical assistance delivery in FY2005

Technical assistance efforts were expanded and strength-
ened in FY2005 in a number of priority areas, including
trade facilitation, reflecting how critical trade liberalization
is to low-income countries’ efforts to stimulate growth
(Box 6.1).

The IMF-World Bank Financial Sector Assessment Pro-
gram, which is important in informing IMF surveillance,
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Against a backdrop of prudent macroeconomic policies, a gradualist
approach to structural reform, and political and social cohesiveness,
Slovenia has experienced average annual real GDP growth of about

4 percent and macroeconomic stability since 1995. Thanks to a conser-
vative fiscal policy, which has kept the deficit below 1'% percent of GDP.
and a high private saving rate, its external position is balanced. Its mone-
tary framework has been unorthodox: interest rates were adjusted in
response to inflation dynamics and expectations, while the exchange rate
was managed so as to discourage interest-sensitive capital inflows.

Slovenia joined the European Union on May 1, 2004, and entered the
ERM2 (exchange rate mechanism) on June 28, 2004. Slovenia is well
poised to achieve its goal of adopting the euro in January 2007; it
already complies with all of the Maastricht criteria except for the one on

also supports members’ efforts to build better institutions
in the financial sector (see Chapter 2), in part by providing
a timeline and prioritization for technical assistance after an
assessment is made. The Fund held a seminar in June 2004
to familiarize country officials with FSAP methodologies
and tools.

Following the Executive Board’s discussion in July 2004 of
the Biennial Review of Surveillance, at which Executive
Directors emphasized the need to focus more closely on
exchange rate issues, at a seminar in December 2004, the
Board discussed a staff paper providing guidance to coun-
tries wishing to move from a fixed to a floating exchange
rate, drawing on the experience of countries that have suc-
cessfully made such a transition (see Chapter 2). Follow-
up work has begun on developing practical advice in areas
highlighted by the Board, such as the speed and sequencing
of a move toward floating, measures to avoid disorderly
exits from a fixed exchange rate regime, factors that make
orderly exits durable, and development of an adequate
risk-management system.

Fund staff have held several regional meetings to
disseminate key findings of the staff paper “Monetary
Policy Implementation at Different Stages of Market
Development,” which was discussed by the Board in
November 2004 (see Chapter 2), and seek feedback from
member countries. In March 2005, a regional outreach
meeting for the Pacific Islands was held at the Reserve Bank
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inflation. To further reduce inflation, which declined to 3.6 percent in
2004 from 8 percent, the authorities are maintaining a stringent fiscal
policy, tight monetary conditions, wage moderation, and restraint in
administrative price adjustments.

Slovenia is the only transition country that has not had a Fund-
supported program, although it has received technical assistance. Its
financial sector has been assessed under the Financial Sector Assess-
ment Program (FSAP) and subsequently updated, and the Fund has also
completed a number of Reports on the Observance of Standards and
Codes (ROSCs) for Slovenia.

Slovenia-IMF activities during FY2005

April-May 2004 The Fund provides technical assistance on perform-

ance information to support better budgeting

May 2004 Completion of 2004 Article IV consultation; publi-
cation of Financial Sector Stability Assessment
update, with ROSCs on banking and insurance
supervision

July 2004 Staff visit

November 2004  Technical assistance on recording transactions in
international trade in services

March 2005 Discussions on 2005 Article IV consultation

of Fiji, in cooperation with the Pacific Financial Technical
Assistance Center (PFTAC). A similar event was held in
cooperation with the Caribbean Center for Monetary Stud-
ies in May 2005. Several other activities are planned for
next year, in cooperation with the technical assistance cen-
ters in Africa and the Middle East. The events held so far
confirmed the key conclusions of the study, while allow-
ing Fund staff to appreciate the specific constraints to
monetary policy implementation in countries with
shallow markets. They provided useful material for the
development of a menu of options for monetary policy
implementation in countries at different stages of market
development.

The first phase of the assessment of offshore financial sec-
tors, which began in 2000, was virtually complete by the end
of FY2005, and Anti-Money-Laundering/Combating the
Financing of Terrorism (AML/CFT) assessments were being
complemented with expanded delivery of technical assis-
tance for the areas covered under the revised standard—the
40 + 8 Recommendations of the Financial Action Task
Force (FATF) endorsed by the IMF’s Board in March 2004.
Since 2001, the Fund has conducted numerous awareness-
raising seminars, as well as training workshops, around

the world to sensitize member country authorities to the
international standards on AML/CFT and issues directly
affecting their countries. The Fund’s work on AML/CFT

is undertaken in close collaboration with the FATF, the



FATF-style regional bodies, and the
United Nations.

In the area of data quality and gover-
nance practices, in December 2004,
the IMF posted a Draft Guide on
Resource Revenue Transparency on its
website, seeking comments from the
general public. The Guide is intended
to help countries address the gover-
nance and transparency issues that
arise in managing resource revenues
from extractive industries such as oil,
gas, and mining (see Chapter 2).

In February 2005, the Executive
Board held a seminar on IMF techni-
cal assistance to post-conflict coun-
tries in the monetary and fiscal areas.
Directors noted that the Fund had an
important role to play, in collabora-
tion with country authorities and
other donors, in rebuilding key insti-
tutions to help restore macroeco-
nomic stability and lay the basis for
sustainable growth in such countries.
(See Chapter 3 for a description of
Fund emergency lending in post-
conflict countries.)

One way the IMF measures its tech-
nical assistance is by tracking the
time spent helping countries. In
FY2005 the IMF provided the equiv-

alent of almost 381 person-years of technical assistance. ;
: . : Table 6.1 §
This was 4 percent higher than in FY2004 and over 80 -

person-years higher than a decade ago (300.5 person-years

in FY1995).

Reflecting new needs within program areas, technical
assistance in FY2005 increased for policy reform and

o061

The August 2004 World Trade Organization
(WTO) agreement setting up the negotiation
frameworks and modalities for the Doha
Round of trade talks called on the Fund and
other international agencies to provide tech-
nical assistance for trade facilitation. The
Fund and other agencies subsequently set up
an information network that enables them to
respond efficiently to specific needs for
assistance.

The principal source of the Fund'’s trade-
related technical assistance is the Fiscal
Affairs Department (FAD), which provides
assistance on customs administration mod-
ernization and tariff reform. The Fund’s techni-
cal assistance in customs administration is
strategic in nature, aimed at providing the
overall framework for reform and continuing
oversight, with other donors providing support
on specific aspects. In contrast, technical
assistance in trade policy usually takes the
form of “one-off” missions that often have a
wider tax focus than tariffs alone, given that
countries lowering tariffs must compensate for
reduced trade revenues by strengthening
domestic tax collection. Overall, FAD has seen
a modest increase in trade-related technical
assistance missions in recent years. To varying
degrees, the Fund's regional technical assis-
tance centers also provide help in this area.

Technical assistance and training |

With other international partners, the Fund
has been engaged in a joint effort to promote
the mainstreaming of trade in poverty reduc-
tion strategies and trade-related technical
assistance and capacity building. At the core
of this agenda has been the Fund’s involve-
ment in the Integrated Framework (IF), a
cooperative effort of six agencies—the IMF, the
International Trade Center, the United Nations
Conference on Trade and Development (UNC-
TAD), the United Nations Development Pro-
gram (UNDP), the World Bank, and the World
Trade Organization, which is the chair—with
the participation of bilateral donors and
developing countries. The IF coordinates the
preparation of Diagnostic Trade Integration
Studies in developing countries, often pre-
pared under the leadership of the World Bank
with contributions from the Fund. The studies
identify policy and assistance priorities
(“action matrix”), which are reviewed in
national workshops that include government,
the private sector, and civil society, with the
objective of integrating them into national
development and poverty reduction strate-
gies. The action matrices are presented to
donors for funding, as appropriate, but the IF
also has a small funding capability of its own
for capacity-building projects that require
rapid follow-up. (See Box 2.1 for a discussion
of the Fund’s role in trade policy.)

(Field delivery in person-years)!

FY2004

FY2003 FY2005

Main program areas
Crisis prevention
Poverty reduction

34.9 34.8 27.7
60.8 57.0 58.5

: 143 : : : P Crisis resolution and management 26.3 25.2 23.6
capacllty bulld.mg, including efforts by countries aiming 0 pstconflicyisolation S0 575 SH1
meet international standards and codes and to achieve Regional 412 57.0 63.8
financial sector improvements. Technical assistance for the 44 193.6 2011 2016
Heavily Indebted Poor Countries (HIPC) Initiative

X X K Key policy initiatives and concerns
declined, reflecting the maturing of the program Assistance on standards and codes, excluding FSAP 18.1 21.7 14.8
(Table 6.1). FSAP-related 6.0 9.9 15.4
HIPC-associated 16.8 115 5.7
Of all the regions, sub-Saharan Africa continued to receive Offshore financial centers and AML/CFT 10.4 8.6 11.3
Policy reform/capacity building 142.3 147.4 154.4

the largest, and an increasing, share of IMF technical assis- Other _ 1.9 _
tance. Technical assistance also increased, and has remained
high, in the Asia-Pacific region, in part because of the
assistance provided to post-conflict countries such as
Cambodia and Timor-Leste, and support for reforms in
China, Indonesia, and Mongolia. Technical assistance to
other geographical regions, as well as for interregional

Total 193.6 201.1 201.6

Source: IMF Office of Technical Assistance Management.

Note: FSAP = Financial Sector Assessment Program; HIPC = Heavily Indebted Poor Countries
Initiative; AML/CFT = Anti-Money-Laundering and Combating the Financing of Terrorism.
!Excludes headquarters-based activities related to technical assistance. An effective person-
year of technical assistance is 260 days.
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wnical assistance resources and delivery, FY2001-05

(In effective person-years)?

IMF Institute

The IMF Institute trains officials

FY2001 FY2002 FY2003 FY2004 FY2005 from member Countries through
IMF technical assistance budget 265.5 268.8 262.2 262.1 2834  courses and seminars focused on
Staff 171.8 172.2 174.1 186.1 195.6 .
Headquarters-based consultants 227 232 20.1 206 274  four core areas—macroeconomic
Field experts 710 73.4 68.0 55.4 60.4  management, and financial, fiscal,
External technical assistance resources 77.7 77.8 93.5 105.3 971  and external sector policies. Courses
United Nations Development Program 8.4 9.6 9.6 8.1 68  and seminars are delivered by Insti-
Japan 59.5 56.2 61.9 61.6 52.5
Other cofinanciers 958 120 22,0 35.6 agg  tutestaffand by staff fr‘l)m other IMF
Total technical assistance resources 233 3466 357 3674  3goe  departments, occasionally assisted by
outside academics and experts, at
Technical assistance regional delivery? 275.8 280.0 286.5 291.1 301.4 . sl
Africa 68.2 71.9 72.1 83.8 geo  IMF headquarters in Washington,
Asia and Pacific 57.0 63.1 67.5 69.0 68.2 D.C., and at various overseas loca-
Europe | 30.2 30.3 27.7 - - . . . |
Europe Il 40.8 326 251 _ _ ?101?5. Some pre'ference n accepttlnce
Europe = - - 355 345  is given to officials from developing
Middle East _ 278 224 265 - —  and transition countries.
Middle East and Central Asia - - — 40.1 45.1
Western Hemisphere 23.7 28.0 32.6 26.6 32.7 In FY2005, the IMF Institute, with
Regional and interregional 28.0 31.7 351 36.0 339 .
E g the assistance of other IMF depart-
Technical assistance nonregional delivery® 67.5 66.6 69.2 76.4 79.2 .
ments, delivered 124 courses for
Total technical assistance deli ; 46. 55.7 367.4 ; .
otal technical assistance delivery 343.3 346.6 3565. 380.6 ofﬁc1als, attended by about 3,900
Technical assistance delivery by Fund department articipants (see Tabl About
Fiscal Affairs Department 1119 97.5 943 95.6 g5  participants (see Table 6.3). Abou
Monetary and Financial Systems Department 101.2 115.5 120.0 122.0 1270  two-thirds of this training in terms
Statistics Department 48.2 49.2 55.7 59.0 53.1 of the number of courses, and about
IMF Institute 54.4 56.0 55.4 53.6 57.0 balfs y £ g
Legal Department 15.4 15.5 19.6 23.9 ogg6;  “Ae-Ndll DTS OL Participan’s
Other* 12.2 12.9 10.7 13.3 204 weeks, were provided through the

Source: IMF Office of Technical Assistance Management.

1An effective person-year of technical assistance is 260 days. New definition used since 2001; data adjusted retroactively.
2In FY2004 the former European Il Department was dissolved, and its countries were absorbed by the new European Department

and Middle East and Central Asia Department.

3Indirect technical assistance, including technical assistance policy, management, evaluation, and other related activities.
4Includes the Fund’s Policy Development and Review Department, the Technology and General Services Department, and the

Office of Technical Assistance Management.

projects, remained broadly the same as over the past three

years (see Table 6.2 and Figure 6.1).

The Monetary and Financial Systems Department remained
the largest technical assistance provider among Fund

departments, delivering some 127 person-years of assis-
tance, reflecting the Fund’s financial sector initiatives. The
Fiscal Affairs Department, the IMF’s second-largest tech-
nical assistance provider, increased its delivery level to

99.5 person-years. While the Statistics Department’s techni-
cal assistance delivery was a little lower than in the previous
year, the Legal Department maintained its level of technical
assistance with its continuing involvement in activities to
combat money laundering and the financing of terrorism
(see Table 6.2 and Figure 6.2). During FY2005, the Interna-
tional Capital Markets Department began to provide tech-
nical assistance in the areas of investor relations programs,
certain aspects of liability management, and development of
local capital markets.
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IMPF’s six regional training institutes,
which are located in Austria, Brazil,
China, Singapore, Tunisia, and the
United Arab Emirates (see Table 6.4).
Training in Washington, D.C., where
courses are longer, continued to play
an important role, accounting for
about a third of participant-weeks.
The remainder of the training was at overseas locations out-
side of the IMF regional network, largely as part of ongoing
collaboration between the IMF Institute and national or
regional training programs, and in the form of distance-
learning courses, the latter including residential segments
held in Washington, D.C.

The number of training courses and seminars rose by over
3 percent in FY2005 and the number of participant-weeks
rose by over 4 percent. Almost two-thirds of the increase in
participant-weeks of training reflected an expansion of the
distance-learning program. Two distance-learning courses
were added for African officials, with funding from the
French and U.K. governments. Training delivery in FY2005
was also facilitated by a full year of training at the Joint
Africa Institute following its move from Cote d’Ivoire to
Tunisia in FY2004.

The IMF Institute has continued to pay close attention to
developing its curriculum and adapting its program to the



Technical assistance and training |

Figure 6.1

(As a percent of total regional delivery, in effective person-years)

Regional and
interregional

11%\
Western Pl
Hemisphere f i
11%

Africa
29%

Middle East
and
Central Asia
o Asia and
Europe Pacific
11% 23%

needs of member countries. In FY2005, new courses were
delivered on such topics as Fiscal Decentralization, and
Macroeconomic Management and Debt Issues. The Institute
also delivered its first French-language distance-learning
course, on Financial Programming and Policies, and also
delivered for the first time an Arabic version of the course on
Macroeconomic Management and Financial Sector [ssues.
There was increased training in the area of anti-money-
laundering and combating the financing of terrorism, in
support of IMF initiatives in this area. The Institute has

also continued to provide, both in Washington, D.C., and
through the regional institutes and programs, short seminars
tailored to the needs of high-level officials on key current
issues. In FY2005, the seminars covered topics such as Arab
Economic Integration, Asset Securitization and Structured
Finance, Challenges of Reforming Tax and Customs Admin-
istrations, China’s Foreign Exchange System, and Foreign
Aid and Macroeconomic Management.

External financing

The IMF finances its technical assistance and training
mainly from its own resources, but external financing pro-
vides an important complement. External financing is
provided in the form of grants, mainly under the IMF’s
Framework Administered Account for Technical Assistance
Activities but also through cost-sharing arrangements with
the United Nations Development Program (UNDP) and, in
a small number of cases, direct reimbursement arrange-
ments. In FY2005, three new subaccounts were established

Other
Legal departments
5%
Department
6% Fiscal Affairs
Department
26%

IMF Institute
15%

rdl

Statistics

Department Monetary and
14% Financial Systems
Department
34%

under the umbrella Framework Administered Account, for
a total of 19 subaccounts. The three new subaccounts were
the Middle East Regional Technical Assistance Center Sub-
account, the Technical Assistance Subaccount to Support
Macroeconomic and Financial Policy Formulation and
Management, and the Spain Technical Assistance Sub-
account. These subaccounts now include five multidonor
subaccounts to support the PFTAC, the AFRITACs,
METAC, technical assistance to Iraq, and technical assis-
tance for macroeconomic and financial policy formulation
and management.

In FY2005, external financing accounted for 26 percent of
total assistance delivered by the IMF. Japan remained the
largest single donor, providing some 54 percent of all
external finance for technical assistance. Other bilateral
donors were Australia, Austria, Brazil, Canada, China,
Denmark, Finland, France, Germany, India, Ireland, Italy,
Luxembourg, the Netherlands, New Zealand, Norway,
Portugal, the Russian Federation, Singapore, Sweden,
Switzerland, the United Kingdom, and the United States.
Multilateral donors were the African Development Bank, the
Arab Monetary Fund, the Asian Development Bank, the
European Commission, the Inter-American Development
Bank, the United Nations, the UNDP, and the World Bank.

Reviewing and enhancing effectiveness

In FY2005, the IMF’s Independent Evaluation Office (IEO)
completed a report on the Fund’s technical assistance pro-
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As recognized in the IEO report, the
Fund has been taking steps in these

FY2005

FXa001 frenns it FIZ00% areas, for instance with the intro-
Headquarters training duction of departmental technical
Courses and seminars 21 18 20 18 20 i P
Participants 760 695 698 614 713 assistance strategy notes, a planned
Participant-weeks 3,584 2,718 3,009 2,764 2,900 pilot to provide technical assistance
Regional training institutes and programs! summaries in selected Article IV
Courses and seminars 64 73 73 82 85 reports, the launch of the technical
Participants 1,998 2,291 2,302 2,607 2,572 e 1 i
Participant-weeks 3,691 4,261 3,969 4,449 4500  assistance evaluation program in

2003, and the development of the
Other overseas training R . K
Courses and seminars 19 16 17 18 16  Fund-wide Technical Assistance
ia“?CipamS ) 1828 ggg ggg 3251) gg; Information Management System
articipant-weeks )

P (TAIMS—see Box 6.2). At the same
Distance learning® time, however, improving the effec-
Courses 1 3 3 2 8 . . .

Participants 40 120 110 72 112 tiveness of technical assistance
Participant-weeks 166 551 490 344 607 remains a challenge, and Directors
Total courses and seminars 105 110 113 120 124 considered how the IEO’s six major
Total participants 3,367 3,545 3,606 3,844 3904  recommendations could advance
Total participant-weeks 8,491 8,358 8,367 8,506 8,872

this effort:

Source: IMF Institute.

lincludes Joint Vienna Institute (established in 1992), IMF-Singapore Regional Training Institute (1998), IMF-AMF (Arab Mone-
tary Fund) Regional Training Program in the United Arab Emirates (1999), Joint Africa Institute in Cote d'lvoire and Tunisia
(1999), Joint China-IMF Training Program (2000), and Joint Regional Training Center for Latin America in Brazil (2001). Data do
not include courses offered by the African Development Bank and the World Bank at the Joint Africa Institute, or those offered by

the Austrian authorities at the Joint Vienna Institute.

2To avoid double counting, only the residential segment is counted in the number of courses and seminars and the number of
participants. Participant-weeks include both the distance and the residential segments. In FY2005, four distance segments were

completed. The residential segment for one of these courses will take place in FY2006.

gram (see Chapter 7 for a more detailed description of
[EO’s responsibilities and activities), and OTM commis-
sioned an independent evaluation of the AFRITACs as part
of its formal evaluation program, which was launched in
April 2003 (see Table 6.5 for other evaluations planned
during FY2006-07).

IEO evaluation of technical assistance

In February 2005, the Executive Board reviewed the IEO’s
report on the Fund’s technical assistance (TA) program.
Directors highlighted the increasingly important role that
Fund technical assistance plays in responding to the diverse
needs of member countries, particularly in the areas of pol-
icy design and implementation, and capacity building. They
concurred that the Fund’s key strengths in providing tech-
nical assistance were its ability to respond quickly, to tailor
advice to members’ circumstances, and to produce high-
quality analysis based on effective quality control. As for
areas for improvement, there was a need to introduce a
more medium-term perspective for setting technical assis-
tance strategy and priorities; strengthen the tracking and
evaluation of technical assistance implementation and
results; enhance country ownership; and revisit the need for
prioritization filters.
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m Recommendation 1. The IMF
should develop a medium-term
country policy framework for set-
ting TA priorities, incorporating
country-specific strategic direc-
tions and linked to more system-
atic assessments of factors
underlying past performance.

» Recommendation 2. The IMF should develop more
systematic approaches to track progress on major
TA activities and to identify reasons behind major
shortfalls.

s Recommendations 3 and 4. Greater involvement by the
authorities and counterparts in the design of TA activities
and arrangements for follow-up should be emphasized as
a signal of ownership and commitment. Stronger efforts
should be made by TA experts to identify options and
discuss alternatives with local officials prior to drafting
TA recommendations.

m Recommendation 5. The program of ex post evaluations
of TA should be widened and more systematic proce-
dures of disseminating lessons put in place, thereby
strengthening recent trends, including through periodic
stocktaking exercises and regular reviews.

m Recommendation 6. The prioritization filters should be
discontinued or replaced by ones that would more effec-
tively guide TA allocation.

Directors agreed with the recommendation that the IMF
should develop a medium-term country policy framework
for setting technical assistance priorities that incorporates
country-specific strategic directions and is linked to the
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Table 6.4 , _

Date
established  Location Cosponsors Intended participant countries
Joint Vienna Institute 1992 Austria Austrian authorities, European Bank for Transition countries in Europe
Reconstruction and Development, Organization and Asia
for Economic Cooperation and Development,
World Bank, and World Trade Organization®
IMF-Singapore Regional Training Institute 1998 Singapore Government of Singapore Developing and transition
countries in Asia and the Pacific
IMF-AMF Regional Training Program 1999 United Arab Emirates ~ Arab Monetary Fund Member countries of the Arab
Monetary Fund
Joint Africa Institute? 1999 Tunisia African Development Bank, World Bank African countries
Joint China-IMF Training Program 2000 China People’s Bank of China China
Joint Regional Training Center for Latin America 2001 Brazil Government of Brazil Latin American countries

1A number of other European countries and the European Union, although not formal sponsors of the Joint Vienna Institute, provide financial support.
2In 2003, the Joint Africa Institute shifted its operations temporarily from Cote d'lvoire to Tunisia, owing to the security situation in Cote d'Ivoire.

more systematic assessment of factors underlying past
performance. In particular, most Directors agreed that

the Poverty Reduction Strategy Papers drawn up by
low-income countries (see Chapter 4) should serve as a
vehicle for identifying medium-term technical assistance
needs and improving coordination among various agen-
cies. Directors also saw value in the evolution of annual
Resource Allocation Plans (RAPs) toward a multiyear
framework, consistent with the IMF’s move to a three-year
budget framework; in area departments taking a central
role in developing country frameworks that would help
prioritize technical assistance needs; and in the Fund’s
resident representatives in member countries also con-
tributing to the identification of technical assistance needs
and the monitoring of delivery. Such a framework would
allow a comparison of needs for technical assistance
across sectors and countries, and enhance the Fund’s
ability to meet them. It would also provide a means of
identifying emerging pressure points that might call for a
reallocation of resources across the Fund’s departments

Subject of evaluation report

Financial year

TA on tax policy in countries facing a loss of revenue as a result of 2006
trade and tariff reform

Capacity-building TA in four selected countries in the monetary and

financial systems area

TA in anti-money-laundering and combating the financing of terrorism 2007

Revenue administration—TA to Middle Eastern countries
Revenue administration—TA to Southeast Asia

General Data Dissemination System (GDDS)—Regional technical
assistance projects

that provide technical assistance. Prioritization of the

uses of resources should flow from a shared vision of the
Fund’s overall medium-term objectives, while the Fund
should retain the flexibility to respond to members’
urgent needs. Functional departments should remain
responsible for ensuring the quality of technical assistance
and for devising technical assistance strategies in their
sectors, as well as for the choice of the most effective way
of delivery. In this context, Directors generally supported
the view that country authorities should ultimately be
responsible for coordinating technical assistance, although
the Fund might need to work more closely with other
agencies and donors in cases of weak capacity in member
countries.

Directors also supported the recommendation that IMF
staft and the authorities agree at the outset of major techni-
cal assistance projects on measurable indicators of progress.
They noted that TAIMS could become the vehicle through
which enhanced, transparent, and standardized monitoring
practices are implemented across the institution.

Greater involvement by the authorities and counterparts in
the design of technical assistance activities and arrange-
ments for follow-up should be emphasized as a signal of
ownership and commitment. Stronger efforts should be
made by technical assistance experts to identify options and
discuss alternatives with local officials prior to drafting
technical assistance recommendations. Directors concurred
that greater involvement and ownership by the recipient
authorities and discussion of options were crucial to greater
technical assistance effectiveness and to enhancement of
local capacity.

Directors recommended that the program of ex post
evaluations of technical assistance be widened, and more
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EEZXE] rechnical Assistance Information Management System (TAIMS)

During FY2005, the IMF launched the first
phase of TAIMS, a multiyear information tech-
nology project that will bring industry best
practices to the Fund in the delivery and man-
agement of technical assistance. It will also
provide the Fund with the tool it needs for the
effective management of resources, projects,
and donor relations; medium-term planning;
and integrated monitoring and evaluation.

A standard Fund-wide system, TAIMS is being
deployed in three phases to provide a consis-
tent, easily accessible, and integrated view of
the Fund’s technical assistance activities
across departments. It will provide the basis
for reporting to management and the Execu-
tive Board on technical assistance activities
and, eventually, outcomes.

TAIMS Phase | deploys a Fund-wide, stan-
dard, computer-supported technical assis-
tance information and monitoring system
that consolidates information on technical
assistance projects from existing databases.
Additional information (such as a general

definition of projects, their objectives and
outputs, activities, and scheduled monitoring
events) is also collected during this phase.
The system provides both a narrative
description of projects and data on resource
use and costs.

TAIMS Phase Il will focus on improving the
medium-term planning of technical assis-
tance to better incorporate policy and man-
agement prioritization in the planning
process. The goal is to enable the Fund to
forecast its future resource needs. Tools will
be created to facilitate the Resource Alloca-
tion Planning (RAP) process.

TAIMS Phase lll, subject to management’s
approval, will aim at creating tools and sup-
porting work practices to evaluate the effec-
tiveness of the Fund’s technical assistance
over the medium term. It will build on the
monitoring and planning tools created in
Phases | and Il to improve the effectiveness
of the Fund’s technical assistance, as well as
on the TAIMS database.

tics, and tax administration. They
were evaluated in FY2005, at the
behest of OTM, by a three-person
team of independent consultants
specializing in public economics,
financial management, and evalua-
tion techniques.

The evaluation found that the
AFRITACs provided an effective
delivery vehicle for capacity build-
ing. They distinguish themselves
from other delivery modes by
superiority in responsiveness to
client needs, proximity to member
countries, quick response time,
familiarity with local context and
issues, and relevant leadership. For
the most part, the two centers, which
have a demand-driven approach
based on in-depth consultations
with member countries, have
achieved their objectives. Respon-
dents to a questionnaire noted that

systematic procedures of disseminating lessons put in
place, thereby strengthening recent trends at the Fund,
including through periodic stocktaking exercises and regu-
lar reviews. Directors agreed that external evaluations were
a useful tool to enhance accountability and provide a fresh
perspective.

It was also stressed that, given the low-income countries’
pressing needs for technical assistance in the context of the
Millennium Development Goals, implementation of the
report’s recommendations should not involve any reduction
in the volume of technical assistance delivered to these
members.

Evaluation of the AFRITACs

The IMF’s regional technical assistance centers in eastern
and western Africa were established in 2002 and 2003,
respectively, for the purpose of strengthening the capacity
of sub-Saharan countries to design and implement poverty
reduction policies and to improve the coordination of
capacity-building technical assistance in the PRSP process.
The AFRITACs have provided technical assistance and
training in a range of subjects, including banking and
microfinance supervision, customs administration, debt
and financial markets, monetary operations, public
expenditure management, revenue administration, statis-
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the AFRITAC model enhanced coun-

try ownership, increased regional

solidarity, kept donors better
informed about country circumstances and needs,
enhanced staff accountability, and increased the use of
African experts. The AFRITACs’ delivery approach also
seems to be relatively cost effective and the centers are well
managed. Member governments have supported the cen-
ters. The main area for improvement is in monitoring and
evaluation, where there is a lack of performance indicators.
The AFRITACs have worked closely with such regional
organizations as the African Capacity Building Foundation
and AFRISTAT (Economic and Statistical Observatory for
sub-Saharan Africa), and aim at developing further their
relationships with the Macroeconomic and Financial Man-
agement Institute for Eastern and Southern Africa and the
Joint Africa Institute.

The evaluation made a number of recommendations,
including the following: beneficiary countries should
adopt comprehensive capacity-building programs as part
of their Poverty Reduction Strategy Papers; beneficiary
agencies should prepare plans, with help from the IMF, for
developing staff resources and institutional capacity; coun-
tries’ representation on the Steering Committee should
reflect their technical assistance needs; workshop partici-
pants should be carefully selected and required to share the
knowledge acquired with colleagues from their own and
related agencies; the IMF should engage a short-term
expert to assist in the elaboration of performance indica-



tors and of a logical framework approach for evaluating
AFRITAC outputs yearly, at a minimum; and the
AFRITAC: should continue to promote African expertise
by recruiting resident and short-term experts on the conti-
nent, preparing local individuals to provide training, and
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intensifying their cooperation with regional institutions. In
April 2005, the Steering Committees of the two AFRITACs
endorsed the independent evaluation report and decided
to develop an action plan to implement its major
recommendations.
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‘ he IMF is accountable to the governments of its

‘s member countries, which appoint its Board of Gov-
ernors and appoint or elect its Executive Directors, who sit
on the Executive Board.

The Board of Governors, the highest decision-making body
of the IMF, consists of one governor and one alternate gov-
ernor from each of the IMF’s 184 member countries. The
governor is usually the member country’s minister of
finance or the head of its central bank. All governors meet
once a year at the IMF-World Bank Annual Meetings.

There are two committees of governors that represent the
whole membership. The International Monetary and Finan-
cial Committee (IMFC) is an advisory body composed of 24
IMF governors (or their alternates) representing the same
countries or constituencies (groups of countries) as the 24
Directors who make up the IMF’s Executive Board. The
IMFC normally meets twice a year, in March/April and at
the time of the Annual Meetings in September/October. Its
responsibilities include providing guidance to the Executive
Board and advising, and reporting to, the Board of Gover-
nors on issues related to the management of the interna-
tional monetary system. The current Chair of the IMFC is
Mr. Gordon Brown, Chancellor of the Exchequer of the
United Kingdom. The Development Committee (formally,
the Joint Ministerial Committee of the Boards of Governors
of the World Bank and the IMF on the Transfer of Real
Resources to Developing Countries) is a joint World
Bank-IMF body composed of 24 World Bank or IMF gover-
nors or their alternates. The Committee serves as a forum
that helps build intergovernmental consensus on develop-
ment issues, including on the financial resources required
for promoting economic development in developing coun-
tries. It usually meets twice a year, following the IMFC
meetings. Both committees generally summarize their
meetings in communiqués, which are published on the
IMF’s website (see Appendix V).

The day-to-day oversight of the work of the IMF is con-
ducted at its Washington, D.C., headquarters by its Exect-
tive Board; this work is guided by the IMFC and supported
by the IMF’s staff. The Managing Director is Chair of the
Executive Board and head of the IMF staff; he is assisted by
a First Deputy Managing Director and two other Deputy
Managing Directors. The Executive Board, which consists of

24 Directors, has a central role in policy formulation and
decision making in the IMF, and exercises all the powers for
conducting the institution’s business except those that the
Articles of Agreement reserve for the Board of Governors or
the Managing Director. The Board meets in “continuous
session,” that is, as often as the business at hand requires,
usually for three full days each week. In calendar 2004, total
Board meeting time amounted to about 500 hours. The
Board held 265 formal meetings (including those in which
decisions are made), 9 informal seminars, and 91 other
informal meetings, including committee meetings. The
Board spent 55 percent of its time on member country mat-
ters (mainly Article IV consultations and reviews and
approvals of IMF financing arrangements); 22 percent of its
time on global and regional surveillance and general policy
issues (such as the world economic outlook, global financial
stability, IMF financial resources, strengthening the interna-
tional financial system, the debt situation, low-income
countries, and issues related to IMF lending facilities and
program design); and the remaining time on committees
and administrative and other matters.

Each member country’s voting power in the Fund is deter-
mined by its quota (which broadly reflects each country’s
relative economic size and also helps to determine the
amounts it can borrow) and by the basic votes that are dis-
tributed equally among all members (for more information
about quotas, see www.imf.org/external/np/exr/facts/
quotas.htm). Under the IMF’s Articles of Agreement, general
reviews of quotas are conducted at intervals of not more
than five years. The Fund is currently in the period of the
Thirteenth General Review of Quotas, which must be con-
cluded by January 2008. In this context, the Executive Board
has had a number of discussions on issues relating to the
distribution of quotas and members’ voice and participa-
tion in the Fund (see Box 7.1).

The IMF is committed to meeting the highest standards of
internal management and control, and several important
initiatives are under way in this regard. Further reforms of
the Fund’s internal budget process have been launched with
the ultimate aim of establishing a medium-term, output-
oriented budget system. (See “Administrative and capital
budgets” below and the Overview for more details.) In
FY2005, the Fund began a comprehensive review of its
employment framework, compensation, and benefits, draw-
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On January 30, 2003, the IMF’s Board of Gov-
ernors adopted a resolution concluding the
Twelfth General Review of Quotas without pro-
posing an increase in IMF quotas. The resolu-
tion also noted the Executive Board’s
intention during the Thirteenth General Review
“to monitor closely and assess the adequacy
of Fund resources, to consider measures to
achieve a distribution of quotas that reflects
developments in the world economy, and to
consider measures to strengthen the gover-
nance of the Fund.” Under the IMF's Articles of
Agreement, general reviews of quotas are to
be conducted at intervals of not more than
five years; the Thirteenth Review will therefore
need to be concluded by January 2008.

On July 31, 2003, the Executive Board consid-
ered issues related to the distribution of IMF
quotas—including quota formulas—and voting
power. Most Directors saw considerable merit
in a package approach including elements that
would benefit the membership as a whole.
Such a package would involve a general quota
increase with a relatively large selective ele-
ment allocated by means of a new quota
formula; ad hoc quota increases aimed at
addressing the cases of countries whose quo-
tas were most clearly out of line with the rela-

tive size of the economies; and an increase in
basic votes aimed specifically at correcting the
erosion of the voting power of the smallest
members.! Based on the IMF's liquidity posi-
tion and regular monitoring of the adequacy of
IMF resources, most Directors believed that
there was no need for a quota increase.
Updated illustrative quota calculations were
provided to the Board in August 2004.

The Executive Board has taken a number of
actions in recent years to enhance the admin-
istrative and technical capacity of the devel-
oping and transition countries’ Executive
Directors to participate fully and effectively in
the IMF's decision-making processes. In April
2003, the Executive Board decided to allow
the Executive Directors from sub-Saharan
Africa, who had the largest constituencies, to
add three new staff members to their offices.

The Executive Directors have also advanced
their work in several other areas aimed at
enhancing capacity in Executive Directors’
offices, particularly those of developing and
transition countries. These recent and ongoing
initiatives include an agreement to make
available informal voluntary guidelines on the
qualifications and duties of personnel in the

offices of the Executive Directors; to provide
additional training for new members of Execu-
tive Directors’ staff on a regular basis; to
explore ways in which new technology could
facilitate close and effective communication
with authorities in capitals; and to strengthen
efforts to provide incoming Board members
and their staff with timely and comprehensive
information on Board procedures and Fund
policies.

A status report by the IMF’s Executive Board
on quotas, voice, and representation? was
provided to the IMFC for its October 2, 2004,
meeting. In taking note of the report, the IMFC
encouraged the Board “to consider further
issues of voice, quotas, and participation, not-
ing as the Board agreed, that progress will
require broad consensus among the share-
holders.” On this issue, the Committee also
recommended the completion of the ratifica-
tion of the Fourth Amendment (see IMFC
Communiqué, October 2, 2004).

1An increase in basic votes would require an
amendment of the Articles of Agreement.

2Available at www.imf.org/external/np/fin/

2004/eng/092204.htm.

ing on external expertise. It also undertook a review of the
resident representative program.

Administrative and capital budgets

The IMF’s administrative budget provides funds for person-
nel costs, travel, and other recurrent expenses. It covers the
period May 1 through April 30 and is approved by the
Executive Board on both a gross and a net basis. The gross
budget includes expenditures that are funded from
receipts—mainly external donor contributions for capacity
building (technical assistance and training of member
country officials). The net budget covers only those expen-
ditures that are funded from the net income of IMF opera-
tions. In addition to limits on gross and net expenditures,
the Executive Board sets a ceiling on full-time (both open-
ended and limited-term) staff positions.

The Board also approves three-year budget appropriations
for capital projects starting in the forthcoming financial
year. Capital projects comprise building facilities, including
regulatory-mandated and security-related upgrades, and
information technology (IT) projects. The reforms to capi-
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tal budget procedures introduced in FY2003 shifted from a
system of annual appropriations for separate stages of capi-
tal projects to full appropriation at the beginning of a proj-
ect, giving authorization to spend up to that amount over
the next three fiscal years; funds not spent within this time
frame lapse, unless reappropriated by the Board.

The IMF’s net administrative expenses are funded from its
operational income, which includes charges on the use of
Fund resources. The rate of charge depends mainly on the
income outlook—itself determined largely by the level of
Fund credit outstanding and the SDR interest rate—but
also on the level of expenses (see Chapter 5, “Financial
operations and policies”). At the time of the Board consid-
eration of the FY2006 budget in April 2005, it was estimated
that the administrative and capital budgets for FY2006, rela-
tive to the FY2005 outturn, would contribute an additional
4 basis points to the rate of charge set for FY2006, all else
held constant.

Background

Following an external review in the summer of 2001, the
IMF began to modernize its internal budgetary procedures



and practices with a view to adopting
an output-focused medium-term
budget system, along the lines of
those that have evolved in the public
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(In millions of U.S. dollars)
Financial year

Financial year

Financial year  Financial year  Financial year

. . . ended ended ended ended ending
sectors of many industrial countries. April 30,2003:  April 30,2004: April 30,2005: April 30, 2005: April 30, 2006:
The IMF has now shifted to dollar Actual expenses Actual expenses Budget Actual expenses Budget
budgeting, while retaining a limit on ~ Administrative budget
B b £ f L. d Personnel expenses
the number of staft positions, an Salaries 337.1 355.9 373.8 375.2 395.72
has established a top-down dollar Benefits and other expenses ~ 191.3 200.3 259.9 259.5 263.8
limit on the size of the administrative Sutotal L 556.2 633.7 S 6a0LE
budget. Departmental business plans ~ Other expenses
: Travel 79.9 91.5 97.6 90.2 99.4
have been introduced, both for the Other expenses 155.7 158.4 1738 167.3 1779
direct delivery of services to member Subtotal 235.6 249.9 271.4% 257.5 2717.3
countries and, in the case of support  Total administrative
departments, for the provision of budget (gross) 764.0 806.1 905.1 892.2 937.0
P . i P Receipts (44.1) (58.5) (55.5) (66.1) (60.9)
services to other departments.
Total administrative
budget (net) 719.9 741.6 849.6 826.1 876.1

A principal recommendation of the

external review was that the Fund
should put in place a medium-term
strategy. Work began on developing
such a strategy toward the end of
2004. However, pending its comple-
tion, and given that two major
expenditure reviews are under way,! the administrative
budget for FY2006 was formulated as a transitional
arrangement.

Nonetheless, other budget reforms were introduced during
FY2005:

= A new time-reporting system (TRS) was implemented to
reduce the number of activity codes and adapt them to
better match the IMF’s primary outputs.

= A new cost allocation system, complementing the TRS,
was put in place to assign staff and nonstaff costs to pri-
mary outputs.

= Activity indicators were introduced on a pilot basis for
certain IMF activities.

These measures have been supported by an improved com-
puterized management information system. Further devel-
opment of the information system is planned.

Budgets and actual expenditures in FY2005

The IMF’s administrative budget for the financial year that
ended April 30,2005 (FY2005) authorized total expenditure
of $905.1 million ($849.6 million net of receipts). The
FY2005 capital budget made provision for expenditures of

'The Employment Framework, Compensation, and Benefits Review and
the Review of Information Technology together cover areas of expenditure
that account for more than 75 percent of the total administrative budget.

Note: Figures may not add because of rounding.

IAdministrative budgets as approved by the Board for the financial years ending April 30, 2005, and April 30, 2006, compared
with actual expenses for the financial years ended April 30, 2003; April 30, 2004; and April 30, 2005.

2Includes $1 million in contingency reserves for salaries.

3Includes $2 million in contingency reserves—$1 million for travel and $1 million for other expenditures.

$31.8 million over three years on new projects commencing
in FY2005, of which $8.1 million was for building facilities,
including security-related upgrades, and $23.7 million for
information technology projects.

The outturn on the administrative budget for FY2005
amounted to $892.2 million on a gross basis, $12.9 million
(1.4 percent) less than budgeted. This gap reflects under-
spending of $6.4 million in travel and $5.5 million for other
expenditures. Personnel expenditures were $1 million above
budget, after taking into account an acceleration of planned
payments into the Staff Retirement Plan and a retroactive pay
adjustment, which more than outweighed the effect of lower-
than-anticipated staffing levels. Receipts were larger than
projected, in part because of an unbudgeted one-off refund
of $3 million received under the Medical Benefits Plan. In
addition, disbursements from donors for the financing of
technical assistance and travel rebates were higher than pro-
jected. Further information on the actual expenditures of the
administrative budgets for FY2003 through FY2005 and bud-
geted expenditures for FY2006 is provided in Table 7.1.

The available activity indicators, as well as input data on
travel, expert assignments, and staff members, suggest a
modest increase in activities related to capacity building
during FY2005, partly as a result of increased external
financing for technical assistance. The data also suggest a
small shift of resources from work on the use of Fund
resources to surveillance, because there were four fewer
Fund-supported financial programs or cases of countries
being near such programs than in FY2004. Work on standard
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The construction of a second IMF headquarters building (HQ2),
adjacent to the existing headquarters, was nearly complete at the
end of FY2005, and occupancy was completed in June 2005. Com-
pletion ahead of schedule allowed the Fund to terminate leases at
the International Square building seven months earlier than origi-
nally planned. With the termination also of the IMF's lease at 1776
G Street in December 2005 and the move of staff to headquarters,
the entire Fund staff will be accommodated completely in Fund-
owned space and within a single headquarters complex for the first
time since 1983.The HQ2 building is a modern, light-filled structure
with extensive use of glass to create an open and attractive office
environment. At the same time, the building is designed for
enhanced security with reinforced concrete, strengthened glass, and
air filtration. Other features include a large conference facility and
mini-atria on office floors for informal meetings.

The new HQ2 building incorporates the advanced technology known
as Internet Protocol Telephony, or IPT, which allows organizations to
use existing computer networks for voice communications, thereby
lowering costs while facilitating the expansion of the range of serv-
ices, such as audio and video conferencing. This technology will be
made available throughout the Fund by end-2005.

setting and policy development, research, and operation of
the international monetary system was broadly stable.

As noted earlier, information is also available on the cost of
providing the Fund’s primary outputs. However, a strict
comparison between FY2004 and FY2005 is problematic
because of the previously mentioned changeover to the new
time-reporting system. While the new system allowed staff
time to be linked more accurately to primary outputs, it
also resulted in some discrete shifts in time recorded on
those outputs, which reflect data refinement rather than
shifts in real resources.

Total capital spending in FY2005 was within the relevant
approved budgets. Expenditures of $126.0 million were
funded in line with new appropriations from the FY2005
budget, as well as appropriations from previous capital
budgets. In particular, total spending on the Headquarters 2
building project remained within the $149.3 million multi-
year budget approved by the Executive Board. The building
was opened to staff in May 2005—eight months ahead of
the original schedule (Box 7.2).

Budgets for FY2006

On April 22, 2005, the Executive Board approved a gross
administrative budget of $937 million and a net administra-
tive budget of $876.1 million, implying a nominal increase
of 3.5 percent in gross terms (3.1 percent in net terms) over
the FY2005 approved budget. The Board also approved an
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unchanged ceiling of 2,802 full-time staff positions for
FY2006.

As noted, the administrative budget was formulated as a
transitional arrangement. Within a zero-real-growth top-
down constraint, priority was given to further enhancing
the effectiveness of surveillance, following the recommen-
dations of the July 2004 Biennial Review of Surveillance,
and to strengthening the IMF’s support for low-income
member countries. Accordingly, the FY2006 budget
increases resources devoted to surveillance, with emphasis
on the financial sector and low-income countries (particu-
larly in Africa), and to work on Fund lending programs.

A broadly stable allocation of resources for the delivery of
technical assistance and training to member country offi-
cials is also planned. The IMF’s ability to deliver these
capacity-building services is increasingly dependent on the
availability of external funding from donors. Figure 7.1
shows the projected share of resources by primary output
category under the FY2006 gross administrative budget.

The necessary reallocation of funds within the budget is
being wholly accommodated through redeployment of staff
positions and dollar resources—mainly from support to
primary activities. Over the past four years, more than 50
full-time staff positions have been redeployed from support
to frontline activities, enabling the IMF to raise the delivery
of its primary outputs within a broadly unchanged employ-
ment ceiling.

In terms of input costs, the FY2006 administrative budget
allows for a 3.6 percent structural salary adjustment and
provisions for additional expenditures on security, based on
recommendations of the U.S. Secret Service (Box 7.3). For
the second successive year, it incorporates declines (in real
terms) in dollar provisions for the travel and building and
other expenses categories. Some elements of individual
budget accounts that have not been used in recent years
were eliminated.

The medium-term capital plan for FY2006-08, which covers
all new capital projects scheduled to start in each of the next
three years, is also of a transitional nature, pending comple-
tion of the above-mentioned reviews. The FY2006-08 capi-
tal plan allows for $148.3 million in capital spending,
compared with $122.9 million for the FY2005-07 plan
approved in FY2004. The increase is more than accounted
for by the cost of security-related projects, totaling about
$30 million over the next three years. Part of the cost of
these security projects has been accommodated within the
plan by rephasing or delaying other facilities projects. For
information technology (IT), the highest priority is the cre-

*The budget document can be accessed electronically at www.imf.org/
external/np/pp/eng/2005/040105.htm.



Governance and management of the IMF | 7

On August 1, 2004, citing threats by an international terrorist group
against the financial services sector in New York City, northern New
Jersey, and Washington, D.C., the U.S. Department of Homeland
Security raised the domestic security threat level for these areas,
which included IMF headquarters. The IMF immediately put in place
enhanced security measures, which law enforcement authorities
considered appropriate, and Fund security staff remained in continu-
ous contact with the investigative law enforcement agencies. On
November 17,2004, the U.S. authorities reduced the terrorism
threat level for the financial services sector in the three areas, noting
the enhanced permanent security measures adopted by the Fund
and the other institutions. Further physical security enhancements
are planned for FY2006.

ation of back-up facilities to ensure availability of all critical
systems in the case of a serious disruption.

Within this medium-term plan, capital spending in FY2006
is budgeted at $52.5 million, of which $28.5 million is for
building facilities and $24.0 million for IT projects.

The medium-term budgetary framework

In addition to approving the administrative and capital
budgets for the upcoming financial year, beginning in
FY2002 the Executive Board was asked to take note each
year of the medium-term expenditure framework (MTEF).
The MTEF provided a “top-down” reference for administra-
tive expenditures for the current and each of the following
two financial years. It reflected the cost of policies, with the
number of staff positions unchanged and allowing for pro-
jected price increases in the main inputs—personnel costs,
travel, and other expenditures.

As part of the budget reform program, the MTEF will
become a more comprehensive medium-term budgetary
framework (MTBF). Pending completion of the IMF’s
medium-term strategy, an initial MTBF for FY2007 and
FY2008 has been formulated mainly for illustrative pur-
poses. The application of the assumed price increases for
the Fund’s main inputs, after allowing for the extra costs
of holding the next Annual Meetings in Singapore ($5 mil-
lion), yields annual increases in gross and net administra-
tive budgets of 4.4 percent and 3.3 percent in FY2007 and
FY2008, respectively.

Human resources

The Managing Director appoints a staff whose sole respon-
sibility is to the IME The efficiency and technical compe-
tence of the IMF staff are expected to be, as stated in the

(As percent of gross administrative budget)*

Policy development, research, and operation
of the international monetary system
7.5% Standard setter/provider
of standardized information

6.0%

Capacity building
26.9%

i

Surveillance
30.0%

Use of Fund resources
29.6%

Source: Office of Budget and Planning.
Note: Primary outputs are defined as follows:
Policy development, research, and operation of the international monetary system:
Multilateral surveillance (including World Economic Outlook and Global Financial
Stability Report); collaboration with other bodies on international financial issues;
operation/reform of the IMFC, Development Committee, and related bodies.
Standard setter/provider of standardized information: Dissemination of and
research on Fund-developed standards and statistical information; compilation and
dissemination of standardized statistics; development of statistical policies and
methodologies.
Survelllance: Bilateral and regional surveillance. The Article IV consultation process;
related policy advice; strengthened surveillance for monitoring and signaling pur-
poses; analytical work, research, and policy development; Financial Sector Assess-
ment Program, offshore financial centers and anti-money-laundering/combating the
financing of terrorism assessments; Reports on the Observance of Standards and
Codes.
Use of Fund resources: Operational activities related to the use of General
Resources Account; the use of Poverty Reduction and Growth Facility and the
enhanced Heavily Indebted Poor Countries Initiative; research, assessment (includ-
ing ex post assessments), and policy development; monitoring/assessment of Fund
liquidity and PRGF/HIPC financing; safeguarding Fund resources.
Capacity building: Provision of technical assistance (TA) and external training; col-
laboration with other providers of TA and sources of financing; monitoring, assess-
ment, and related research.
1Excluding governance—that is, activities that provide services to the departments
that deliver primary outputs or service the governance structure of the Fund.

Articles of Agreement, of the “highest standards.” Subject to
“the paramount importance” of securing such standards,
staff diversity should reflect the institution’s membership,
with “due regard to the importance of recruiting personnel
on as wide a geographical basis as possible.”

The goals of the IMF require that all who work for the insti-
tution observe the highest standards of ethical conduct,
consistent with the values of integrity, impartiality, and dis-
cretion, as set out in the IMF Code of Conduct and its Rules
and Regulations. In accordance with these high standards,
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the IMF relies on a financial certification and disclosure
process for staff and other internal controls to prevent
actual or perceived conflicts of interest.

To provide the continuity and institutional memory from
which the membership benefits, the IMF has an employ-
ment policy designed to recruit and retain a corps of
international civil servants interested in spending a career,
or a significant part of a career, at the IME. At the same
time, the IMF recognizes the value of shorter-term employ-
ment and recruitment of mid-career professionals, given
the changing labor market and the benefit of fresh perspec-
tives. In the case of a number of skills and jobs—relating
mainly to certain services and highly specialized econo-
mic and financial skills—business considerations have
called for shorter-term appointments or for outsourcing.
A comprehensive review of the IMF’s employment frame-
work and compensation and benefits systems is currently
under way and is expected to be completed in FY2006.
Launched in July 2004 at the initiative of the Managing
Director, the review covers the full range of policies for
recruiting, retaining, and developing the IMF’s staff. The
key objective of the review is to ensure that these policies
are aligned with the strategic needs of the institution and
are cost-effective.

As of December 31, 2004, the IMF employed 1,994 profes-
sional and managerial staff (about two-thirds of whom were
economists) and 718 staff at the assistant level. In addition,
the IMF had 384 contractual employees on its payroll,
including technical assistance experts, consultants, and other
short-term employees not subject to the staff ceiling. Of the
IMF’s 184 member countries, 141 were represented on the
staff. (See Table 7.2 for the evolution of the nationality dis-
tribution of IMF professional staff since 1980.)

Changes in management

There have been no changes in the IMF’s management team
since the appointment of Rodrigo de Rato as Managing
Director for a five-year term, which began on June 7, 2004.
A national of Spain, Mr. de Rato was Minister of Economy
and Vice President for Economic Affairs during 2000-04,
prior to which he served as Spain’s Minister of Economy
and Finance.

Recruitment and retention

In 2004, 178 people joined the IMF staff, compared with
175 in 2003. The new recruits included 91 economists, 34
professionals in other specialized career streams, and 46
assistants. Fifty-six of the recruits were mid-career econo-
mists, and 35 entered the two-year Economist Program,
which is designed to familiarize entry-level economists with
the work of the IME Participants in the program are placed
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Table 7.2

(In percent)

Region? 1980 1990 2004
Africa 3.8 5.8 5.8
Asia 12.3 12.7 15.7
Japan 1.4 19 1.8
Other Asia 10.9 10.8 13.9
Europe 39.5 35.1 35.0
France 6.9 55 4.6
Germany 3.7 4.3 4.9
Italy 1.7 1.4 29
United Kingdom 8.2 8.0 53
Transition economies - - 5.0
Other Europe 19.0 159 12.3
Middle East 5.4 55 43
Western Hemisphere 39.1 41.0 39.2
Canada 2.6 2.8 3.7
United States 25.9 259 239
Other Western Hemisphere 10.6 12.3 11.6
Total 100.0 100.0 100.0

!includes staff in Grades A9-B5. Grades A9-A15 are professional staff; grades B1-B5 are
managerial staff.

2Regions are defined broadly on the basis of the country distribution of the IMF's area depart-
ments; beginning in 2004, regions are defined according to the country groupings in the
2004 Diversity Annual Report. The European region includes the Russian Federation and
countries of the former Soviet Union. The Middle East region includes countries in North Africa.

in two different departments, for 12 months each. Those
who perform well are offered regular staff appointments.

During 2004, 159 staff members, 115 of whom were in pro-
fessional and managerial grades, separated from the organi-
zation. The separation rate for these staff was 6 percent.

Salary structure

To recruit and retain the highly qualified staff it needs, the
IMF has developed a compensation and benefits system
designed to be internationally competitive, to reward per-
formance, and to take account of the special needs of a
multinational and largely expatriate staff. In addition to the
comprehensive review of the Fund’s employment, compen-
sation, and benefits to be completed in FY2006, the IMF’s
staff salary structure is reviewed annually by the Executive
Board and, if warranted, adjusted on the basis of a compari-
son with salaries paid by selected private financial and
industrial firms in the United States, France, and Germany,
and in representative public sector agencies, mainly in the
United States. After analyses of updated comparator
salaries, the salary structure was increased by 5.6 percent for
FY2005,® and the Board approved an increase of 3.6 percent
for FY2006 (Table 7.3).

*The Executive Board approved a 3.6 percent structural adjustment but
subsequently adjusted this figure by 2 percentage points.



Table 7.3

(In U.S. dollars, effective May 1, 2005)

Range Range

Grade!  minimum  maximum |lllustrative position titles

Al 25,270 37,950 Not applicable (activities at this level have
been outsourced)

A2 28,320 42,460 Driver

A3 31,680 47,560 Staff Assistant (clerical)

A4 35,490 53,290 Staff Assistant (beginning secretarial)

A5 39,810 59,710 Staff Assistant (experienced secretarial)

A6 44,480 66,820 Administrative Assistant, other Assistants (for
example, Computer Systems, Human
Resources, External Relations)

AT 49,890 74,870 Research Assistant, Senior Administrative
Assistant, other Senior Assistants (for example,
Accounting, Human Resources, External
Relations)

A8 55,880 83,880 Senior Administrative Assistant

A9 59,410 89,210 Librarian, Translator, Research Officer, Human
Resources Officer, External Relations Officer

A10 68,360 102,560 Accountant, Research Officer, Administrative
Officer

All 75,510 117,810 Economist (Ph.D. entry level), Attorney,
Specialist (for example, Accounting, Computer
Systems, Human Resources, External Relations)

A12 87,910 131,930 Economist, Attorney, Specialist (for example,
Accounting, Computer Systems, Human
Resources, External Relations)

A13 98,500 147,740 Economist, Attorney, Specialist (for example,
Accounting, Computer Systems, Human
Resources, External Relations)

Al4 110,310 165,490 Deputy Division Chief, Senior Economist

A15/B1 124,650 187,050 Division Chief, Deputy Division Chief

B2 143,700 208,520 Division Chief, Advisor

B3 170,770 222,210 Assistant Department Director

B4 199,020 248,760 Deputy Department Director, Senior Advisor

B5 234,350 281,330 Department Director

Note: Because IMF staff other than U.S. citizens are usually not required to pay income taxes

on their IMF compensation, the salaries are set on a net-of-tax basis, which is generally

equivalent to the after-tax take-home pay of the employees of the public and private sector

firms from which IMF salaries are derived.

1Grades A1-A8 are support staff, grades A9-A15 are professional staff; and grades B1-B5
are managerial staff.

Management remuneration

Reflecting the responsibilities of each management position
and the relationship between the management and staff
salary structures, the salary structure for management as of
July 1, 2004, is as follows:

Managing Director $376,3804
First Deputy Managing Director $327,290
Deputy Managing Directors $311,700

4In addition, a supplemental allowance of $67,380 is paid to cover expenses.
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Management remuneration is reviewed periodically by the
Executive Board; the Managing Director’s salary is approved
by the Board of Governors. Annual adjustments are made
on the basis of the Washington, D.C., consumer price index.

Executive Board remuneration

Upon the recommendation of the Board of Governors’
Committee on the Remuneration of Executive Directors,
the Governors approved increases of 4.1 percent in the
remuneration'of Executive Directors and their Alternates
effective July 1, 2004.> The remuneration of Executive
Directors is $196,730; the remuneration of Alternate Execu-
tive Directors is $170,170.°

Diversity

The IMF has continued to emphasize the importance of
staff diversity in improving the IMF’s effectiveness as an
international institution. The diversity of its staff is a source
of strength for the institution. The IMF recognizes that the
membership must have at its service individuals who
understand, through their professional experience and
training, a wide range of policymaking challenges that con-
front country officials and who can offer policy advice
appropriate to the circumstances of each of the 184 mem-
ber countries.

To this end, the IMF has in place a diversity strategy
grounded in the principle of inclusion, quantitative and
qualitative benchmarks, regular monitoring, and main-
streaming of diversity into the Fund’s daily work. The insti-
tution places strong emphasis on people management skills
in assessing the performance of supervisors and in recruit-
ment and promotion decisions, which are of particular
importance in an institution with a diverse workforce. Since
1995, the Senior Advisor on Diversity, who reports directly
to the Managing Director, has advised and assisted manage-
ment, the Human Resources Department (HRD), and other
departments on ways to strengthen, manage, and monitor
diversity in the Fund (Tables 7.2, 7.4, and 7.5). In line with
the IMF’s diversity strategy, HRD continues to focus on
integrating diversity into the human resource management
policies, procedures, and practices of the institution.

Management receives regular updates on quantitative and
qualitative benchmarks for the most underrepresented staff

°In determining the salary adjustments for Executive Directors, the com-
mittee took into consideration such things as the percentage change in the
remuneration of the highest-level civil servant in the ministry of finance
and central bank of selected member countries, and the change in the
selected countries’ consumer price index.

These figures do not apply to the U.S. Executive Director and Alternate
Executive Director, who are subject to U.S. congressional salary caps.
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Table 7.4

departments to identify needs and
opportunities for promoting diversity

2004! ) hd . Th
Number Percent Number Percent Number Percent 11 €4C epartmen.t S ‘mnu? uman
resources plan, which provides a
Al staff 1,444 100.0 1,774 100.0 2,714 100.0 } )
Women 676 46.8 807 46.6 1,246 459  business-relevant and systematic
Men 768 53.2 947 53.4 1,468 541 framework for the IMF’s diversity
Total support staff2 613 100.0 642 100.0 718 100.0 efforts. Typically, departmental and
Women 492 80.3 540 84.1 613 85.4 o 2 g s
Ve S iy s 5] i s Fund ‘w1de. leCI‘Sle actions include
initiatives in recruitment and career
Total professional staff3 646 100.0 897 100.0 1,633 100.0 . . . .
Women 173 26.8 274 305 579 355  Pplanning, orientation and mentoring
Men 473 73.2 623 69.5 1,054 64.5 for newcomers, and measures to
Total economists 362 100.0 529 100.0 1,008 1000  improve performance assessment and
Women 42 11.6 70 13.2 249 24.7 P : )
Von s g 159 268 750 755 Management sele.ctlon zfmd devglop
ment. The Fund is making special
Total specialized career streams 284 100.0 368 100.0 625 100.0 .
Women 131 46.1 204 55.4 330 s0g  efforts to increase the transparency of
Men 153 53.9 164 446 295 472 human resource policies, procedures,
Total managerial staff* 185 100.0 235 100.0 363 100.0  and statistics.
Women 11 59 13 5:5 54 14.9
Men 174 94.1 222 94.5 309 85.1
Total economists 99 100.0 184 100.0 293 100.0 . .
Women 4 4.0 9 4.9 31 106 Organization
Men 95 96.0 175 95.1 262 89.4
Total specialized career streams 86 100.0 51 100.0 70 100.0  The IMF staff is organized mainly
Women 7 8.1 4 7.8 23 32.9 . I .
s 19 919 47 922 47 671  into departments with regional (or

area), functional, information and

!includes only staff on duty; differs from the number of approved positions.
2Staff in Grades A1-A8.
3Staff in Grades A9-A15.
4Staff in Grades B1-B5.

groups, as established in the 2003 Enhanced Diversity
Action Plan. To strengthen data monitoring, a process for
collecting multiple citizenship data was put in place during
2004. Notable progress has been achieved in the recruit-
ment and promotion of several underrepresented staff
groups, but more still has to be done to establish gender and
regional balance in all grade groups.

A staff survey launched at the end of 2003 and completed in
2004 gathered opinions and perceptions on various aspects
of the workplace environment. The survey identified issues
pertaining to career development, discrimination, harass-
ment, and performance management. Following the staff
survey, departments developed and implemented plans to
address the issues identified in the staff survey. Using staff
survey data, the Senior Advisor on Diversity carried out a
diversity analysis focusing on racial and ethnic data. In 2004,
management also approved a centralized mobility program,
which augmented the internal job market system.

Promoting and sustaining diversity of staff in any institution
is a continuing challenge that requires concerted effort.
Progress is monitored and problems are reported in a trans-
parent manner in various formats—including the Diversity
Annual Report—on the IMF website. The Fund’s Senior
Advisor on Diversity works closely with HRD and other
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liaison, and support responsibilities.
These departments are headed by
directors who report to the Manag-
ing Director (Figure 7.2).

Area departments

The five area departments—African, Asia and Pacific,
European, Middle East and Central Asia, and Western Hemi-
sphere—advise management and the Executive Board on
economic developments and policies in countries in their
regions. Their staffs are also responsible for putting together
financial arrangements to support members’ economic
reform programs and for reviewing performance under
these IMF-supported programs. Together with relevant
functional departments, they provide member countries
with policy advice and technical assistance, and maintain
contact with regional organizations and multilateral institu-
tions in their geographic areas. Supplemented by staff in
functional departments, area departments carry out much
of the IMF’s country surveillance work through direct con-
tact with member countries. In addition, 85 area depart-
ment staff are assigned to members as IMF resident
representatives (Box 7.4).

Functional and special services departments

The Finance Department is responsible for mobilizing,
managing, and safeguarding the IMF’s financial resources
to ensure that they are deployed in a manner consistent



1990 20041

Staff Number  Percent Number  Percent
All staff 1,774 100.0 2,714 100.0
Developing countries 731 41.2 1,187 43.7
Industrial countries 1,043 58.8 1,527 56.3
Total support staff? 642 100.0 718 100.0
Developing countries 328 51.1 394 54.9
Industrial countries 314 48.9 324 45.1
Total professional staff? 897 100.0 1,633 100.0
Developing countries 343 38.2 682 41.8
Industrial countries 554 61.8 951 58.2
Total economists 529 100.0 1,008 100.0
Developing countries 220 41.6 442 43.8
Industrial countries 309 58.4 566 56.2
Total specialized career streams 368 100.0 625 100.0
Developing countries 123 33.4 240 38.4
Industrial countries 245 66.6 385 61.6
Total managerial staff* 235 100.0 363 100.0
Developing countries 60 2558 111 30.6
Industrial countries 1.75 745 252 69.4
Total economists 184 100.0 293 100.0
Developing countries 54 29.3 91 31.1
Industrial countries 130 70.7 202 68.9
Total specialized career streams 51 100.0 70 100.0
Developing countries 6 11.8 20 28.6
Industrial countries 45 88.2 50 71.4

!Includes only staff on duty; differs from the number of approved positions.
2Staff in Grades A1-A8.
3Staff in Grades A9-A15.

with the Fund’s mandate. This entails major responsibili-
ties for the institution’s financial policies and for the
conduct, accounting, and control of all financial transac-
tions. In addition, the department helps safeguard the
IMPF’s financial position by assessing the adequacy of the
Fund’s capital base (quotas), net income targets, precau-
tionary balances, and the rates of charge and remunera-
tion. Other responsibilities include investing funds in
support of assistance to low-income countries and
conducting assessments of financial control systems in
borrowing members’ central banks.

The Fiscal Affairs Department is responsible for activities
involving public finance in member countries. It partici-
pates in area department missions, particularly with respect
to the analysis of fiscal issues; reviews the fiscal content of
IMF policy advice, including in the context of IMF-
supported adjustment programs; helps countries draw up
and implement fiscal programs; and provides technical
assistance in public finance. It also conducts research and
policy studies on fiscal issues, including tax policy and rev-
enue administration, as well as on income distribution and
poverty, social safety nets, public expenditure policy issues,
and the environment.

Governance and management of the IMF | 7

OO rosent prseraties

At the end of April 2005, the IMF had 85 resident representative
positions covering 90 member countries in Africa, Asia, Europe, the
Middle East, and the Western Hemisphere. New offices were opened
in Jordan (in support of Iraq) and the Dominican Republic. An office
in Paraguay opened in May 2005. These posts—usually filled by one
IMF employee supported by local staff-help enhance IMF policy
advice and are often set up in conjunction with a reform program.
The representatives, who typically have good access to key national
policymakers, can bring major benefits to the quality of IMF country
work. In particular, through their professional expertise and deeper
familiarity with local conditions, resident representatives contribute
to the formulation of IMF policy advice, monitor performance—
especially under IMF-supported programs—and coordinate technical
assistance. They can also alert the IMF and the host country to
potential policy slippages, provide on-site program support, and pley
an active role in IMF outreach in member countries. Since the advent
of enhanced initiatives for low-income countries, resident represen-
tatives have helped members develop their poverty reduction strate-
gies (see Chapter 4) by taking part in country-led discussions on the
strategy and by presenting IMF perspectives. They also support mon-
itoring of program implementation and institution building, working
with different branches of government, civil society organizations,
donors, and other stakeholders.

The International Capital Markets Department assists the
Executive Board and management in overseeing the interna-
tional monetary and financial system and enhances the
IMPF’s crisis prevention and crisis management activities. As
part of the Fund’s global surveillance, the department pre-
pares the semiannual Global Financial Stability Report,
which assesses developments and systemic issues in interna-
tional capital markets. Staff members also liaise with private
capital market participants, national authorities responsible
for financial system policies, and official forums dealing with
the international financial system. In addition, the depart-
ment plays a leading role in the IMF’s analytical work and
advice to members on access to international capital mar-
kets, as well as on strategies for external debt management.

The IMF Institute provides training for officials of member
countries—particularly developing countries—in such
areas as financial programming and policy, external sector
policies, balance of payments methodology, national
accounts and government finance statistics, and public
finance. The Institute also conducts an active program of
courses and seminars in economics, finance, and economet-
rics for IMF economists (see Chapter 6).

The Legal Department advises management, the Executive
Board, and the staff on the applicable rules of law. It pre-
pares most of the decisions and other legal instruments
necessary for the IMF’s activities. The department serves
as counsel to the IMF in litigation and arbitration cases,
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Figure 7.2

(As of April 30, 2005)

Area Functional and special Information Support
departments services departments and liaison services

Offices in Joint Africa
Europe Institute
(Paris,

Brussels,

Geneva) Joint

Vienna
Institute

Singapore
Training
Institute

IAttached to the Office of the Managing Director.

90



(As of April 30, 2005)

Gerd Hausler, Counsellor
Raghuram G. Rajan, Economic Counsellor

Area departments

Abdoulaye Bio-Tchané
Director, African Department

David Burton
Director, Asia and Pacific Department

Michael C. Deppler
Director, European Department

Mohsin S. Khan
Director, Middle East and Central Asia
Department

Anoop Singh
Director, Western Hemisphere Department

Functional and special services
departments

Michael G. Kuhn
Director, Finance Department

Teresa M. Ter-Minassian
Director, Fiscal Affairs Department

Leslie J. Lipschitz
Director, IMF Institute

Gerd Hausler
Director, International Capital Markets
Department

Sean Hagan
General Counsel, Legal Department

Stefan Ingves
Director, Monetary and Financial Systems
Department

Mark Allen
Director, Policy Development and Review
Department

Raghuram G. Rajan
Director, Research Department

Robert Edwards
Director, Statistics Department

Information and liaison

Thomas C. Dawson Il
Director, External Relations Department

Hiroyuki Hino
Director, Regional Office for Asia and the
Pacific

Saleh M. Nsouli
Director, Offices in Europe

Reinhard Miinzberg
Director and Special Representative to
the UN, Fund Office at the United Nations

Support services

Jorge R. Marquez-Ruarte
Director, Human Resources Department

Shailendra J. Anjaria
Secretary, Secretary’s Department

Brian C. Stuart
Director, Technology and General Services
Department

Offices

Barry H. Potter
Director, Office of Budget and Planning

Alain Coune
Director, Office of Internal Audit and
Inspection

Claire Liuksila
Director, Office of Technical Assistance
Management

Thomas Bernes
Director, Independent Evaluation Office
(assumed position in June 2005)
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provides technical assistance on leg-
islative reform, assesses the consis-
tency of laws and regulations with
selected international standards and
codes, responds to inquiries from
national authorities and interna-
tional organizations on the laws of
the IMF, and arrives at legal findings
regarding IMF jurisdiction on
exchange measures and restrictions.

The Monetary and Financial Systems
Department is engaged in four oper-
ational areas—financial system sur-
veillance (including the Financial
Sector Assessment Program and
Article IV participation), banking
supervision and crisis resolution,
monetary and exchange rate infra-
structure and operations, and
technical assistance. It provides
analytical, operational, and technical
support to member countries and
area departments, including devel-
opment and dissemination of good
policies and best practices. An
important role is coordinating with
collaborating central banks, supervi-
sory agencies, and other interna-
tional organizations.

The Policy Development and Review
Department (PDR) plays a central
role in the design and implementa-
tion of the IMF’s policies related to
surveillance and the use of the IMF’s
financial resources. Through its
review of country and policy work,
PDR seeks to ensure the consistent
application of IMF policies through-
out the institution. In recent years,
the department has spearheaded the
IMF’s work in strengthening the
international financial system,
streamlining and focusing condition-
ality, and developing the Poverty
Reduction and Growth Facility
(PRGF) and the HIPC Initiative.
PDR economists participate in coun-
try missions with area department
staff, typically covering 80-90 coun-
tries a year, and help member coun-
tries that are making use of IMF
resources mobilize other financial
resources.
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The Research Department conducts policy analysis and
research in areas relating to the IMF’s work. The depart-
ment plays a prominent role in global surveillance and in
developing IMF policy concerning the international mone-
tary system. It cooperates with other departments in
formulating IMF policy advice to member countries. It
coordinates the semiannual World Economic Outlook exer-
cise and prepares analysis for the surveillance discussions of
the Group of Seven, the Group of Twenty, and such regional
groupings as the Asia-Pacific Economic Cooperation
(APEC) forum, and the Executive Board’s discussions of
world economic and market developments. The department
also maintains contacts with the academic community and
with other research organizations.

The Statistics Department maintains databases of country,
regional, and global economic and financial statistics, and
reviews country data in support of the IMF’s surveillance
role. It is also responsible for developing statistical concepts
in balance of payments, government finance, and monetary
and financial statistics, as well as for producing method-
ological manuals. The department provides technical assis-
tance and training to help members develop statistical
systems and produces the IMF’s statistical publications. In
addition, it is responsible for developing and maintaining
standards for the dissemination of data by member
countries.

Information and liaison

The External Relations Department works to promote
public understanding of and support for the IMF and its
policies. It aims to make the IMF’s policies understandable
through many activities aimed at transparency, communi-
cation, and engagement with a wide range of stakeholders.
It prepares, edits, and distributes most IMF publications
and other material, promotes contacts with the press and
other external groups, such as civil society organizations
and parliamentarians, and manages the IMF’s website (see
Chapter 8).

The IMF’s Offices in Asia and Europe and at the United
Nations maintain close contacts with other international
and regional institutions. The UN Office also makes a sub-
stantive contribution to the Financing for Development
process, while the offices in Asia and Europe contribute to
bilateral and regional surveillance and are a major part of
the IMF’s outreach effort (see Chapter 8).

Support services

The Human Resources Department helps ensure that the
IMF has the right mix of staff skills, experience, and diver-
sity to meet the changing needs of the organization, and
that human resources are managed, organized, and
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deployed in a manner that maximizes their effectiveness,
moderates costs, and keeps the workload and stress at
acceptable levels. The department develops policies and
procedures that help the IMF achieve its work objectives,
manages compensation and benefits, recruitment, and
career planning programs, and supports organizational
effectiveness by assisting departments with their human
resources management goals.

The Secretary’s Department organizes and reports on the
activities of the IMF’s governing bodies and provides secre-
tariat services to them, as well as to the Group of Twenty-
Four. In particular, it assists management in preparing and
coordinating the work program of the Executive Board and
other official bodies, including by scheduling and helping
ensure the effective conduct of Board meetings. In carrying
out these tasks, the department helps promote open and
efficient channels of communications between the govern-
ing bodies, management, and staff. The department, in
cooperation with its counterpart office in the World Bank,
also organizes the arrangements for the Annual Meetings.

The Technology and General Services Department manages
and delivers services essential for the IMF’s operation.
These include information services (information technol-
ogy, library services, multimedia services, records and
archives management, and telecommunications); facilities
services (building projects and facilities management);
general administrative services (travel management, con-
ference and catering services, and procurement services);
language services (translation, interpretation, and prepara-
tion of publications in languages other than English); and a
broad range of security and business continuity services
(covering headquarters security, field security, and infor-
mation technology security).

The IMF also has units attached to the Office of the Manag-
ing Director.

The Office of Budget and Planning advises the Executive
Board, Fund management, and departments on setting and
implementing the administrative and capital budgets. It is
also implementing the multiyear budgetary framework
reforms described above.

The Office of Internal Audit and Inspection contributes to the
internal governance of the Fund by providing independent
examinations of the effectiveness of risk management, con-
trol, and governance processes. It conducts about 20 to 25
audits and reviews a year—for example, examining the ade-
quacy of controls and procedures to safeguard and adminis-
ter Fund assets and financial accounts, assessing the
efficiency and effectiveness with which internal resources
are being used, evaluating the adequacy of management of
information technology, and ensuring that adequate physi-
cal and information security measures are in place.



The mission of the Office of Technical Assistance Manage-
ment is to improve the effectiveness and availability of IMF
technical assistance to member countries. It is responsible
for (1) technical assistance policy development, implemen-
tation, and reporting, and (2) mobilization and manage-
ment of technical assistance resources.

Independent Evaluation Office

The Independent Evaluation Office (IEO) was established by
the IMF Executive Board in 2001 with a view to increasing
transparency and accountability and strengthening

the learning culture of the IME. The IEO is independent of
IMF management and staff, and reports regularly to the
Executive Board on its findings. Detailed information

on the IEO’s activities, including its terms of reference,
work program, publications, and outreach efforts, is avail-
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able on its website (www.imf.org/ieo). In May 2005,
Thomas A. Bernes was appointed to succeed Montek Singh
Ahluwalia as Director of the IEQ, effective in June 2005.
Mr. Ahluwalia, who had served as the IEO’s first Director
since July 2001, resigned to become Deputy Chair of India’s
Planning Commission.

During FY2005, the IEO completed evaluations of the
IMPF’s Role in Poverty Reduction Strategy Papers and the
Poverty Reduction and Growth Facility (see Chapter 4); the
IMF’s role in Argentina (see Chapter 3); and IMF Technical
Assistance (see Chapter 6).

In the coming financial year, the IEO will evaluate the IMF’s
approach to capital account liberalization, IMF assistance to
Jordan from 1989 to 2004, and, jointly with the World
Bank’s Operations Evaluation Department, the joint
IMF-World Bank Financial Sector Assessment Program.
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ne of the IMF’s purposes, stated in its Articles of

Agreement, is to “promote international mone-
tary cooperation through a permanent institution which
provides the machinery for consultation and collaboration
on international monetary problems.”

The IMF promotes international cooperation first and fore-
most in the course of its work with its members. But it also
collaborates with other international organizations that
have different mandates and responsibilities, particularly
the World Bank, the World Trade Organization (WTO), the
United Nations and its specialized agencies, the Bank for
International Settlements (BIS), the Financial Stability
Forum, the Organization for Economic Cooperation and
Development (OECD), regional development banks, inter-
national standard setters, and intergovernmental groups.

International cooperation is even more essential in safe-
guarding the stability of the international monetary system
today than it was when the IMF was founded 60 years ago.
It is also essential in working to achieve the goals the inter-
national community has set for itself in recent years. These
include the work to further the agenda of the Doha Round
of trade negotiations at the WTO and to help the poorest
countries achieve the UN Millennium Development
Goals—work that is directly related to the IMF’s mandate to
facilitate the balanced growth of international trade and to
promote the growth of real incomes. The IMF’s role in the
international monetary system, and its division of labor and
collaboration with other organizations, are among the ques-
tions being considered in the Fund’s current strategic
review, discussed in the Overview.

At the same time, the Fund has increasingly recognized the
need to communicate effectively with nonofficial groups
and the general public to enhance understanding of its
work and in recognition of the important role of trans-
parency in ensuring proper accountability. For example, the
International Monetary and Financial Committee, in its
communiqué of October 2004 (see Appendix IV), called
upon the IMF to “strengthen communications to markets
and the public of the IMF’s policy messages while preserv-
ing its role as a candid and confidential advisor.” The IMF’s
External Relations Department coordinates and largely
organizes the Fund’s efforts to communicate with nonoffi-
cial groups and the public, but the Executive Board, the

IMF’s senior management team—the Managing Director,
First Deputy Managing Director, and two other Deputy
Managing Directors—and staff from all departments play
important roles. Central to the Fund’s communications
work in recent years has been its transparency policy, under
which it makes public the majority of official policy papers
and country documents discussed by the Executive Board
(see Annual Report, 2004, page 65).

Cooperation with other international organizations

Cooperation between the IMF and other international
organizations continued to be strengthened in FY2005.

Regional representation

The IMF’s Offices in Europe (in Paris, Brussels, and
Geneva) and its Regional Office for Asia and the Pacific (in
Tokyo) maintain close ties with other international organi-
zations. Staff in the Paris Office liaise with the Group of Ten
(G-10), the OECD, the BIS, and the European Commission.
Additionally, they attend, on an ad hoc basis, meetings of
organizations such as the Financial Action Task Force
(FATF), the European Parliament, and the Council of
Europe.

The Office in Geneva reports on the activities of Geneva-
based socioeconomic agencies, with particular emphasis on
the multilateral trading system and trade-related develop-
ments in the European Union, including the WTO, the
International Labor Organization, the UN Conference on
Trade and Development, the UN High Commissioner for
Refugees, the UN Office of the High Commissioner for
Human Rights, the World Health Organization, the UN
Economic Commission for Europe, and the Inter-
Parliamentary Union.

In FY2005, the Offices in Europe contributed to, among
other things, the Fund’s work on the Doha Round of trade
negotiations; the international community’s interim assess-
ment of progress toward the Millennium Development
Goals; the G-10’s work on the financial position of the IMF;
and the work in the Office of the UN High Commissioner
for Human Rights on the role of human rights in develop-
ment strategies.
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The IMF’s Regional Office for Asia and the Pacific is
responsible for enhancing surveillance and promoting the
IMF’s initiatives in Asia, working with regional groups such
as the Asia-Pacific Economic Cooperation, the Association
of South East Asian Nations, the Asia-Europe Meeting, the
Pacific Islands Forum, the South Asian Association for
Regional Cooperation, the South East Asian Central Banks,
and the Executives’ Meeting of East Asia-Pacific Central
Banks. In addition, the Office maintains close contact with
the Asian Development Bank, the UN Economic and Social
Commission for Asia and the Pacific, and the World Bank’s
Oftice in Japan.

World Bank

The strong collaborative relationship between the IMF and
the World Bank has existed since their founding at the
Bretton Woods Conference of 1944. As mandated in their
respective Articles of Agreement and in a joint 1989
Concordat, the two institutions play important comple-
mentary roles in contributing to global economic stability,
growth, and poverty alleviation. Collaboration takes place
at all levels, including through regular meetings between
the IMF’s Managing Director and the Bank’s President

and joint visits by the two heads to several regions and
countries, consultations of senior staff members, joint mis-
sions by the staffs, the coordination of policy advice to
member countries, and information sharing. High-level
coordination of the two institutions also takes place at the
Annual Meetings of the Boards of Governors of the IMF
and the World Bank and twice yearly ministerial meetings.
Governors also convene during the semiannual meetings
of the Development Committee, which was established in
1974 to advise the Boards of Governors of the IMF and
World Bank on critical development issues—including
trade and the environment—and on the financial resources
required to promote economic development in low-income
countries.

The two institutions continued to pursue joint initiatives
in FY2005 centering on the Millennium Development
Goals (MDGs), aid and aid effectiveness, debt sustainabil-
ity and debt relief, trade, financial sector reform, and
money laundering and combating the financing of terror-
ism. They worked together toward the common objective
of reducing poverty by stimulating economic growth and
providing debt relief through the Heavily Indebted Poor
Countries (HIPC) Initiative and the Poverty Reduction
Strategy process (see Chapter 4). In April 2005, they pub-
lished the second Bank-Fund Global Monitoring Report, an
annual report that assesses progress on policies and actions
needed to achieve the MDGs. Bank and Fund staff are also
collaborating on enhancing the Fund’s General Data Dis-
semination System (GDDS) to support the compilation of
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MDG indicators. During the financial year, Fund and
Bank staff jointly wrote two papers for the Development
Committee on innovative modalities for financing the
MDGs and will present a third paper, on international
contributions (global taxes), at the September 2005 Annual
Meetings.

The IMF and the World Bank have consistently supported
the Doha Round of multilateral trade negotiations follow-
ing the failure of discussions at the last ministerial meeting
of the WTO in Canctin, Mexico, in September 2003. They
have also cooperated in monitoring financial system stabil-
ity, especially through the Financial Sector Assessment Pro-
gram (FSAP; see Chapter 2), introduced in 1999, which
aims to increase the effectiveness of efforts to promote the
soundness of financial systems in member countries.

United Nations

The IMF works closely with the United Nations through
the Special Representative of the Fund to the UN and
through other extensive institutional contacts. The man-
date of the Special Representative, who operates out of the
Fund Office at the United Nations in New York, is to foster
communications and cooperation between the IMF and
the UN. The most prominent functions of the UN Office
include making the IMF’s views known, providing input
for the deliberations at the UN on IMF-related issues,
keeping the IMF informed of major developments within
the UN system, and facilitating cooperation between the
two institutions.

During FY2005, the IMF continued to collaborate with the
UN, in particular in the follow-up to the 2002 Monterrey
Consensus, and in supporting the efforts of member coun-
tries to achieve the Millennium Development Goals. For
instance, Deputy Managing Director Agustin Carstens and a
number of the Fund’s Executive Directors participated in
the April 2005 meeting, “Achieving the internationally
agreed development goals, including those contained in the
Millennium Declaration,” of the UN Economic and Social
Council (ECOSOC) with the Bretton Woods institutions,
the WTO, and the UN Conference on Trade and Develop-
ment. UN participants were broadly supportive of the
Fund’s work in low-income countries, and the President of
ECOSOC urged continued cooperation among the UN
agencies and the international financial institutions in sup-
port of developing countries.

World Trade Organization

Collaboration between the IMF and the WTO takes place
formally as well as informally, as outlined in their Coopera-
tion Agreement signed in December 1996. Under the Coop-
eration Agreement, the Fund has observer status at WTO



meetings and regularly attends formal meetings of many
WTO bodies. Fund staff contribute to the work of the WTO
Working Group on Trade, Debt, and Finance, and regularly
participate in meetings of the WTO Committee on Balance
of Payments Restrictions and in the WTO-led Integrated
Framework for Trade-Related Technical Assistance. The
Cooperation Agreement has worked well with respect to the
sharing of documents and reciprocal observer status, and
has facilitated frequent and productive cooperation at the
staff level.

International standard setters

The Fund’s work in assessing standards and codes and pro-
ducing Reports on Standards and Codes (ROSCs) for its
members enables it to collaborate with standard setters,
providing them with views from the Fund’s global member-
ship. Recent examples of this collaboration include

m following up with the Basel Committee and International
Association of Insurance Supervisors (IAIS) on the issues
raised in the staff paper “Financial Sector Regulation—
Issues and Gaps” (see Chapter 2);

m working with the IAIS to develop methods for assessing
the solvency of insurance companies;

m participating in the Basel Committee initiative to update
the Basel Core Principles for Effective Banking Supervi-
sion (issued in 1997) to reflect subsequent guidance and
Basel II developments; and

m collaborating with the Committee on Payments and Set-
tlement Systems in formulating general guidance for the
development of payments systems and principles for pay-
ments systems for remittances.

International Tax Dialogue

Founded in 2004, the International Tax Dialogue (ITD), a
joint initiative of the IMF, the World Bank, and the OECD,
is designed to bolster cooperation among tax officials
throughout the world. The Fund’s involvement reflects its
responsibility for promoting sound macroeconomic poli-
cies, including in the fiscal area, and the importance of
ensuring that tax systems enable revenues to be raised to
finance necessary government expenditures in ways that are
nondistortive and equitable and that allow untoward
deficits to be avoided. The ITD’s website (www.itdweb.org)
provides information on key issues in tax policy and
administration and on tax laws and practices around the
world.

In March 2005, the ITD organized its first global confer-
ence, which took place in Rome, hosted by the Italian Min-
istry of Economy and Finance. The conference brought
together tax officials from more than 100 countries and
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international organizations for the discussion of issues
related to the value-added tax (VAT), with a particular focus
on the need to combat fraud, ease administrative burdens
for businesses, and explore means to improve international
cooperation.

External communication and outreach

The IMF’s external communication activities are of three
broad types:

m Media relations—communicating through the media via
articles and letters to the editor as well as briefings, inter-
views, and other contacts with journalists;

m Publishing—encompassing both electronic and print
products (Box 8.1);

m Outreach—communicating and meeting with parliamen-
tarians, civil society organizations (CSOs), the private
sector, the general public, and, in some cases, officials of
government agencies that are not traditionally interlocu-
tors of the Fund.

Outreach to parliamentarians

Outreach to nonofficial groups is an integral part of IMF
country work, and the IMF’s dialogue with parliamentari-
ans plays a particularly important role in these efforts, given
their roles as decision makers and elected representatives.
The IMF has expanded its outreach to parliamentarians in
recent years, in accordance with the high priority given to
this activity by both management and the Executive Board.
The objective has been to familiarize parliamentarians with
the work of the Fund, learn their views and concerns, and
explain the rationale for IMF advice.

IMEF staft teams often meet with key parliamentarians dur-
ing country visits, and resident representatives also do so
from time to time. In addition, the IMF has conducted
single-country and regional seminars, including capacity-
building seminars; participated in workshops/conferences
organized by umbrella parliamentary groups; and hosted
delegations of parliamentarians visiting Washington, D.C.,
where the IMF has its headquarters.

Country seminars. Single-country seminars such as those in
Tanzania (October 2004), Cambodia (March 2005), Timor-
Leste (March 2005), and Mongolia (April 2005) focus on
the specific challenges facing a country. Multicountry
regional seminars—for example, Joint Vienna Institute
seminars (since 1995) and the seminar with the Central
African Economic and Monetary Community (January
2005)—help identify common themes and draw policy
lessons across a group of countries. Demand is growing for
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capacity-building seminars for parliamentarians and their
staff on macroeconomic policy issues, especially those
involving legislative actions.

Participation in workshops/conferences by umbrella
parliamentary groups. The IMF has a well-established rela-
tionship with the Parliamentary Network on the World
Bank, and its management and staff participate in the
annual conference, regional events, and field visits. IMF
staff have also attended meetings organized by the Inter-
Parliamentary Union, the Global Organization of Parlia-
mentarians Against Corruption, Parliamentarians for

Global Action, the Parliamentary Centre, and the Com-
monwealth Parliamentary Association.

Visiting delegations of parliamentarians. The number of par-
liamentary delegations visiting the IMF has been increasing.
Most visits are by delegations from single countries, but
many are multicountry. Typically, the staft and Executive
Directors’ offices work together to organize meetings and
briefings, which sometimes include management. For
example, the U.K. Treasury Select Committee and the U.K.
International Development Committee visit the IMF annu-
ally and meet with the Managing Director and senior staff.

Disseminating information: the IMF’s publishing operations and website

98

The IMF publishes a wide variety of material
targeted at a broad range of readerships. Many
of the Fund'’s publications are available both in
print and on the IMF's website (www.imf.org).

m In recent years, the IMF has released a
growing number of reports and other coun-
try documents covering economic and
financial developments and trends in
member countries. Each report, prepared
by a staff team after discussions with offi-
cials of the country, is published at the
option of the member. This series includes
Article IV Reports, Reports Related to Use
of IMF Resources, Selected Issues papers,
Recent Economic Developments, and Sta-
tistical Appendixes.

m The IMF's Annual Report provides a com-
prehensive look at the IMF's activities in
each financial year and is designed to be
used as a reference tool.

m The Annual Report on Exchange Arrange-
ments and Exchange Restrictions presents
information on the exchange and trade
systems of the IMF's member countries in a
tabular format.

m The World Economic Outlook and the
Global Financial Stability Report (GFSR)
are the main vehicles through which the
IMF publicizes its global surveillance find-
ings and some of its most significant ana-
lytical work.

m The Fund publishes periodical reports on
its activities and external developments
that influence its activities. In FY2005, it
published the 29th edition of Selected
Decisions and Selected Documents of the
International Monetary Fund and Volume Il
of Current Developments in Monetary and
Financial Law.

m Staff research on the international mone-
tary system and other topical subjects is
published in IMF Staff Papers, a quarterly
journal; the quarterly newsletter IMF
Research Bulletin; the IMF Working Papers
series; the Occasional Papers series;
books; and various other publications.

m The Fund’s Dissemination Standards
Bulletin Board (http://dsbb.imf.org/
Applications/web/dsbbhome/) provides
links to the data and statistical websites of
SDDS subscribers and GDDS participants
and presents, in a user-friendly format
comparable across countries, comprehen-
sive information on the methods and prac-
tices behind the compilation and
dissemination of such data.

m International Financial Statistics (IFS),
produced monthly, provides updated
financial information from countries
around the world; the IMF’s Statistics
Department also produces a yearbook
containing annual data over 12 years for
the countries covered in the monthly
publication. The IFS database is available
online to subscribers. Other statistical
publications include the Balance of Pay-
ments Statistics Yearbook, Government
Finance Statistics Yearbook, and Direction
of Trade Statistics (quarterly and yearbook
issues).

m Guides and manuals published by the
Fund cover a variety of subjects, such as
balance of payments statistics and compi-
lation, external debt statistics, foreign
direct investment trends, and the producer
price index.

m The biweekly newsletter IMF Survey
reports on current IMF policies and activi-

ties, and its annual companion, IMF In
Focus, seeks to offer a clear, concise pic-
ture of how IMF policies and operations
have evolved.

Pamphlets such as What Is the IMF? and
IMF Technical Assistance are written for the
nonspecialist, as are factsheets and issues
briefs posted on the IMF's website, which
aim to explain key aspects of IMF opera-
tions and policies.

The quarterly magazine Finance and
Development (F&D) and the Economic
Issues series (pamphlets on broad eco-
nomic subjects related to the Fund’s areas
of expertise) are written in nontechnical
language and aimed at disseminating
information on topical subjects to nonspe-
cialists.

Op-eds in publications worldwide and
speeches published on the external web-
site offer broad overviews of the IMF and
its policies.

An on-line, quarterly Civil Society Newslet-
ter (www.imf.org/external/np/exr/cs/
eng/index.asp) covers IMF activities and
issues of particular interest to civil society
organizations.

Videos about the work of the IMF are avail-
able to interested media, educational insti-
tutions, and social organizations, and are
also used in recruitment activities.

Educational material is available from the
IMF Center and at www.imf.org/econed.
The IMF Center hosts a permanent exhibi-
tion on the international monetary system
and temporary exhibitions on related sub-
jects and is open to the general public
daily, from Monday to Friday.



Also, members of the NATO Parliamentary Assembly vis-
ited IMF headquarters in early 2005.

Engaging civil society organizations

The IMF is an important focus of the work of many civil
society organizations (CSOs)—nongovernmental organiza-
tions (NGOs), labor unions, and faith-based organizations.
CSOs have highly diverse interests at both the global and
the national levels.

In interactions with CSOs, perennial global issues include
the social and environmental implications of IMF advice;
poverty reduction; the IMF’s approach to human rights;
governance and transparency; program conditionality; and
the voice and representation of developing countries in the
IMF and the World Bank.

Contacts take a wide variety of forms—meetings, seminars,
and consultations with IMF management, Executive Direc-
tors, and staff at IMF headquarters and worldwide. A series
of Civil Society Dialogues, organized in parallel with the
Annual and Spring Meetings of the IMF and the World
Bank, covers a wide range of topics. CSOs are frequently
invited to contribute to reviews of the IMF’s policies, by
attending seminars or by providing comments on papers
posted on the external website.

The IMF maintains a dialogue with the international labor
movement, represented mainly by the International Confed-
eration of Free Trade Unions (ICFTU) and the World Con-
federation of Labor (WCL), through workshops, regional
seminars, and leadership meetings held in Washington,
D.C., often jointly with the World Bank. The IMF and the
World Bank agreed with the ICFTU and WCL in 2002 to
hold leadership meetings biennially, with staff-level meet-
ings on particular issues to be interspersed between them.
The second such leadership meeting, held in October 2004,
included about 80 leaders of national and international
confederations of unions, representing nearly 200 million
workers worldwide.

A highlight of communication with faith-based organizations
in recent years has been the dialogue with the World Council
of Churches (WCC), the main interdenominational organi-
zation of Protestant churches. Founded in 1948, it counts
among its membership churches with more than 400 million
adherents. The dialogue began with an IMF initiative in
2000, in response to critical public statements by the WCC
about the IMF and the World Bank, and has continued since
then, focusing mainly on poverty reduction and develop-
ment issues. In October 2004, following management-level
meetings at WCC headquarters, the leaders issued a joint
statement in which they concluded that the areas of com-
mon ground are large and significant, and that, although
there remain significant differences, the three institutions
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should find more effective ways to work together. The dia-
logue would continue, and would, in the period ahead, focus
on country case studies and specific topics.

At the national level, IMF country teams, resident represen-
tatives, and regional offices in Europe and Asia and the
Pacific, increasingly recognize the importance of more sys-
tematic engagement as a means of, among other things,
understanding CSO views and building consensus and
ownership of sound policies. In low-income countries, the
participatory nature of the Poverty Reduction Strategy
Paper process creates the expectation that governments will
consult with civil society, and IMF staff are often invited to
participate. According to an internal staff survey in 2002,
69 percent of IMF missions had contacts with labor unions
or other labor representatives at least once in the previous
two years, for the purposes of hearing the views of labor
unions and explaining and discussing IMF policy advice.
The IME, after consultation with CSOs, produced a Guide
for Staff Relations with Civil Society Organizations, pub-
lished on the external website to assist staff—and CSOs—
to develop a more productive relationship.

In addition, the IMF established a Civic and Community
Relations Office in 1994 to strengthen its outreach and
assistance to the Washington, D.C., community, where the
IMF’s headquarters are located, as well as in communities in
developing countries, including through charitable dona-
tions (Box 8.2).

Integrating communications and operations

IMF staff have increasingly reached out to diverse interested
groups and to the general public when preparing policy
proposals and reviewing policy experience. The following
are some examples of the IMF’s communication and out-
reach activities during FY2005.

m The 2004 Biennial Surveillance Review (see Chapter 2)
made extensive use of interviews, surveys, and workshops
not only with country authorities but also with financial
market participants, think tanks, other nongovernmental
experts and observers, and the media.

m An extensive and systematic program of outreach has
been undertaken in support of the IMF’s efforts to assess
and explain its work in low-income countries. During
FY2005, IMF staff participated in a variety of activities,
including conferences and seminars where IMF policies
or initiatives were the focus of discussion. Examples
include two IMF-sponsored conferences in Africa on the
review of program design and Fund participation in sem-
inars in Accra, Berlin, and Paris on debt sustainability. A
recent innovation was the organization of events for
CSOs in Washington, D.C., around the time of the Octo-
ber 2004 Annual Meetings.

99



IMF ANNUAL REPORT | 2005

{038 The IMF Civic and Community Relations Office

The IMF Civic and Community Relations Office
coordinates the IMF’s efforts to be a good
neighbor and responsible civic entity through
Civic Program charitable giving, INVOLVE
employee volunteerism, and Community Rela-
tions local outreach and partnering.

Activities in both the IMF host city of Washing-
ton, D.C., and developing countries give prior-
ity to nonprofit programs that address urgent
social problems and help the neediest
become self-sufficient—echoing IMF work to
improve lives in member countries. The
budget ($703,734 in FY2005) is for humani-
tarian purposes only and is separate from the
financial assistance the IMF provides to
member countries.

The IMF Civic Program gives grants and sur-
plus property to charities, guided by an advi-
sory committee of 12 representatives drawn
from staff, spouses/partners, retirees, and
INVOLVE volunteers. (See guidelines and past
recipients at www.imf.org/external/np/cpac/
cpindex.htm.)

During FY2005, IMF management presented
donations to charities in Angola, Burkina
Faso, Equatorial Guinea, Gabon, India,
Nigeria, Senegal, and Uganda. Staff initiated

Surveillance

appeals for victims of the Indian Ocean
tsunami, hurricanes in the Caribbean, and
other humanitarian emergencies in Paraguay,
Russia, and Sudan, raising $360,000. The
IMF matches employee donations to appeals,
as well as the annual giving campaign, by

50 percent.

INVOLVE, the acronym for International Volun-
teer Venture, encourages IMF employees,
retirees, families, and friends who join to par-
ticipate in 65 local projects yearly to clothe
and mentor poor children, feed the homeless,
and repair homes of the elderly, or participate
in the annual, citywide “Help the Homeless
Walkathon” and the “D.C. Cares Servathon.

Community Relations partners with peer
organizations and matches local needs with
the IMF's ability to help. In FY2005 it pro-
vided facilities for meetings of community
groups, such as the D.C. Children and Youth
Investment Trust sponsored by the mayor’s
office. The IMF contributed substantially to
local charities, including the D.C. Housing
Trust Fund, D.C. Central Kitchen, St. Mary’s
Court senior citizens home, and adjoining
neighborhood beautification programs. Annu-
ally, the IMF organizes a popular one-week
summer camp for inner-city children.

Financial assistance

Outreach is perhaps most important
in countries that are using IMF
resources. The 2002 Conditionality
Guidelines' indicate that staff

should encourage national authorities
to broaden the base of support for
sound policies to enhance the likeli-
hood of successful program imple-
mentation. In low-income countries
receiving financial assistance under
the Poverty Reduction and Growth
Facility, the preparation of the
Poverty Reduction Strategy Paper
provides a mechanism for public con-
sultation by the authorities.

Mission teams and resident represen-
tatives increasingly devote time and
resources to outreach as programs
evolve. These staff members are in a
position not only to explain IMF
views and policy advice but also to
listen to the concerns of nonofficial
groups and to help shape program
design in a way that strengthens
country ownership.

Standards and codes

The IMF has undertaken a number
of initiatives to make member coun-
tries aware of international standards

Outreach is an integral part of the IMF’s country and
regional surveillance process. While the focus of Article IV
consultation missions (see Chapter 1) is on communica-
tion between member country officials and staff mission
teams, staff teams’ statements at the conclusion of Article
IV missions, as well as press conferences, press releases, and
Public Information Notices (PINs) issued by the Executive
Board after its discussions of Article IV consultations are
used—with the country’s agreement—to publicize and
explain the findings of the surveillance and to inform
markets. The IMF’s Media Briefing Center is used to dis-
seminate, under embargo, web-streamed press briefings to
journalists. The IMF’s Offices in Europe and Asia maintain
relations with local media. Country teams often place
op-eds and letters to the editor in local newspapers to
explain country-specific and regional issues. In addition,
interaction with parliamentarians, the private sector, and
CSOs, including labor unions and faith-based organiza-
tions, has become more important for improving the IMF’s
understanding of specific issues as well as for explaining
IMF views.
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and codes and to encourage compliance with them, includ-
ing by providing technical assistance when needed. Nearly
75 percent of the summary assessments, known as Reports
on the Observance of Standards and Codes (ROSCs), have
been published. Documents setting out standards and codes
are published on the IMF’s external website, and some are
also available in print.

The IMF’s external website provides a venue for experts
outside the institution to contribute to the IMF’s work
on statistical issues. Drafts of statistical manuals are
posted for comment, and the IMF hosts discussions on
statistical topics such as the treatment of nonperforming
loans and pension schemes in macroeconomic statistics.
In recent years, the IMF has stepped up publication and
distribution of statistical manuals and guides in multiple
languages to promote standardized methodologies and
policies. It is a member of, or has observer status in, a
number of standard-setting bodies. IMF representatives

ISee www.imf.org/external/np/pdr/cond/2003/eng/050803.htm and
www.imf.org/external/np/pdr/cond/2002/eng/quid/092302.htm.



attend meetings of the Financial Stability Forum and, in
October 2004, the Fund was invited to become a full
member of the International Association of Insurance
Supervisors.

The Fund has continued to strengthen its regional outreach
effort, which has been integrated with technical assistance,
in data dissemination initiatives. Fund staff conducted sev-
eral regional outreach seminars and workshops in FY2005
to promote subscription to the Special Data Dissemination
Standard (SDDS) and participation by countries in the
General Data Dissemination System (GDDS).

In 2005, for example, the Fund conducted seminars and
workshops on international standards related to anti-
money-laundering and combating the financing of
terrorism initiatives, as well as on the data template on
international reserves.

Conferences on policies and research

The IMF also holds workshops and seminars for officials in
member countries to disseminate the results of its research
and to seek feedback. Its annual research conference, in
November 2004, focused on policies, institutions, and insta-
bility. In October 2004, it cohosted, with the Bank Negara
Malaysia, a high-level conference in Kuala Lumpur on the
Fund’s role in supporting financial sector development in
Asia, and in December 2004 it cosponsored, with the Cen-
tral Bank of West African States (BCEAQO), a seminar on
trade and regional integration in Africa. And in January
2005, it invited representatives from a wide variety of agen-
cies involved in HIV/AIDS work to a workshop, in an effort
to raise their awareness that IMF-supported programs do
not specify hard budget ceilings on health care spending
and to counter misperceptions that its policy advice hinders
the disbursement of funds that are becoming available for
combating HIV/AIDS.

Role of IMF management

In early August 2004, at the conclusion of a trip to Africa,
Managing Director Rodrigo de Rato affirmed that the IMF
was committed to helping the region raise economic
growth to attain the UN Millennium Development Goals.
During his week-long visit he met with African leaders,
parliamentarians, and representatives of civil society to
discuss issues ranging from increasing Africa’s voice and
participation in the IMF to improving governance in the
oil sector. On September 8-9, the Managing Director
returned to sub-Saharan Africa to attend the African
Union’s Extraordinary Summit on Employment and
Poverty Reduction in Africa, held in Ouagadougou, Burk-
ina Faso. In his address to the summit, Mr. de Rato identi-
fied three priority areas for the IMF in the region: making
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IMF financial assistance more flexible and responsive;
sharpening the IMF’s role in countries that do not need the
institution’s financial assistance, including through policy
advice and technical assistance; and reinforcing the IMF’s
analysis and assistance in support of Africa’s regional inte-
gration initiatives. On the sidelines of the summit, the
Managing Director met individually with nine heads of
state or government to listen firsthand to the challenges
they face and their views on what the IMF can do to com-
bat poverty on the continent.

Also in September 2004, Mr. de Rato traveled to Santiago,
Chile, to attend the Eleventh Annual Finance Ministers’
Meeting of the Asia—Pacific Economic Cooperation
(APEC). Participants, including senior officials from APEC
economies, business leaders, and academics, agreed to pro-
mote structural reforms in APEC’s 21 member economies
and, to this end, to set up a steering committee within
APEC to formulate structural reform measures and moni-
tor implementation.

IMF management also worked with governments and other
international agencies to assess the financing needs for
reconstruction in the areas devastated by the December
2004 tsunami in the Indian Ocean. The IMF offered emer-
gency assistance on the order of $1 billion and sent teams to
the region to evaluate financing and support needs in indi-
vidual countries. The Managing Director toured the worst-
hit region of Aceh in northern Sumatra in January 2005.
While in Indonesia, Mr. de Rato attended the Special
ASEAN Leaders’ Meeting on the Aftermath of the Earth-
quake and Tsunami, and met with regional and interna-
tional leaders, including UN Secretary General Kofi Annan,
then—World Bank President James Wolfensohn, and Asia
Development Bank President Tadao Chino.

The IMF’s Deputy Managing Directors also attended
many conferences, meetings, and seminars throughout the
course of the year. In June 2004, First Deputy Managing
Director Anne O. Krueger traveled to Vienna, Austria, to
deliver a speech and participate in the conference “60 Years
of Bretton Woods: The Governance of the International
Financial System—Looking Ahead.” She then traveled to
Basel, Switzerland, to attend the 74th Annual General
Meeting of the Bank for International Settlements. In
November 2004, Ms. Krueger delivered a keynote address
at the Bankers’ Conference 2004 in New Delhi, India, and
in December 2004 she addressed the IMF Seminar on
Trade and Regional Integration in Africa, held in Dakar,
Senegal. Ms. Krueger also visited Sri Lanka and Maldives,
two of the countries hard hit by the tsunami, in January
2005.

In October 2004, Deputy Managing Director Agustin
Carstens traveled to Kuala Lumpur, Malaysia, to deliver a
speech at the High-Level Conference on Financial Sector
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Issues in Emerging Markets in Asia and the Role of the IME.
He proceeded to Geneva, Switzerland, to participate in the
WTO Council Meeting, and then to Madrid, Spain, to
attend the Sixth Annual Conference on Latin American
Countries Risk.

In October 2004, Deputy Managing Director Takatoshi
Kato traveled to Nairobi, Kenya, to participate in a Fund-
sponsored seminar, “Growth and Poverty Reduction—
Lessons from Africa, China, and India.” In November 2004,
he delivered opening remarks at the 2004 APEC Finance
and Development Forum in Hainan, China.

Executive Board’s evaluation of external
communications

In March 2005, the Executive Board discussed a paper pre-
pared by the External Relations Department (EXR) on
“Integrating IMF Communications and Operations.”2 The
Board discussion was the fourth on the IMF’s communica-
tions strategy (the first was in 1998). These four discussions
have supplemented and reinforced the separate Board
reviews and updates of the IMF’s transparency policy, which
set the guidelines for the types and extent of information
that the Fund may release publicly.?

Opverall, Executive Directors felt that the IMF continues to
pursue a reasonably balanced communications strategy,
aimed, first and foremost, at strengthening the global
constituency for sound and transparent policies, while
enhancing the persuasiveness and thereby the effectiveness
of IMF policy advice. The discussion also provided sugges-
tions on various aspects of the IMF’s communications
strategy, which were to be implemented taking into
account the ongoing development of the IMF’s medium-
term strategy.

Directors agreed that a key medium-term objective of the
IMF’s communications strategy should be better coordina-
tion and integration of communications activities with the
IMF’s operations, both in country work and in broader pol-
icy design and implementation. Directors supported closer
collaboration between area departments and EXR in devel-
oping and implementing regional and country communica-
tions plans. To ensure that such plans are adapted to each
country’s circumstances and priorities, they should be
designed and executed with the support of Directors and
national authorities.

“The text of the paper is available at www.imf.org/external/np/exr/docs/
2005/020805.htm.

3See Public Information Notice (PIN) No. 03/122, “IMF Reviews the Fund’s
Transparency Policy—Issues and Next Steps,”www.imf.org/external/np/sec/
pn/2003/pn03122.htm.
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Many Directors saw regional offices and resident represen-
tative offices as having a crucial supportive role, but stressed
the importance for effective communication of close coor-
dination among mission chiefs, department heads, and
management. Directors also saw a continuing role for
themselves in external communications activities, in their
capacity both as officials of the IMF and as country repre-
sentatives. In this regard, they viewed Directors’ group
travel as continuing to provide a further vehicle for out-
reach, both to inform member countries about the IMF and
its policies and to listen to the authorities and civil society.

Directors generally agreed that communications planning
and activities in the context of IMF-supported country pro-
grams remain a particular priority. In this context, commu-
nications should continue to focus on the authorities’ own
efforts, to reinforce country ownership of economic policy
programs. Directors recommended that the authorities be
consulted closely when planning in-country communica-
tions and supported the emphasis on enhancing communi-
cation with national parliamentarians whenever judged
appropriate by the authorities.

Directors saw considerable scope for the IMF to convey its
surveillance findings more widely and effectively. Additional
emphasis on communications related to surveillance would,
in many cases, need to rely primarily upon area department
staff, with support from EXR. A number of Directors
pointed to the benefits of making summaries of surveillance
analysis and findings, as well as program documentation,
available in local languages. They noted the potential bene-
fits and opportunities for wider communication, as well as
the additional costs that would be associated with an expan-
sion of non-English materials. In this regard, Directors wel-
comed the recent formation of a working group of
Directors and staff to consider issues related to the publica-
tion of material on the IMF’s external website in languages
in addition to English.

Progress made by the international community toward
achieving the Millennium Development Goals (MDGs) will
be a subject of special interest in the period ahead. In this
context, the IMF’s commitment to helping countries make
progress toward the MDGs needs to be emphasized, and
clear communications will be key to effective signaling in
low-income countries, in line with the IMF’s own ongoing
deliberations on its role in these countries. At the same
time, Directors noted that the IMF is only one among sev-
eral partners in the achievement of MDGs, and its commu-
nications strategy should avoid contributing to excessive
expectations.

Directors were of the view that, notwithstanding the major
advances made in improving public understanding of IMF
policies, the mission of the IMF is still not as readily recog-
nizable or understood as that of some other international



organizations. Publishing and outreach activities aimed at
explaining the work of the IMF to journalists, parliamentar-
ians, civil society, and the general public will therefore
remain of considerable importance. A further area identi-
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fied for strengthening outreach is contacts with the private
sector. Directors also noted the important role of the Inde-
pendent Evaluation Office in the Fund’s outreach and com-
munications activities.
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APPENDIX I'l

International reserves

Total international reserves, including gold, increased by 15 percent during
2004 and stood at SDR 2.7 trillion at the end of the year (Table 1.1). Foreign
exchange reserves, which constitute the largest component of official reserve
holdings, grew by 18 percent, to SDR 2.4 trillion. IMF-related assets, which
make up the rest of nongold reserves, declined by 12 percent to SDR 76 bil-
lion, reflecting the recent decline in outstanding credit to member countries.
The market value of gold held by monetary authorities decreased by 1 per-
cent to SDR 254 billion in 2004.1

Foreign exchange reserves

Foreign exchange reserves comprised 97 percent of nongold assets at the
end of 2004. Developing countries held 65 percent of all foreign exchange
reserves (SDR 1.6 trillion) at the end of 2004, increasing their holdings by
22 percent. During 2004, foreign exchange holdings of industrial countries
rose by 12 percent to SDR 845 billion.

In 2004, the foreign exchange assets of the oil-exporting developing coun-
tries, which amount to 8 percent of all developing countries’ foreign exchange
reserves, increased by 18 percent to SDR 133 billion. Foreign exchange
reserves of the net creditor developing country group rose by 15 percent, to
SDR 282 billion, and those of net debtor countries grew by 23 percent to
SDR 1.3 trillion. Foreign exchange reserves of net debtors without debt-
servicing problems increased by 25 percent to SDR 1.1 trillion, while those
of countries with debt-servicing problems increased by 15 percent to

SDR 178 billion.

Holdings of IMF-related assets

During 2004, total IMF-related assets (that is, reserve positions in the IMF
and SDRs) declined by 12 percent, following three years of increase. Mem-
bers’ reserve positions in the IMF—which consist of members’ reserve tranche
and creditor positions—declined by 16 percent to SDR 56 billion, while the
SDR holdings of IMF members remained at SDR 20 billion. The decline in the
reserve positions was attributed mostly to industrial countries, which account
for more than three-fourths of the reserve positions and SDR holdings.

Gold reserves

The market value of gold reserves declined by 1 percent to SDR 254 billion
in 2004, reflecting a 1 percent decline in the physical stock of official gold.
The share of gold in officially held reserves declined gradually to 9 percent

10fficial monetary authorities comprise central banks and also currency boards,
exchange stabilization funds, and treasuries, to the extent that they perform monetary
authorities’ functions.

by the end of 2004, whereas in the early 1980s gold represented about half
of all officially held reserves. Most of the gold reserves (82 percent) are held
by industrial countries: gold constituted 19 percent of these countries’ total
reserves at the end of 2004. Gold reserves accounted for 3 percent of the
total reserves of the developing countries.

Developments during the first quarter of 2005

During the first quarter of 2005, total reserve assets rose by SDR 125 billion
and foreign exchange reserves by SDR 131 billion. Reflecting the decline in
the physical stock of gold since the end of 2004, the market value of gold
reserves decreased by nearly SDR 1 billion, and holdings of IMF-related
assets declined by SDR 5 billion.

Currency composition of foreign exchange reserves

The currency composition of foreign exchange reserves has changed gradu-
ally over the past decade, with the share of U.S. dollar holdings in foreign
exchange reserves rising from 59 percent in 1995 to 71 percent in 1999,
and remaining broadly stable in 2000 and 2001 (Table 1.2).2 In 2002, how-
ever, the share of U.S. dollar holdings sharply declined to 67 percent, driven
by the fall in the value of U.S. dollar holdings and a reduced share of U.S.
dollar assets in net purchases of reserves (Table 1.3). Over the subsequent
two years, the dollar share remained at a similar level. While the official
reserves held in U.S. dollars picked up strongly over these two years—
accounting for more than 80 percent of the quantity increase in official
reserve holdings—this was offset by the weakening of the U.S. dollar vis-a-vis
other major currencies (see the last paragraph for details).

The euro, which replaced 11 European currencies and the European currency
unit (ECU) on January 1, 1999, accounted for 25 percent of total foreign
exchange reserves in 2003 and 2004, higher than its average in preceding
years. Given that, at the introduction of the euro, the euro system’s reserves
previously denominated in euro-legacy currencies® became domestic assets
of the euro area, the share of the euro in 1999-2004 is not directly compa-
rable with the previous years’ combined share of the four euro-legacy curren-
cies identified in Table 1.2: deutsche mark, French franc, Netherlands guilder,
and private ECU.

The share of the Japanese yen in total foreign exchange reserves declined
from 7 percent at end-1995 to 4 percent at the end of 2004. During the
past decade, the share of pound sterling has been in the 2-3 percent range,

2The currency composition data in the 2005 Annual Report are not directly compara-
ble to the information in previous annual reports owing to data revision. See Table 1.2
for details.

SThose foreign exchange reserves that, up to December 31, 1998, were denominated
in the former national currencies of the euro area countries and private ECUs.
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Table 1.1 Official holdings of reserve assets!

(In bithons of SDRs)
March
1999 2000 2001 2002 2003 2004 2005
All countries
Total reserves excluding gold
Fund-related assets
Reserve positions in the Fund 54.8 47.4 56.9 66.1 66.5 55.8 50.7
SDRs 185 18.5 196 19.7 19.9 20.3 20.2
Subtotal, IMF-related assets 73.2 65.9 76.4 85.7 86.4 76.1 70.9
Foreign exchange 1,299.6 1,490.2 1,633.1 1,771.0 2,037.5 2,407.2 2,538.4
Total reserves excluding gold 1,372.8 1,556.1 1,709.5 1,856.7 2,123.9 2,483.3 2,609.3
Gold?
Quantity {(millions of ounces) 967.1 9521 942.8 930.6 913.1 900.2 894.1
Value at London market price 204.5 200.6 207.4 234.6 256 4 253.9 253.0
Total reserves Including gold 1,571.3 1,756.6 1,916.9 2,091.3 2,380.3 2,737.2 2,862.3
Industrial countries
Total reserves excluding gold
Fund-related assets
Reserve positions in the Fund 46.8 39.7 47.0 53.7 52.6 43.6 389
SDRs 14.7 14.4 16.0 15.8 15.3 15.3 141
Subtotal, IMF-related assets 61.5 54.1 62.9 69.5 67.9 58.9 53.0
Foreign exchange 528.7 602.0 626.8 661.5 752.3 845.4 860.3
Total reserves excluding gold 590.2 656.1 689.7 731.0 820.2 904.3 913.3
Gold?
Quantity (millons of ounces) 8104 796 5 783.5 769.8 754.3 740.6 7353
Value at London market price 171.4 167 8 172.4 194.1 211.8 2089 208.1
Total reserves Including gold 761.6 823.9 862.1 925.1 1,032.0 1,113.2 1,121.3
Developing countries
Total reserves excluding gold
Fund-related assets
Reserve positions in the Fund 8.0 7.7 9.9 123 13.9 12.2 11.7
SDRs 3.7 4.1 36 3.9 46 5.0 6.1
Subtotal, IMF-related assets 11.7 11.8 13.5 16.2 18.5 17.2 179
Foreign exchange 7709 8882 1,006.3 1,109.5 1,285.2 1,561.8 1,678.1
Total reserves excluding gold 782.6 899.9 1,019.8 1,125.7 1,303.7 1,579.0 1,696.0
Gold?
Quantity (millions of ounces) 156.6 1556 159.2 160.7 158.8 159.6 158.8
Value at London market pnce 331 328 35.0 405 44.6 450 449
Total reserves including gold 815.8 932.7 1,054.8 1,166.2 1,348.3 1,624.1 1,740.9
Net debtor developing countries
Total reserves excluding gold
Fund-related assets
Reserve positions in the Fund 5.6 54 6.4 8.0 92 8.5 8.1
SDRs 31 33 2.7 29 3.6 39 5.0
Subtotal, IMF-related assets 8.7 8.7 9.1 11.0 12.7 123 13.1
Foreign exchange 608.6 7047 805.6 888.4 1,039.4 1,280.0 1,393.5
Total reserves excluding gold 617.3 7134 814.7 899.4 1,052.2 1,292.3 1,408.6
Gold?
Quantity (millions of ounces) 1306 129.6 133.2 1350 133.4 134.3 1334
Value at London market pnce 27.6 273 293 34.0 375 379 378
Total reserves Including gold 644.9 740.7 844.0 933.4 1,089.6 1,330.2 1,444.4
Net debtor developing countrles
without debt-servicing problems
Total reserves excluding gold
Fund-related assets
Reserve positions in the Fund 4.8 4.6 5.7 73 8.3 7.5 71
SDRs 2.4 2.1 21 1.9 22 22 2.3
Subtotal, IMF-related assets 7.2 6.7 1.7 9.2 10.5 9.7 9.4
Foreign exchange 488.6 570.6 663.5 7519 884.1 1,101.6 1,196.6
Total reserves exciuding gold 495.8 577.2 671.2 761.2 894.6 1,111.3 1,206.1
Gold?
Quantity (millions of ounces) 854 84.6 88.3 89.9 88.2 884 88.4
Value at London market price 18.1 17.8 19.4 22.7 248 249 25.0
Total reserves Including gold 513.9 595.1 690.6 783.8 919.4 1,136.2 1,231.1

Source’ International Monetary Fund, International Financial Statistics.

Note: Components may not sum to totals because of rounding

1End-of-year figures for all years except 2004 “IMF-related assets” compnse reserve positions i the IMF and SDR holdings of all IMF members The entries under “Foreign exchange” and
“Gold” compnse official holdings of those IMF members for which data are available and certain countries or areas

20ne troy ounce equals 31.103 grams The market price 1s the afternoon price fixed in London on the last business day of each period
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Table 1.2 Share of national currencies in total identified official holdings of foreign exchange, end of year

(In percent)

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
All countries
U.S. dollar 59.0 62.1 65.2 69.4 71.0 70.5 70.7 66.5 65.8 65.9
Japanese yen 6.8 6.7 5.8 6.2 6.4 6.3 5.2 4.5 4.1 3.9
Pound sterling 2.1 2.7 2.6 2.7 2.9 2.8 2.7 29 2.6 33
Swiss franc 0.3 03 0.3 0.3 0.2 0.3 0.3 0.4 0.2 0.2
Euro? - - — - 179 18.8 19.8 242 25'3 249
Deutsche mark 15.8 14.7 14.5 13.8 - - - - - -
French franc 24 1.8 1.4 1.6 — - - - - -
Netherlands guilder 0.3 0.2 0.4 0.3 - - - - - -
ECUs® 8.5 41 6.0 1.2 - - - - - -
Other currencies* 4.8 43 38 45 1.6 1.4 12 1.4 19 1.8
Industrial countries
U.S. dollar 52.3 57.4 59.1 67.6 73.5 125 72.7 68.9 70.5 71.5
Japanese yen 6.7 8.7 58 6.9 6.7 6.5 5.6 4.4 3.8 3.6
Pound sterling 2.1 24 2.0 2.1 2.2 2.0 1.9 21 1.5 1.9
Swiss franc 0.1 0.1 0.1 0.2 0.1 0.2 0.3 0.6 0.2 0.1
Euro? - - - - 16.1 17.1 18.0 22.4 221 20.9
Deutsche mark 16.6 15.9 162 134 - — - - - -
French franc 2.3 1.7 0.9 1.2 - - - - - -
Netherlands guilder 0.2 0.2 0.2 02 - - - - -
ECUs® 13.6 123 11.2 23 - - - - -
Other currencies* 6.0 4.7 4.4 6.2 1.4 1.6 1.5 1.7 1.9 2.0
Developing countries
U.S. dollar 70.3 68.5 724 71.2 68.2 68.2 68.6 64.0 60.7 59.9
Japanese yen 7.0 8.1 5.7 5.6 6.0 6.0 4.9 4.7 4.4 4.3
Pound sterling 2.2 3.5 33 33 3.7 3.6 3.6 3.8 39 4.8
Swiss franc 0.7 0.6 0.6 0.5 0.4 0.3 03 0.2 0.2 0.2
Euro - - - - 19.9 20.6 21.8 26.1 28.9 29.2
Deutsche mark 14.4 13.0 12,5 14.3 - - - - - -
French franc 2.4 2.0 21 241 - - - - — -
Netherlands guilder 0.5 0.3 0.5 0.4 - - - - - -
ECUs? 0.0 0.0 0.0 0.0 - - - - -
Other currencies® 2.6 39 3.0 240, 1.7 13 0.9 132 19 1.6
Memorandum items:
Unallocated reserves®
All countries 25.6 21.8 21.3 2241 229 23.6 26.0 28.3 29.8 32.6
Industrial countries 1.0 2.2 2.1 1.1 1.1 0.3 0.3 0.3 0.2 0.3
Developing countries 47.6 38.6 36.1 36.5 37.8 39.4 42.1 45.0 47.2 50.2

Note: Components may not sum to total because of rounding. Country coverage changes marginally every year, but the changes were larger than usual in 1996 (broader coverage) and in 2000
(narrower coverage). The data for 2004 are preliminary.

IThe currency shares are calculated for the reserves of member countries that report the currency composition of their foreign exchange reserves. The data include minimal estimation under-
taken mainly for late reporters. Reserves for which currency composition is not reported are shown under “Unallocated reserves”

2Not comparable with the combined share of euro legacy currencies in previous years because it excludes the euros received by euro area members when their previous holdings of other euro
area members’ legacy currencies were converted into euros on January 1, 1999.

3In the calculation of currency shares, the ECU is treated as a separate currency. ECU reserves held by the monetary authorities existed in the form of claims on both the private sector and the
European Monetary Institute (EMI), which issued official ECUs to European Union central banks through revolving swaps against the contribution of 20 percent of their gross gold holdings and
U. S. dollar reserves. On December 31, 1998, the official ECUs were unwound into gold and U.S. dollars; hence, the share of ECUs at the end of 1998 was sharply lower than a year earlier. The
remaining ECU holdings reported for 1998 consisted of ECUs issued by the private sector, usually in the form of ECU deposits and bonds. On January 1, 1999, these holdings were automati-
cally converted into euros.

“Foreign exchange reserves that are reported to be held in currencies other than those listed above.

SForeign exchange reserves whose currency composition information is not submitted to the IMF, in percent of total official holdings of reserves.

Changes in Table 1.2

Table 1.2 in this year's report reflects changes
in the underlying database on the Composition
of Official Foreign Exchange Reserves (COFER).
The most important changes include a signifi-
cant curtailment of the use of estimation tech-
niques when the currency composition of
reserves is not reported, and a split of
“Unspecified currencies” into two new cate-
gories, “Other currencies” and “Unallocated

reserves,’ in order to distinguish the
reservesheld in currencies other than the major
ones from the reserves whose currency compo-
sition has not been identified.

Data estimation and classification

This year's data were compiled under a new
rule that the estimation of the currency com-
position of reserves be limited to data gaps of

less than four quarters. As a result, the
aggregate currency composition is now calcu-
lated almost exclusively on the basis of
reserves data reported by the authorities to
COFER. Reserves held by nonreporting devel-
oping countries, for which the currency com-
position was previously estimated, have been
moved to the new category “Unallocated
reserves.”
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Changes in Table I.2 (concluded)

In previous years, the “Unspecified currencies”
category captured both foreign exchange
reserves held in currencies other than the major
currencies identified in Table 1.2, and reserves
held by those nonreporting countries for which
the currency composition was not estimated.
The presentation now disaggregates this cate-
gory into “Other currencies” (currencies other
than the major ones identified in the table) and
“Unallocated reserves” (reserves held by coun-
tries that do/did not report to COFER).

The new presentation also reflects data improve-
ments resulting, in part, from new and revised
data reported by countries. The improvements
entailed reclassifying part of the reserves that
used to fall under “Unspecified currencies” into
the major currencies listed in Table 1.2.

Country coverage

Virtually all industrial countries, as defined in
International Financial Statistics (IFS), report to
COFER. The currency shares for industrial coun-
tries in Table 1.2 are thus calculated from a
fixed sample of countries, whose reserves in
2004 represented more than 99 percent of the
total reserves held by industrial countries.

The currency shares for developing countries,
as defined in IFS, are calculated from a mov-

ing sample: not all countries reported, and
reporting countries did not necessarily report
in all years. Over the 1995-2004 period, the
number of developing country reporters
ranged from 79 countries to 89 countries,
out of a total of 159 developing countries in
IFS. The reserves held by these reporting
countries accounted for 50 to 65 percent of
total developing country reserves over the
same period.

On a regional basis, the rate of reporting
compliance—measured in terms of the percent-
age of regional reserves accounted for by the
reporters—is highest for countries from Europe
and lowest for countries from Asia.

Comparison of the new and old
presentations

The new and old presentations are not
directly comparable, because the new presen-
tation is based on a smaller pool of reserves
whose currency composition is mostly
reported by the authorities. Subject to that
qualification, the following major differences
with the data presented in the 2004 Annual
Report are noted.

m Forindustrial countries, the major change
is an increase in the euro’s share by about

2 percentage points, on average, reflecting
primarily data revisions by a major indus-
trial country.

For developing countries, the average share
of reserves held in U.S. dollars in the period
1999-2003 is higher by 5 percentage
points under the new presentation and the
euro’s share is higher by 7 percentage
points. In contrast, the share of pound ster-
ling is lower by 2 percentage points, and the
share of other currencies (new presentation)
is about 10 percentage points lower than
the share of unspecified currencies (the
2004 Annual Report). These changes reflect
the curtailment of estimation under the new
methodology and data improvements over
the past year.

For all countries, as a result, the average
share of reserves held in U.S. dollars for the
period 1999-2003 is higher by about 4 per-
centage points under the new presentation;
the euro’s share is higher by 4 percentage
points; sterling's share is lower by about

1 percentage point; and the share of other
currencies (new presentation) is about

6 percentage points lower than the share
of unspecified currencies (the 2004
Annual Report).

while that of the Swiss franc has remained below 1 percent. The share of
other currencies, which comprise currencies not identified in Table 1.2, has
been less than 2 percent since 1999. The share of unallocated reserves, for
which no information on currency composition is available, rose to more than
30 percent of global reserves in 2004.

For industrial countries, the share of U.S. dollar holdings increased throughout
the 1990s, peaking at 74 percent in 1999 and amounting to 72 percent at the
end of 2004. The share of the euro in industrial countries’ foreign exchange
reserves declined slightly in 2004, to 21 percent, while the share of the yen
remained broadly unchanged over 2003-04. The shares of pound sterling and
the Swiss franc have remained broadly constant over the past 10 years.

The share of the U.S. dollar in developing countries’ foreign exchange
reserves declined to 60 percent in 2004, lower than the average in preced-
ing years. Holdings of the euro rose to 29 percent of those countries’ for-
eign exchange reserves, nearly 10 percentage points higher than the euro’s
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share in its initial years (1999 and 2000). Over the past decade, the share
of the yen has gradually decreased by about 3 percentage points, to 4 per-
cent at the end of 2004, while the share of pound sterling has increased
by about 3 percentage points, to 5 percent in 2004. The share of the Swiss
franc has remained below 1 percent over the same period.

Changes in the SDR value of foreign exchange reserves can be decom-
posed into quantity and valuation (price) changes (Table 1.3). Official
reserves held in U.S. dollars increased by SDR 128 billion in 2004, as an
increase of SDR 176 billion in the quantity of U.S. dollar holdings was
offset by a valuation decline of SDR 48 billion. Euro holdings increased by
SDR 42 billion, reflecting a quantity increase of SDR 29 billion and a
valuation increase of SDR 13 billion. Japanese yen holdings increased by
SDR 5 billion as a quantity increase of SDR 6 billion was offset by a
valuation decline of SDR 1 billion. Pound sterling holdings increased

by SDR 16 billion, whereas Swiss franc holdings declined by SDR 0.5
billion.
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composition of official holdings of foreign exchange, end of year!

(In millions of SDRs)

1996 1997 1998 1999 2000 2001 2002 2003 2004

U.S. dollar

Change in holdings 117,987 85,753 16,854 80,421 90,643 51,512 -8,787 95,901 128,324
Quantity change 102,739 49,035 43,129 64,551 51,209 21,931 58,270 176,862 176,149
Price change 15,248 36,718 -26,275 15,870 39,434 29,581 -67,057 -80,960 -47,826

Year-end value 528,578 614,331 631,185 711,606 802,249 853,761 844,975 940,876 1,069,200

Japanese yen

Change in holdings 10,101 -2,774 2,373 7,128 7,433 -8,214 -5,634 1,409 4,936
Quantity change 15,076 171 -1,947 -1,547 12,105 -1,474 -6,518 135 6,014
Price change -4,976 -2,945 4,319 8,675 -4,672 -6,740 884 1,274 -1,078

Year-end value 57,239 54,465 56,838 63,966 71,399 63,186 57,552 58,961 63,896

Pound sterling

Change in holdings 8,152 1,484 -103 4,764 2,518 1,177 4,328 490 15,566
Quantity change 5,572 549 851 4,861 3,350 941 3,379 36 14,088
Price change 2,580 934 -954 -97 -832 236 949 455 1,478

Year-end value 22,868 24,351 24,248 29,013 31,531 32,708 37,036 37,526 53,092

Swiss franc

Change in holdings 246 710 -278 -700 589 546 1,868 -2,281 -571
Quantity change 662 743 -313 -388 504 510 1,372 -2,376 -685
Price change -416 -33 35 -313 85 36 496 95 114

Year-end value 2,577 3,287 3,009 2,308 2,898 3,443 5,311 3,030 2,459

Euro

Change in holdings - - - 44,3032 34,025 25,754 67,512 54,780 42,091
Quantity change - - - 64,817 37,797 29,478 41,409 21,894 29,314
Price change - - - -20,514 -3,772 -3,723 26,103 32,887 12,777

Year-end value - - - 179,924 213,949 239,703 307,215 361,995 404,086

Deutsche mark

Change in holdings 15,405 11,512 -10,958 - - - - - -
Quantity change 21,255 21,123 -14,619 - - - - - -
Price change -5,849 -9,612 3,661 - - - - - —

Year-end value 125,119 136,631 125,673 - - - - - —

French franc

Change in holdings -645 -2,170 1,209 - = - - - -
Quantity change -112 -1,082 881 - - - - - -
Price change -533 -1,088 327 - - - - - -

Year-end value 15,743 13,574 14,782 - - - - - -

Netherlands guilder

Change in holdings -183 1,265 -828 - - - - - -
Quantity change -62 1,447 -944 - - - - - -
Price change -121 -182 115 - - - - — -

Year-end value 2,041 3,306 2,478 - - - - - -

European currency unit

Change in holdings 984 -3,242 -46,110 - — - - - -
Quantity change 1,833 512 -47,582 - — - - - —
Price change -849 -3,754 1,472 - - - - - —

Year-end value 60,242 57,000 10,890 - — - — — —

Sum of the above?

Change in holdings 152,049 92,538 -37,841 135,915 135,209 70,775 59,287 150,300 190,345
Quantity change 146,964 72,499 -20,542 132,294 104,965 51,386 97,912 196,550 224,880
Price change 5,085 20,039 -17,300 3,621 30,244 19,390 -38,625 -46,250 -34,535

Year-end value 814,407 906,945 869,104 986,817 1,122,026 1,192,801 1,252,088 1,402,388 1,592,733

Other currencies

Change in holdings 3,753 -1,498 5275 -25,014 663 -1,520 3,152 8,955 1,977

Year-end value 36,977 35,480 40,754 15,740 16,403 14,883 18,036 26,991 28,968

Total official holdings*

Change in holdings 154,271 108,683 -30,339 132,087 190,623 142,863 137,928 266,493 369,751

Year-end value 1,089,142 1,197,825 1,167,486 1,299,573 1,490,197 1,633,060 1,770,988 2,037,481 2,407,232

Note: Components may not sum to total because of rounding. Country coverage changes marginally every year, but the changes were larger than usual in 1996 (broader coverage) and in
2000 (narrower coverage). The data for 2004 are preliminary.

IThe currency composition of official foreign exchange reserves as reported by countries, including minimal estimation undertaken mainly for late reporters. Quantity changes are derived by
multiplying the changes in official holdings of each currency from the end of one quarter to the next by the average of the two SDR prices of that currency prevailing at the corresponding
dates. This procedure converts the change in the quantity of national currency from own units to SDR units of account. Subtracting the SDR value of the quantity change so derived from the
quarterly change in the SDR value of foreign exchange held at the end of two successive quarters and cumulating these differences yields the effect of price changes over the years shown.

2Represents the change from end-1998 holdings of euro legacy currencies by official institutions outside the euro area.

3Each item represents the sum of the currencies above.

“Includes “Unallocated reserves” whose currency composition could not be ascertained.
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Financial operations and transactions

The tables in this appendix supplement the information given in Chapter 5 on the IMF’s financial operations and policies. Components may not sum to
total because of rounding.

Table 1.1 Arrangements approved during financial years ended April 30, 1953-2005

Amounts committed under Arrangements

Financlal Number of Arrangements (In mililons of SDRs)

year Stand-By EFF SAF PRGF Total  Stand-By EFF SAF PRGF Total
1953 2 - - - 2 55 - - - 55
1954 2 - - - 2 63 - - - 63
1955 2 - - - 2 40 - - - 40
1956 2 - - - 2 48 - - - 48
1957 9 - - - 9 1,162 -~ - - 1,162
1958 11 - - - 11 1,044 - - - 1,044
1959 15 - - - 15 1,057 - - - 1,057
1960 14 - - - 14 364 - - - 364
1961 15 - - - 15 460 - - - 460
1962 24 - - - 24 1,633 - - - 1,633
1963 19 - - - 19 1,531 - - - 1,531
1964 19 - - - 19 2,160 - - - 2,160
1965 24 - - - 24 2,159 - - - 2,159
1966 24 - - - 24 575 - - - 575
1967 25 - - - 25 591 - - - 591
1968 32 - - - 32 2,352 - - - 2,352
1969 26 - - - 26 541 - - - 541
1970 23 - - - 23 2,381 - - - 2,381
1971 18 - - - 18 502 - - - 502
1972 13 - - - 13 314 - - - 314
1973 13 - - - 13 322 - - - 322
1974 15 - - - 15 1,394 - - - 1,394
1975 14 - - - 14 390 - - - 390
1976 18 2 - - 20 1,188 284 - - 1,472
1977 19 1 - - 20 4,680 518 - - 5,198
1978 18 - - - 18 1,285 - - - 1,285
1979 14 4 - - 18 508 1,093 - - 1,600
1980 24 4 - - 28 2,479 797 - - 3,277
1981 21 11 - - 32 5,198 5,221 - - 10,419
1982 19 5 - - 24 3,106 7,908 - - 11,014
1983 27 4 — - 31 5,450 8,671 - - 14,121
1984 25 2 - - 27 4,287 95 - - 4,382
1985 24 - - - 24 3,218 - - - 3,218
1986 18 1 - - 19 2,123 825 - - 2,948
1987 22 - 10 - 32 4,118 - 358 - 4,476
1988 14 1 15 - 30 1,702 245 670 - 2,617
1989 12 1 4 7 24 2,956 207 427 955 4,545
1990 16 3 3 4 26 3,249 7,627 37 415 11,328
1991 13 2 2 3 20 2,786 2,338 15 454 5,593
1992 21 2 1 5 29 5,587 2,493 2 743 8,826
1993 11 3 1 8 23 1,971 1,242 49 527 3,789
1994 18 2 1 7 28 1,381 779 27 1,170 3,357
1995 17 3 - 11 31 13,055 2,335 - 1,197 16,587
1996 19 4 1 8 32 9,645 8,381 182 1,476 19,684
1997 11 5 - 12 28 3,183 1,193 - 911 5,287
1998 9 4 - 8 21 27,336 3,078 - 1,738 32,152
1999 5 4 - 10 19 14,325 14,090 - 998 29,413
2000 11 4 - 10 25 15,706 6,582 - 641 22,929
2001 11 1 - 14 26 13,093 -9 - 1,249 14,333
2002 9 - - 9 18 39,439 - - 1,848 41,287
2003 10 2 - 10 22 28,597 794 - 1,180 30,571
2004 5 - - 10 15 14,519 - - 967 15,486
2005 6 - - 8 14 1,188 -~ - 525 1,713
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Table 1.2 Arrangements in effect as of April 30, 1996-2005

Number of Arrangements as of April 30

Financial operations and transactions | [l

Amounts committed under Arrangements as of April 30
(In millions of SDRs)

Financial

year Stand-By EFF SAF PRGF Total Stand-By EFF SAF PRGF Total
1996 21 7 1 28 57 14,963 9,390 182 3,383 27,918
1997 14 11 - 35 60 3,764 10,184 - 4,048 17,996
1998 14 13 - 33 60 28,323 12,336 - 4,410 45,069
1999 9 12 - 35 56 32,747 11,401 - 4,186 48,334
2000 16 11 - 31 58 45,606 9,798 - 3,516 58,920
2001 17 8 - 37 62 34,906 8,697 - 3,298 46,901
2002 13 4 - 35 52 44,095 7,643 - 4,201 55,939
2003 15 3 - 36 54 42,807 4,432 - 4,450 51,689
2004 13 2 - 36 49 53,944 794 - 4,356 59,094
2005 10 2 - 31 43 11,992 794 - 2,878 15,664

Table 11.3 Stand-By and Extended Arrangements in effect during financial year ended April 30, 2005

(In millions of SDRs)
Arrangement dates Amounts approved Undrawn balance
Effective Expiration Prior to In At date of As of
Member date date FY2005 FY2005 termination April 30, 2005
Argentina 9/20/2003 9/19/2006 8,981 - - 4,810
Bolivia 4/2/2003 3/31/2006 86 86 - 60
Brazil 9/6/2002 3/31/2005 217,375 - 10,175 -
Bulgaria 8/6/2004 9/5/2006 - 100 - 100
Colombia 1/15/2003 5/2/2005 1,548 - - 1,548
Croatia 8/4/2004 4/3/2006 - 97 - 97
Dominican Republic 8/29/2003 1/31/2005 438 - 306 -
Dominican Republic 1/31/2005 5/31/2007 - 438 - 385
Gabon 5/28/2004 6/30/2005 - 69 - 28
Jordan 7/3/2002 7/2/2004 85 - 75 -
Macedonia, FYR 4/30/2003 8/15/2004 20 - - -
Paraguay 12/15/2003 9/30/2005 50 - - 50
Peru 6/9/2004 8/16/2006 - 287 - 287
Romania 7/7/2004 7/6/2006 - 250 - 250
Turkey 2/4/2002 2/3/2005 12,821 - 907 -
Ukraine 3/29/2004 3/28/2005 412 - 412 -
Uruguay 4/1/2002 3/31/2005 2,128 (140) - -
Total for Stand-By Arrangements 53,944 1,188 11,875 7,615
Sri Lanka 4/18/2003 4/17/2006 144 - - 124
Serbia and Montenegro 5/14/2002 12/31/2005 650 - - 188
Total for Extended Arrangements 794 - - 312
Total 54,738 1,188 11,875 7,927
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Table 11.4 Arrangements under the Poverty Reduction and Growth Facility in effect during financial year ended April 30, 2005

(In millions of SDRs)

Arrangement dates Amounts approved Undrawn balance
Effective Expiration Prior to In At date of As of

Member date date FY2005 FY2005 termination April 30, 2005
Albanial 6/21/2002 11/20/2005 28 - - 4
Armenia? 5/23/2001 12/31/2004 69 - - -
Azerbaijan® 7/6/2001 7/4/2005 80 (13) - 13
Bangladesh? 6/20/2003 6/19/2006 347 83 - 252
Burkina Faso® 6/11/2003 8/15/2006 24 - - 10
Burundi 1/23/2004 1/22/2007 69 - - 36
Cameroon® 12/21/2000 12/20/2004 111 - 32 -
Cape Verde” 4/10/2002 7/31/2005 9 - - 1
Chad 2/16/2005 2/15/2008 - 25 - 21
Congo, Dem. Rep. of 6/12/2002 6/11/2005 580 - - 83
Congo, Rep. of 12/6/2004 12/5/2007 - 55 - 47
Cote d'lvoire 3/29/2002 3/28/2005 293 - 234 -
Dominica 12/29/2003 12/28/2006 8 - - 3
Ethiopia® 3/22/2001 10/31/2004 100 - - -
Gambia, The 7/18/2002 7/17/2005 20 - - 17
Georgia 6/4/2004 6/3/2007 - 98 - 70
Ghana 5/9/2003 5/8/2006 185 - - 105
Guinea 5/2/2001 5/1/2004 64 - 39 -
Guyana® 9/20/2002 9/12/2006 55 - - 28
Honduras 2/217/2004 2/26/2007 71 - - 41
Kenya'© 11/21/2003 11/20/2006 175 50 - 150
Kyrgyz Republic!! 12/6/2001 3/14/2005 73 - - -
Kyrgyz Republic 3/15/2005 3/14/2008 - 9 - 8
Lao People’s Dem. Rep.12 4/25/2001 4/24/2005 32 - 14 -
Lesotho!3 3/9/2001 10/31/2004 25 - - -
Madagascar'4 3/1/2001 3/1/2005 92 - - -
Malawil® 12/21/2000 12/20/2004 45 - 32 -
Mali 6/23/2004 6/22/2007 - 9 - 7
Mauritania® 7/18/2003 11/7/2004 6 - 6 -
Mongolial? 9/28/2001 7/31/2005 28 - - 16
Mozambique 7/6/2004 7/5/2007 0 11 - 8
Nepal 11/19/2003 11/18/2006 50 - - 36
Nicaragua 12/13/2002 12/12/2005 98 - - 42
Niger!8 12/22/2000 6/30/2004 59 - - -
Niger 1/31/2005 1/30/2008 - 7 - 6
Pakistan 12/6/2001 12/5/2004 1,034 - 172 -
Rwanda?? 8/12/2002 2/11/2006 4 - - 1
Senegal 4/28/2003 4/27/2006 24 - - 14
Sierra Leone20 9/26/2001 6/25/2005 131 - - 14
Sri Lanka 4/18/2003 4/17/2006 269 - - 231
Tajikistan 12/11/2002 12/10/2005 65 - - 20
Tanzania 8/16/2003 8/15/2006 20 - - 8
Uganda 9/13/2002 9/12/2005 14 - - 4
Zambia 6/16/2004 6/15/2007 - 220 - 50
Total 4,357 525 528 1,315

Extended from 6/20/05. Extended from 12/5/04.

2Extended from 5/22/04. 12Extended from 4/24/04.

3Reduced by SDR 12.87 million on 12/22/04. Extended from 7/5/04, and from 3/31/05.  '3Extended from 3/8/04, and from 6/30/04.

“Augmented by SDR 53.3 million on 7/28/04. 14augmented by SDR 12.2 million on 3/17/04. Extended from 2/29/04, and from 11/30/04.

SExtended from 6/10/06. 15gxtended from 12/20/03.

SExtended from 12/20/03. 16Cancelled on 11/7/04.

"Extended from 4/9/05. 17Extended from 9/27/04.

8Augmented by SDR 13.4 million on 3/18/02. Extended from 3/21/04, and from 7/31/04. '8Extended from 12/21/03.

9Extended from 9/19/05, and from 3/19/06. 19gxtended from 8/11/05.

10Augmented by SDR 50 million on 12/20/04. 20Extended from 9/25/04, and from 3/25/05.
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Table 1.5 Summary of disbursements, repurchases, and repayments, financial years ended April 30, 1948-2005
(In millions of SDRs)

Disbursements Repurchases and repayments Total Fund

Financial Trust Fund SAF PRGF Trust Fund  SAF/PRGF credit
year Purchases® loans loans loans Total Repurchases repayments repayments Total outstanding?
1948 606 - - - 606 - - - - 133
1949 119 - - - 119 - - - - 193
1950 52 - - - 52 24 - - 24 204
1951 28 - - - 28 19 - - 19 176
1952 46 - - - 46 37 - - 37 214
1953 66 - - - 66 185 - - 185 178
1954 231 - - - 231 145 - - 145 132
1955 49 - - - 49 276 - - 276 55
1956 39 - - - 39 272 - - 272 72
1957 1,114 - - - 1,114 75 - - 75 611
1958 666 - - - 666 87 - - 87 1,027
1959 264 - - - 264 537 - - 537 898
1960 166 - - - 166 522 - - 822 330
1961 577 - - - 817 659 - - 659 552
1962 2,243 - - - 2,243 1,260 - - 1,260 1,023
1963 580 - - - 580 807 - - 807 1,059
1964 626 - - - 626 380 - - 380 952
1965 1,897 - - - 1,897 517 - - 517 1,480
1966 2,817 - - - 2,817 406 — - 406 3,039
1967 1,061 - - - 1,061 340 - - 340 2,945
1968 1,348 - - - 1,348 1,116 - - 1,116 2,463
1969 2,839 - - - 2,839 1,542 - - 1,542 3,299
1970 2,996 - - - 2,996 1,671 - - 1,671 4,020
1971 1,167 - - - 1,167 1,657 - - 1,657 2,556
1972 2,028 - - - 2,028 3122 - - 3,122 840
1973 1,175 - - - 1,175 540 - - 540 998
1974 1,058 - - - 1,058 672 - - 672 1,085
1975 5,102 - - - 5,102 518 - - 518 4,869
1976 6,591 - - - 6,591 960 - - 960 9,760
1977 4,910 32 - - 4,942 868 - - 868 13,687
1978 2,503 268 - - 2,771 4,485 - - 4,485 12,366
1979 3,720 670 - - 4,390 4,859 - - 4,859 9,843
1980 2,433 962 - - 3,395 3,776 - - 3,776 9,967
1981 4,860 1,060 - - 5,920 2,853 - - 2,853 12,536
1982 8,041 - - - 8,041 2,010 - - 2,010 17,793
1983 11,392 - - - 11,392 1,555 18 - 1,574 26,563
1984 11,518 - - - 11,518 2,018 111 - 2,129 34,603
1985 6,289 - - - 6,289 2,730 212 - 2,943 37,622
1986 4,101 - - - 4,101 4,289 413 - 4,702 36,877
1987 3,685 - 139 - 3,824 6,169 579 - 6,749 33,443
1988 4,153 - 445 - 4,597 7,935 528 - 8,463 29,543
1989 2,541 - 290 264 3,095 6,258 447 - 6,705 25,520
1990 4,503 - 419 408 5,329 6,042 356 - 6,398 24,388
1991 6,955 - 84 491 7,530 5,440 168 - 5,608 25,603
1992 5,308 - 125 483 5,916 4,768 - 1 4,770 26,736
1993 8,465 - 20 573 9,058 4,083 - 36 4,119 28,496
1994 5,325 - 50 612 5,987 4,348 52 112 4,513 29,889
1995 10,615 - 14 573 11,202 3,984 4 244 4,231 36,837
1996 10,870 - 182 1,295 12,347 6,698 7 395 7,100 42,040
1997 4,939 - - 705 5,644 6,668 5 524 7,196 40,488
1998 20,000 - - 973 20,973 3,789 1 595 4,385 56,026
1999 24,071 - - 826 24,897 10,465 - 627 11,092 67,175
2000 6317 - - 513 6,890 22,993 - 634 23,627 50,370
2001 9,599 - - 630 10,229 11,243 - 588 11,831 48,691
2002 29,194 - - 952 30,146 19,207 - 769 19,976 58,699
2003 21,784 - - 1,218 23,002 7,784 - 928 8,712 72,879
2004 17,830 - - 865 18,695 21,638 - 890 22,528 69,031
2005 1,608 - - 771 2,379 13,907 - 923 14,830 56,576

!includes reserve tranche purchases.
2Excludes reserve tranche purchases; includes outstanding associated loans from the Saudi Fund for Development.
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Table 11.6 Purchases and loans from the IMF, financial year ended April 30, 2005
(In millions of SDRs)

Stand-By/ Extended Total
Reserve Emergency credit Fund Total PRGF purchases

Member tranche assistance tranche Facility SRF purchases loans and loans
Albania - - - - - - 8 8
Armenia - - - - - - 19 19
Azerbaijan - - - - - - 13 13
Bangladesh — - - - - - 50 50
Bolivia - - 47 - - 47 - 47
Burkina Faso - - - - - - 7 7
Burundi — - - — - - 7 7
Cape Verde = - - = = - 2 2
Central African Republic - 6 - - - 6 - 6
Chad - - - - - - 4 4
Congo, Dem. Rep. of - - — - — - 27 27
Congo, Rep. of - - - - - - 8 8
Dominica - - - - - - 2 2
Dominican Republic - - 53 - - 53 - 53
Ethiopia - - - - - - 10 10
Gabon - - 42 - - 42 - 42
Georgia - - - - - - 28 28
Ghana - - - - - - 36 36
Grenada - 3 - - - 3 - 3
Guyana - - - - - - 6 6
Haiti - 10 - - - 10 - 10
Honduras - - - - - - 20 20
Iraq — 297 - — - 297 - 297
Kenya - . . = = - 50 50
Kyrgyz Republic - - - - - - 20 20
Lesotho - - - - - - 4 4
Macedonia, FYR - - 8 - - 8 N 8
Madagascar - - - - - - 23 23
Maldives - 4 - - - 4 - 4
Mali - - - - - - 3 3
Mozambique - - - - - - 3 3
Nepal 6 - - - - 6 7 13
Nicaragua - - - - - - 14 14
Niger - - - - - - 9 9
Pakistan - - - - - - 172 172
Rwanda - - - - - - 2 2
Senegal - - - - - - 3 3
Serbia and Montenegro - - - 163 - 163 - 163
Sierra Leone - - - - - - 14 14
Sri Lanka - 103 - - - 103 - 103
Tajikistan - - - - - - 20 20
Tanzania = = = - — - 6 6
Turkey - - 454 - - 454 - 454
Uganda - - - - - - 4 4
Uruguay - - 419 - — 419 - 419
Zambia - - - - - - 171 171
Total 6 423 1,022 163 - 1,614 771 2,385
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Table 11.7 Repurchases and repayments to the IMF, financial year ended April 30, 2005

(In millions of SDRs)

Stand-By/ Extended SAF/PRGF and Total

credit Fund Total Trust Fund repurchases

Member tranche Facility Others? repurchases repayments and repayments
Albania - - - - 5 5
Algeria - 195 28 223 - 223
Argentina 1,938 256 - 2,195 - 2,195
Armenia - - 6 6 20 26
Azerbaijan - 9 10 19 16 34
Belarus - - 12 12 - 12
Benin - - - - 8 8
Bolivia - - - - 27 27
Bosnia and Herzegovina 29 - - 29 - 29
Brazil 2,783 - - 2,783 - 2,783
Bulgaria 32 70 - 102 - 102
Burkina Faso - - - - 12 12
Cambodia ] - - - 8 8
Cameroon - - - - 23 23
Central African Republic - - - - 2 2
Chad - - - - 11 11
Congo, Rep. of 5 = - 5 3 8
Cote d'lvoire - - - - 80 80
Djibouti - - - - 0.3 0.3
Ecuador 94 - - 94 - 94
Equatorial Guinea - - - - 0.2 0.2
Ethiopia - - - - 9 9
Gabon i 10 - i7 - 17
Gambia, The - - - - 6 6
Georgia - - 9 9 31 40
Ghana - - - - 30 30
Guinea - = - - 14 14
Guinea-Bissau 1 - - 1 2 3
Guyana - - - - 13 13
Haiti - - - - 3 3
Honduras - - - - 16 16
Indonesia - 726 - 726 - 726
Jamaica - 4 - 4 - 4
Jordan 4 56 - 60 - 60
Kenya - - - - 10 10
Kyrgyz Republic - - - - 23 23
Lao PD.R. - - - 5 5
Latvia - - 2 2 - 2
Lithuania - 24 - 24 - 24
Macedonia, FYR - - 6 6 5 11
Madagascar . - - = 7 7
Malawi - - - - 9 9
Mali - - - - 20 20
Mauritania - - - - 11 11
Moldova — 15 - 15 - 15
Mongolia - - - - 4 4
Mozambique - - - - 16 16
Nicaragua - - - - 20 20
Niger - = - - 10 10
Pakistan 214 30 - 243 60 304
Panama o~ i/ - 7 - 7
Papua New Guinea 64 - - 64 — 64
Peru - 27 - 2 - 27
Philippines 109 129 - 238 - 238
Romania 103 - 16 119 - 119
Russian Federation 59 2,861 - 2,920 - 2,920
Rwanda — = - = 5 5
Senegal - - - - 33 33
Serbia and Montenegro 113 58 171 - 171
Sierra Leone o s - - b 1
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Table 11.7 ‘(concluded)

Stand-By/ Extended SAF/PRGF and Total
credit Fund Total Trust Fund repurchases

Member tranche Facility Others? repurchases repayments and repayments
Sri Lanka 96 - - 96 - 96
Sudan 17 - 4 22 — 22
Tajikistan - - - - 9 9
Tanzania e = - - 33 33
Togo - - - - 10 10
Turkey 2,957 - - 2,957 - 2,957
Uganda - s - - 35 35
Ukraine - 119 62 181 - 181
Uruguay 503 - - 503 - 503
Uzbekistan - - 17 17 - 17
Vietnam - - 1 1 48 49
Yemen, Rep. of - 6 - 6 27 33
Zambia - - - - 171 171
Zimbabwe - 8 - 8 6 14
Total 9,128 4,549 230 13,907 923 14,830

!Includes Compensatory and Contingency Financing Facility and Systemic Transformation Facility.

Table 11.8 Outstanding IMF credit by facility and policy, financial years ended April 30, 1996-2005

(In millions of SDRs and percent of total )

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
(In millions of SDRs)

Stand-By Arrangements! 20,700 18,064 25,526 25,213 21,410 17,101 28,612 34,241 42,100 35,818
Extended Arrangements 9,982 11,155 12,521 16,574 16,808 16,108 15,538 14,981 13,751 9,365
Supplemental Reserve Facility - - 7,100 12,655 - 4,085 5,875 15,700 6,028 4,569
Compensatory and Contingency
Financing Facility 1,602 1,336 685 2,845 3,032 2,992 745 413 120 84
Systemic Transformation Facility 3,984 3,984 3,869 3,364 2,718 1,933 1,311 644 154 18
Subtotal (General Resources
Account) 36,268 34,539 49,701 60,651 43,968 42,219 52,081 65,978 62,153 49,854
SAF Arrangements 1,208 954 730 565 456 432 341 137 86 45
PRGF Arrangements? 4,469 4,904 5,505 5,870 5,857 5,951 6,188 6,676 6,703 6,588
Trust Fund 95 90 90 89 89 89 89 89 89 89
Total 42,040 40,488 56,026 67,175 50,370 48,691 58,699 72,879 69,031 56,576
(Percent of total)
Stand-By Arrangements! 49 45 46 38 43 35 49 47 61 63
Extended Arrangements 24 28 22 25 33 a3 26 21 20 17
Supplemental Reserve Facility - - 13 19 - 9 10 21 9 8
Compensatory and Contingency
Financing Facility 4 3 1 4 6 6 1 1 -3 -3
Systemic Transformation Facility 9 10 7 5 5 4 2 1 -3 -3
Subtotal (General Resources
Account) 86 85 89 90 87 87 88 91 90 88
SAF Arrangements 3 2 1 1 1 1 1 -3 =3 -3
PRGF Arrangements? 11 12 10 9 12 12 11 9 10 12
Trust Fund _3 _3 _3 _3 _3 _3 _3 _3 _3 _3
Total 100 100 100 100 100 100 100 100 100 100

!includes outstanding credit tranche and emergency purchases.
2Includes outstanding associated loans from the Saudi Fund for Development.
3Less than 4 of 1 percent of total.
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Table 1.9 Summary of bilateral contributions to the PRGF and PRGF-HIPC Trusts

(In millions of SDRs; cumulative through April 30, 2005)

PRGF Trust PRGF-HIPC Trust
Subsidy contributions Loan Subsidies and HIPC grant
“as needed" commitments contributions “as needed”
Total 3,514.7 15,759.7 1,561.6
Major industrial countries 2,314.1 12,864.8 880.5
Canada 206.0 700.0 48.8
France 468.8 2,900.0 82.2
Germany 201.4 2,750.0 127.2
Italy 153.6 1,380.0 63.6
Japan 731.4 5,134.8 144.0
United Kingdom a71.7 - 82.2
United States 181.3 - 332.6
Other advanced countries 983.9 2,452.8 299.7
Australia 17.0 - 24.8
Austria 62.6 - 14.3
Belgium 119.4 350.0 35.3
Denmark 67.9 100.0 18.5
Finland 42.7 - 8.0
Greece 399 - 6.3
Iceland 4.7 - 0.9
Ireland 8.7 - 5.9
Israel - - 1.8
Korea 60.7 92.7 15.9
Luxembourg 14.5 - 0.7
Netherlands 145.7 450.0 45.4
New Zealand - - 1.7
Norway 46.2 150.0 18.5
Portugal 4.9 - 6.6
San Marino - - 0.04
Singapore 31.1 - 16.5
Spain 17.4 708.4 233
Sweden 189.3 - 18.3
Switzerland 1111 601.7 37.0
Fuel-exporting countries 16.5 49.5 93.1
Algeria - - 5.5
Brunei Darussalam - - 0.1
Gabon? - - 2.5
Iran, Islamic Republic of 1.8 - 2.2
Kuwait - - 3.1
Libya - - 7.3
Nigeria - - 13.9
Oman - - 0.8
Qatar - - 0.5
Saudi Arabia 14.7 49.5 53.5
United Arab Emirates - - 3.8
Other developing countries 186.4 355.6 2213
Argentina® 36.3 - 16.2
Bangladesh 0.9 = iy
Barbados - - 0.4
Belize - - 0.3
Botswana 1.9 - 5.7
Brazil - - 15.0
Cambodia - - 0.04
Chile 4.1 - 4.4
China 15.6 200.0 19.7
Colombia - - 0.9
Cyprus - - 0.8
Egypt 13.7 155.6 1.3
Fiji - - 0.1
Ghana - - 0.5
India 13.5 - 229
Indonesia 6.7 - 8.2
Jamaica = - 2.7
Malaysia 44.4 - 12.7
Malta 2.0 - 1.1
Mauritius = - 0.1
Mexico - - 54.5
Micronesia, Federated States of - - 0.0
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Table 11.9 (concluded)

PRGF Trust PRGF-HIPC Trust
Subsidy contributions Loan Subsidies and HIPC grant
“as needed”! commitments contributions “as needed”!

Morocco 9.9 - 1.6
Pakistan 3.6 - 3.4
Paraguay - — 0.1
Peru - - 2.5
Philippines - - 6.7
Samoa - - 0.04
South Africa - - 28.6
Sri Lanka - - 0.6
St. Lucia - - 0.1
St. Vincent and the Grenadines - = 0.1
Swaziland - - 0.04
Thailand 175 - 4.5
Tonga - - 0.04
Tunisia 1.6 - 15
Turkey 122 - =
Uruguay 2.4 - 22
Vietnam - - 0.4
Countries in transition 13.7 - 42.9
Croatia - - 0.4
Czech Republic 13.7 - 4.1
Estonia - - 0.5
Hungary - - 6.0
Latvia - - 1.0
Poland - - 12.0
Russian Federation - - 14.6
Slovak Republic - - 4.0
Slovenia — - 0.4
Pending contributions to the PRGF-HIPC

Trust (“as needed”)! - - 24.0
Bahrain - - 0.9
Dominican Republic - - 0.5
Grenada - - 0.1
Lebanon - - 0.4
Maldives - - 0.0%
Trinidad and Tobago - - 1.6
Vanuatu - - 0.1
Venezuela - - 20.4
Memorandum Item:
OPEC Fund for International Development - 37.0 -

The term “as needed” refers to the nominal undiscounted sum of the projected delivery of HIPC assistance plus the profile of projected subsidy needs associated with PRGF lending during
2002-05.

2Contribution to the PRGF-HIPC Trust includes a pending balance of SDR 1.9 million “as needed.

3Contribution to the PRGF-HIPC Trust includes a pending balance of SDR 6.4 million “as needed.”

4Less than SDR 5,000.
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Table 11.10 Holdings of SDRs by all participants and by groups of countries as percentage of their cumulative
allocations of SDRs, at end of financial years ended April 30, 1996-2005

Nonindustrial countries?

Net debtor countries

All Industrial All nonindustrial  Net creditor All net debtor Heavily indebted
participants? countries? countries countries? countries3 poor countries
1996 91.4 102.4 67.9 2855 56.6 17.4
1997 87.2 99.8 60.5 303.6 47.8 17.3
1998 95.0 107.0 69.4 323.7 56.1 241
1999 81.1 94.6 52.5 170.7 46.3 26.3
2000 84.6 95.0 62.5 174.1 56.6 20.6
2001 86.6 101.6 54.6 204.2 46.5 12.4
2002 915 107.7 56.9 227.9 44.7 14.6
2003 93.0 102.4 72.0 173.7 7.1 L7
2004 96.3 105.6 76.3 230.5 235 209
2005 96.2 96.3 96.0 178.7 33.0 17.7

IMember countries that are participants in the SDR Department. At the end of FY2005, of the total SDRs allocated to participants in the SDR Department (SDR 21.4 billion), SDR 0.8 billion
was not held by participants, but instead by the IMF and prescribed holders.

2Based on IFS classification (International Monetary Fund, International Financial Statistics, various years).

3Net creditor countries’ holdings of SDRs are more than their cumulative allocations of SDRs. Net debtor countries” holdings of SDRs are less than their cumulative allocations of SDRs.

Table I1.11 Key IMF rates, financial year ended April 30, 2005

(In percent)

SDR interest rate SDR interest rate

Period and unadjusted rate Basic rate Period and unadjusted rate Basic rate
beginning of remuneration® of charge! beginning of remunerationt of charge?
2004
May 1 1.62 2.49 November 1 2.09 322
May 3 1.63 2,51 November 8 2.14 3.30
May 10 1.69 2.60 November 15 217 3.34
May 17 1.66 2.56 November 22 2.18 3.36
May 24 1.69 2.60 Novermber 29 221 3.40
May 31 1.72 2.65

December 6 2.22 3.42
June 7 1.79 2.76 December 13 2.24 3.05
June 14 1.83 2.82 December 20 222 3.02
June 21 1.84 2.83 December 27 2.22 3.02
June 28 1.82 2.80

2005
July 5 1.84 2.83 January 3 2.22 3.02
July 12 1.83 2.82 January 10 2.25 3.06
July 19 1.87 2.88 January 17 2.26 3.07
July 26 189 291 January 24 228 3.07

January 31 2.30 3.13
August 2 1.91 294
August 9 191 294 February 7 231 3.14
August 16 1.90 2.93 February 14 2.34 3.18
August 23 183 297 February 21 2.36 3.21
August 30 1.95 3.00 February 28 2.42 3.29
September 6 1.98 3.05 March 7 2.43 3.30
September 13 1.99 3.06 March 14 2.43 3.30
September 20 2.01 3.10 March 21 2.45 3.33
September 27 2.02 3.11 March 28 247 3.36
October 4 2.01 3.10 April 4 2.45 3.33
October 11 2.01 3.10 April 11 2.45 3.33
October 18 2.03 3.13 April 18 2.45 3.33
October 25 2.06 3.17 April 25 2.49 3.39

Under the FY2005 decision on burden sharing, the rate of remuneration was adjusted downward and the rate of charge was adjusted upward to share the impact of protecting the IMF's income
from overdue charges and of contributing to the IMF's precautionary balances. The amounts generated from burden sharing in FY2005 are refundable when overdue charges are paid and when
overdue obligations cease to be a problem. Beginning May 1, 2004, the basic rate of charge remained set at 154.0 percent of the SDR interest rate for FY2005. Effective November 1, 2004, the
rate of charge was reduced to 136.0 percent of the SDR interest rate for the remainder of FY2005.
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Effective date

Table 11.12 Members that have accepted the obligations of Article VIII, Sections 2, 3, and 4, of the Articles of Agreement

Effective date

Member of acceptance Member of acceptance
Algeria September 15, 1997 India August 20, 1994
Antigua and Barbuda November 22, 1983 Indonesia May 7, 1988
Argentina May 14, 1968 Iran, Islamic Republic of September 6, 2004
Armenia May 29, 1997 Ireland February 15, 1961
Australia July 1, 1965 Israel September 21, 1993
Austria August 1, 1962 Italy February 15, 1961
Azerbaijan November 30, 2004 Jamaica February 22, 1963
Bahamas, The December 5, 1973 Japan April 1, 1964
Bahrain March 20, 1973 Jordan February 20, 1995
Bangladesh April 11, 1994 Kazakhstan July 16, 1996
Barbados November 3, 1993 Kenya June 30, 1994
Belarus November 5, 2001 Kiribati August 22, 1986
Belgium February 15, 1961 Korea November 1, 1988
Belize June 14, 1983 Kuwait April 5, 1963

Benin June 1, 1996 Kyrgyz Republic March 29, 1995
Bolivia June 5, 1967 Latvia June 10, 1994
Botswana November 17, 1995 Lebanon July 1,1993

Brazil November 30, 1999 Lesotho March 5, 1997
Brunei Darussalam October 10, 1995 Libya June 21,2003
Bulgaria September 24, 1998 Lithuania May 3, 1994
Burkina Faso June 1, 1996 Luxembourg February 15, 1961
Cambodia January 1, 2002 Macedonia, FYR June 19,1998
Cameroon June 1, 1996 Madagascar September 18, 1996
Canada March 25, 1952 Malawi December 7, 1995
Cape Verde July 1,2004 Malaysia November 11, 1968
Central African Republic June 1, 1996 Mali June 1, 1996

Chad June 1, 1996 Malta November 30, 1994
Chile July 27,1977 Marshall Islands May 21, 1992
China December 1, 1996 Mauritania July 19, 1999
Colombia August 1, 2004 Mauritius September 29, 1993
Comoros June 1, 1996 Mexico November 12, 1946
Congo, Dem. Rep. of February 10,2003 Micronesia, Federated States of June 24,1993
Congo, Rep. of June 1, 1996 Moldova June 30, 1995
Costa Rica February 1, 1965 Mongolia February 1, 1996
Cote d'lvoire June 1, 1996 Morocco January 21, 1993
Croatia May 29, 1995 Namibia September 20, 1996
Cyprus January 9, 1991 Nepal May 30, 1994
Czech Republic October 1, 1995 Netherlands February 15, 1961
Denmark May 1, 1967 New Zealand August 5, 1982
Djibouti September 19, 1980 Nicaragua July 20, 1964
Dominica December 13, 1979 Niger June 1, 1996
Dominican Republic August 1, 1953 Norway May 11, 1967
Ecuador August 31, 1970 Oman June 19,1974
Egypt January 2, 2005 Pakistan July 1,1994

El Salvador November 6, 1946 Palau December 16, 1997
Equatorial Guinea June 1, 1996 Panama November 26, 1946
Estonia August 15, 1994 Papua New Guinea December 4, 1975
Fiji August 4, 1972 Paraguay August 22, 1994
Finland September 25, 1979 Peru February 15, 1961
France February 15, 1961 Philippines September 8, 1995
Gabon June 1, 1996 Poland June 1, 1995
Gambia, The January 21, 1993 Portugal September 12, 1988
Georgia December 20, 1996 Qatar June 4,1973
Germany February 15, 1961 Romania March 25, 1998
Ghana February 21, 1994 Russian Federation June 1, 1996
Greece July 7, 1992 Rwanda December 10, 1998
Grenada January 24, 1994 St. Kitts and Nevis December 3, 1984
Guatemala January 27,1947 St. Lucia May 30, 1980
Guinea November 17, 1995 St. Vincent and the Grenadines August 24, 1981
Guinea-Bissau January 1, 1997 Samoa October 6, 1994
Guyana December 27, 1966 San Marino September 23, 1992
Haiti December 22, 1953 Saudi Arabia March 22, 1961
Honduras July 1, 1950 Senegal June 1, 1996
Hungary January 1, 1996 Serbia and Montenegro May 15, 2002
Iceland September 19, 1983 Seychelles January 3, 1978

122



Financial operations and transactions | [l

Table 11.12 (concluded)

Effective date

Effective date

Member of acceptance Member of acceptance
Sierra Leone December 14, 1995 Togo June 1, 1996
Singapore November 9, 1968 Tonga March 22, 1991
Slovak Republic October 1, 1995 Trinidad and Tobago December 13, 1993
Slovenia September 1, 1995 Tunisia January 6, 1993

Solomon Islands

South Africa
Spain

Sri Lanka
Sudan
Suriname

Swaziland
Sweden
Switzerland
Tajikistan
Tanzania

Thailand
Timor-Leste

July 24,1979

September 15, 1973
July 15, 1986

March 15, 1994
October 29, 2003
June 29, 1978

December 11, 1989
February 15, 1961
May 29, 1992
December 9, 2004
July 15, 1996

May 4, 1990
July 23,2002

Turkey

Uganda

Ukraine

United Arab Emirates
United Kingdom
United States

Uruguay
Uzbekistan
Vanuatu

Venezuela

Yemen, Republic of

Zambia
Zimbabwe

March 22, 1990

April 5, 1994
September 24, 1996
February 13,1974
February 15, 1961
December 10, 1946

May 2, 1980
October 15,2003
December 1, 1982
July 1,1976
December 10, 1996

April 19,2002
February 3, 1995
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Classification of exchange rate regimes and
monetary framework!

This classification system is based on members’ actual, de facto, arrangements as
identified by IMF staff, which may differ from their officially announced arrangements.
The scheme ranks exchange rate arrangements on the basis of their degree of
flexibility and the existence of formal or informal commitments to exchange rate
paths. It distinguishes among different forms of exchange rate regimes, in addition to
arrangements with no separate legal tender, to help assess the implications of the
choice of exchange rate arrangement for the degree of monetary policy
independence. The system presents members’ exchange rate regimes against
alternative monetary policy frameworks with the intention of using both criteria as a
way of providing greater transparency in the classification scheme and to illustrate
that different exchange rate regimes can be consistent with similar monetary policy
frameworks. The following explains the categories.

Exchange rate regimes

Exchange arrangements with no separate legal tender

The currency of another country circulates as the sole legal tender (formal
dollarization), or the member belongs to a monetary or currency union in which the
same legal tender is shared by the members of the union. Adopting such regimes
implies the complete surrender of the monetary authorities’ independent control over
domestic monetary policy.

Currency board arrangements

A monetary regime based on an explicit legislative commitment to exchange
domestic currency for a specified foreign currency at a fixed exchange rate,
combined with restrictions on the issuing authority to ensure the fulfillment of its
legal obligation. This implies that domestic currency will be issued only against
foreign exchange and that it remains fully backed by foreign assets, eliminating
traditional central bank functions, such as monetary control and lender-of-last-
resort, and leaving little scope for discretionary monetary policy. Some flexibility may
still be afforded, depending on how strict the banking rules of the currency board
arrangement are.

Other conventional fixed peg arrangements

The country (formally or de facto) pegs its currency at a fixed rate to another
currency or a basket of currencies, where the basket is formed from the currencies
of major trading or financial partners and weights reflect the geographical
distribution of trade, services, or capital flows. The currency composites can also
be standardized, as in the case of the SDR. There is no commitment to keep the
parity irrevocably. The exchange rate may fluctuate within narrow margins of less
than +1 percent around a central rate—or the maximum and minimum value of the
exchange rate may remain within a narrow margin of 2 percent—for at least three
months. The monetary authority stands ready to maintain the fixed parity through
direct intervention (that is, via sale/purchase of foreign exchange in the market) or
indirect intervention (for example, via aggressive use of interest rate policy,
imposition of foreign exchange regulations, exercise of moral suasion that
constrains foreign exchange activity, or intervention by other public institutions).
Flexibility of monetary policy, though limited, is greater than in the case of
exchange arrangements with no separate legal tender and currency boards
because traditional central banking functions are still possible, and the monetary
authority can adjust the level of the exchange rate, although relatively

infrequently.

Pegged exchange rates within horizontal bands

The value of the currency is maintained within certain margins of fluctuation of at
least +1 percent around a fixed central rate or the margin between the maximum
and minimum value of the exchange rate exceeds 2 percent. It also includes
arrangements of countries in the exchange rate mechanism (ERM) of the European
Monetary System (EMS), which was replaced with the ERM Il on January 1, 1999.
There is a limited degree of monetary policy discretion, depending on the band
width.

Crawling pegs

The currency is adjusted periodically in small amounts at a fixed rate or in response to
changes in selective quantitative indicators, such as past inflation differentials vis-a-vis
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major trading partners, differentials between the inflation target and expected inflation
in major trading partners, and so forth. The rate of crawl can be set to generate
inflation-adjusted changes in the exchange rate (backward looking), or set at a
preannounced fixed rate and/or below the projected inflation differentials (forward
looking). Maintaining a crawling peg imposes constraints on monetary policy in a
manner similar to a fixed-peg system.

Exchange rates within crawling bands

The currency is maintained within certain fluctuation margins of at least +1 percent
around a central rate—or the margin between the maximum and minimum value of
the exchange rate exceeds 2 percent—and the central rate or margins are adjusted
periodically at a fixed rate or in response to changes in selective quantitative
indicators. The degree of exchange rate flexibility is a function of the band width.
Bands are either symmetric around a crawling central parity or widen gradually with
an asymmetric choice of the crawl of upper and lower bands (in the latter case, there
may be no preannounced central rate). The commitment to maintain the exchange
rate within the band imposes constraints on monetary policy, with the degree of
policy independence being a function of the band width.

Managed floating with no predetermined path for the exchange rate

The monetary authority attempts to influence the exchange rate without having a
specific exchange rate path or target. Indicators for managing the rate are broadly
judgmental (for example, balance of payments position, international reserves,
parallel market developments), and adjustments may not be automatic. Intervention
may be direct or indirect.

Independently floating

The exchange rate is market-determined, with any official foreign exchange market
intervention aimed at moderating the rate of change and preventing undue
fluctuations in the exchange rate, rather than at establishing a level for it.

Monetary policy framework

Exchange rate anchor

The monetary authority stands ready to buy or sell foreign exchange at given quoted
rates to maintain the exchange rate at its preannounced level or range; the exchange
rate serves as the nominal anchor or intermediate target of monetary policy. This type
of regime covers exchange rate regimes with no separate legal tender; currency board
arrangements; fixed pegs with and without bands; and crawling pegs with and without
bands.

Monetary aggregate anchor

The monetary authority uses its instruments to achieve a target growth rate for a
monetary aggregate, such as reserve money, M1, or M2, and the targeted aggregate
becomes the nominal anchor or intermediate target of monetary policy.

Inflation targeting framework

This involves the public announcement of medium-term numerical targets for inflation
with an institutional commitment by the monetary authority to achieve these targets.
Additional key features include increased communication with the public and the
markets about the plans and objectives of monetary policymakers and increased
accountability of the central bank for attaining its inflation objectives. Monetary policy
decisions are guided by the deviation of forecasts of future inflation from the
announced target, with the inflation forecast acting (implicitly or explicitly) as the
intermediate target of monetary policy.

Fund-supported or other monetary program

This involves implementation of monetary and exchange rate policies within the
confines of a framework that establishes floors for international reserves and ceilings
for net domestic assets of the central bank. Indicative targets for reserve money may
be appended to this system.

Other

The country has no explicitly stated nominal anchor but, rather, monitors various
indicators in conducting monetary policy, or there is no relevant information available
for the country.
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Table 11.13 (continued)

Monetary policy framework

Exchange
rate regime
(number of
countries)

Exchange rate anchor

Monetary Inflation-
aggregate targeting
target framework

IMF-supported
or other
monetary
program

Other

Exchange
arrangements
with no separate
legal tender (41)

Another
currency as

CFA franc zone (14)

WAEMU

Benin

Burkina Faso*
Cote d'lvoire*
Guinea-Bissau
Mali*

Niger*
Senegal*
Togo

ECCU (6)?

Antigua and
Barbuda

Dominica*

Grenada

St. Kitts and Nevis

St. Lucia

St. Vincent and
the Grenadines

legal tender

Ecuador

El Salvador*

Kiribati

Marshall Islands

Micronesia, Fed.
States of

Palau

Panama

San Marino

Timor-Leste

CAEMC

Cameroon*

Central African Rep.
Chad*

Congo, Rep. of*
Equatorial Guinea
Gabon*

Euro area (12)3
Austria
Belgium
Finland
France
Germany
Greece
Ireland

Italy
Luxembourg
Netherlands
Portugal
Spain

Currency board
arrangements (7)

Bosnia and
Herzegovina®
Brunei
Darussalam
Bulgaria*
Hong Kong SAR
Djibouti
Estonia®
Lithuania®

Other conventional
fixed-peg
arrangements (42)

Against a single

currency (35) Against a composite (7)
Aruba Botswana’
Bahamas, The” Fiji
Bahrain Libya
Barbados Malta
Belize Morocco
Bhutan Samoa
Cape Verde* Vanuatu
Chinat8

Comoros®

Eritrea

Guinea®

Iraq®

Jordan®

Kuwait

Latvia

Lebanon®

Lesotho

Macedonia, FYR®

Malaysia

Maldives

Namibia

Nepal*

Netherlands Antilles

Oman

Qatar

Saudi Arabia

Seychelles?

Swaziland

Syrian Arab Rep.’

Trinidad and Tobago®
Turkmenistan®

Ukraine®

United Arab Emirates
Venezuela

Vietnam®

Chinat8

Pegged exchange
rates within
horizontal

bands (5)1°

Within a
cooperative
arrangement (2)
Denmark®
Slovenia®

Other band
arrangements (3)
Cyprus

Hungaryt

Tonga

Hungaryt
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Table 11.13 (concluded)

Monetary policy framework

Exchange IMF-supported
rate regime Monetary Inflation- or other
(number of aggregate targeting monetary
countries) Exchange rate anchor target framework program Other
Crawling pegs (5) Bolivia Honduras*t8
Costa Rica
Honduras* 8
Nicaragua*
Solomon Islands®
Exchange rates Belarus!!
within crawling
bands (1)
Managed floating Bangladesh*  Colombia* Argentina* Afghanistan, |.R. of
with no pre- Cambodia’ Czech Rep. Azerbaijan* Algeria®
determined path Egypt Guatemala® Croatia* Angola?
for the exchange Ethiopia Peru* Georgia* Burundi*3
rate (52) Ghana*8 Thailand Haiti*3.8 Gambia, The*3.8
Guyana* Kenya* India®
Indonesia Kyrgyz Rep.* Kazakhstan?
Iran, I.R. of Lao PD.R.*7 Mauritania
Jamaica® Mongolia* Myanmar3. 7.8
Mauritius Mozambique*®  Nigeria®
Moldova Rwanda* Pakistan?
Sudan Serbia and Paraguay*?
Suriname’ Montenegro*!2 Romania*
Tunisia Tajikistan* Russian Federation®
Zambia Sao Tomé and
Principe
Singapore?
Slovak Rep.?
Uzbekistan® 7
Zimbabwe’
Independently Madagascar  Australia Albania* Dominican Rep.*3
floating (34) Malawi Brazil Armenia* Japan?
Sierra Leone*® Canada Congo, Dem. Liberia3 8
Sri Lanka* Chile Rep. of the*  Papua New Guinea®
Uruguay Iceland Tanzania* Somalia’ 13
Yemen, Rep. of Israelt® Uganda* Switzerland?
Korea United States®
Mexico
New Zealand
Norway
Philippines
Poland
South Africa
Sweden
Turkey

United Kingdom

Sources: IMF staff reports; Recent Economic Developments; and International Financial Statistics.

Note: An asterisk (*) indicates that the country has an IMF-supported or other monetary program. A dagger (1) indicates that the country adopts more than one nominal anchor in conducting
monetary policy. It should be noted, however, that it would not be possible, for practical reasons, to include in this table which nominal anchor plays the principal role in conducting
monetary policy.

Based on “Exchange Arrangements and Foreign Exchange Markets: Developments and Issues” (unpublished; SM/02/233, July 22, 2002).

2The ECCU has a currency board arrangement.

3These countries have no explicitly stated nominal anchor but, rather, monitor various indicators in conducting monetary policy.

“The printing of new colones, the domestic currency, is prohibited, but the existing stock of colones will continue to circulate along with the U.S. dollar as legal tender until all colén notes wear
out physically.

%In the Republika Srpska, the Serbian dinar circulates.

5The member participates in the ERM Il of the European monetary system.

The member maintains an exchange arrangement involving more than one foreign exchange market. The arrangement shown is that maintained in the major market.

5The regime operating de facto in the country is different from its de jure regime.

9Comoros has the same arrangement with the French Treasury as the CFA franc zone countries.

19The band widths for these countries are as follows: Cyprus +15%, Denmark +2.25%, Hungary +15%, Slovenia +15%, and Tonga +5%.

"The band width is adjusted frequently.

12The description of the exchange rate regime applies to the Republic of Serbia only, which accounts for about 93% of the economy of Serbia and Montenegro; in the Republic of Montenegro,
the euro is legal tender. In the UN-administered province of Kosovo, the euro is the most widely used currency.

13As insufficient information on the country is available to confirm this classification, the classification of the last official consultation is used.
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Principal policy decisions of the

Executive Board

External audit firm—mandatory rotation and limits on
provision of audit-related services and non-audit-
related services

1.The contract to conduct the annual external audit of the financial state-
ments of the Fund required under Article XII, Section 7(a) of the Fund's Arti-
cles of Agreement and Section 20 of the Fund's By-Laws shall be subject to
bids every five years.

2.There shall be a mandatory rotation of the Fund’s external audit firm every
10 years. In cases where the Fund’s external audit firm is awarded a second
consecutive five-year contract after the first five-year period, the new contract
will require that the audit firm rotate the engagement partner and the audit
manager.

3.The Fund’s external audit firm shall not be eligible to bid for, and shall not
be awarded, the provision of non-audit-related consulting services to the
Fund. The provision of audit-related consulting services to the Fund by the
Fund’s external audit firm shall be subject to the prior approval of the Execu-
tive Board after consultation with the External Audit Committee (EAC), pro-
vided that, under no circumstances, shall the remuneration of the Fund'’s
external audit firm for such services exceed 33 percent of the value of the
five-year contract for conducting the annual audit of the financial statements
of the Fund.

4. This decision shall not preclude the Fund’s current external audit firm from
submitting bids in accordance with this decision and completing any other
existing contracts with the Fund.

Decision No. 13323-(04/78)
Adopted August 5, 2004

Eleventh General Review of Quotas—establishment of
new period for consent to increases

|. The Executive Board approves the attached draft Resolution for transmis-
sion to the Board of Governors proposing the establishment of a new period
for consent under the Eleventh Quota Review approved by Board of Gover-
nors Resolution No. 53-2, effective January 30, 1998. Pursuant to Article Ill,
Section 2(c) of the Fund's Articles of Agreement, the adoption of the Resolu-
tion requires positive responses from Governors having an 85 percent major-
ity of the total voting power.

1. 1. The Board of Governors is requested to vote without meeting pursuant
to Section 13 of the By-Laws upon the proposed Resolution entitled
“New Period for Consent—Increases in Quotas of Fund Members under
the Eleventh General Review”

2.The Secretary is directed to send the proposed Resolution entitled “New
Period for Consent—Increases in Quotas of Fund Members under the
Eleventh Quota Review,” to each member of the Fund by rapid means of
communication on or before August 31, 2004.

3.To be valid, votes must be cast by Governors or Alternate Governors and
must be received at the seat of the Fund on or before 6:00 p.m., Wash-
ington time, on September 20, 2004. Votes received after that time will
not be counted.

4.The effective date of the Resolution of the Board of Governors shall be
the last day for voting.

5. All votes cast pursuant to this decision shall be held in the custody of the
Secretary until counted, and all proceedings with respect thereto shall be
confidential until the Executive Board determines the result of the vote.

6.The Secretary is authorized to take such further action as he shall deem
appropriate in order to carry out the purposes of this decision
(EBD/04/98, 8/25/04).

Decision No. 13336-(04/82)
Adopted August 30, 2004

Attachment

Proposed Resolution of the Board of Governors: New Period for Consent—
Increases of Quotas of Members under the Eleventh General Review

WHEREAS paragraph 4 of the Board of Governors’ Resolution No. 53-2
states that, to become effective, duly executed notices for consent to
increases in quota under the Resolution must be received in the Fund
before 6:00 p.m., Washington time, January 31, 2000, provided that the
Executive Board may extend this period as it may determine;

WHEREAS the last extension of the period established in accordance with
paragraph 4 of the Resolution expired at 6:00 p.m., Washington time, July
31,2004;

WHEREAS the Executive Board has recommended the adoption of a Resolu-
tion of the Board of Governors, by vote without meeting pursuant to Section
13 of the By-Laws of the Fund, setting a new period for receipt of consents
to increases in quota under Board of Governors Resolution No. 53-2, so as
to give members that have been unable to consent to their proposed
increases in quotas under such Resolution a further opportunity to do so;

NOW, THEREFORE, the Board of Governors hereby RESOLVES that

Fund members that have not consented to an increase in their quotas as
proposed by Board of Governors Resolution No. 53-2 within the period
established in accordance with paragraph 4 of that Resolution, shall have
until 6:00 p.m., Washington time, September 19, 2005, to submit notices in
accordance with paragraph 2 of Resolution No. 53-2, by a duly authorized
official of the member, provided that the Executive Board may extend this
period as it may determine.

PRGF Trust—Reserve Account—review

Pursuant to Decision No. 10286-(93/23) ESAF, adopted on February 22,
1993, as amended, the Fund has reviewed the adequacy of the balances
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in the Reserve Account of the PRGF Trust and determines that they

are sufficient to meet all obligations that could give rise to payments from
the Account to lenders to the Loan Account of the PRGF Trust in the six
months from October 1, 2004, to March 31, 2005 (SM/04/309,
8/31/04).

Decision No. 13348-(04/87) PRGF
Adopted September 14, 2004

PRGF-HIPC Trust Instrument—Amendment

The Instrument to Establish a Trust for Special PRGF Operations for the
Heavily Indebted Poor Countries and Interim PRGF Subsidy Operations
(Annex to Decision No. 11436-(97/10), adopted February 4, 1997), shall
be amended as follows:

1. Section |, Paragraph 1, subparagraph (ix) shall be revised to read as
follows:

“(ix) ‘PRSP’ means a Poverty Reduction Strategy Paper prepared by the
member concerned in a participatory process involving a broad range of
stakeholders and setting out a comprehensive three-year poverty reduction
strategy; and”

2. Section |, Paragraph 1, subparagraph (x) shall become Section I, Para-
graph 1, subparagraph (xiv).

3.The following subparagraphs shall be added to Section I, Paragraph 1:

“(x) ‘I-PRSP" means an Interim Poverty Reduction Strategy Paper prepared
by the member concerned setting out a preliminary reduction strategy as
a precursor to a full PRSP; and

“(xi) ‘PRSP preparation status report’ means a report prepared by the
member concerning updating the preliminary poverty reduction strategy
set out in an |-PRSP in anticipation of a full PRSP; and

“(xii) APR” means an Annual Progress Report prepared by the member
concerned reporting on the implementation of a PRSP and updating it as
appropriate; and

“(xiii) Joint Staff Advisory Note’ means a document prepared by the staff
of the Bank and the Fund containing an analysis of the strengths and
weaknesses of the poverty reduction strategy of the member concerned
and identifying priority action areas for strengthening the poverty reduction
strategy during implementation; and”

4.The following sentence shall be added at the end of Section IIl, Paragraph
2(a):

“Moreover, the member shall have in place a satisfactory poverty reduction
strategy set out in an |-PRSP, PRSP preparation status report, PRSP, or APR,
that has been issued to the Executive Board, normally within the previous
12 months, but in any case within the previous 18 months, and has been
the subject of an analysis in a Joint Staff Advisory Note also issued to the
Executive Board”

5. Section Ill, Paragraph 2(c), third sentence, shall be amended to read as
follows:

“In addition, the member country concerned shall have prepared a PRSP
and implemented satisfactorily the strategy therein described for at least
one year by the completion point as evidenced by an APR that has been
issued to the Executive Board, normally within the previous 12 months, but
in any case within the previous 18 months, and has been the subject of an
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analysis in a Joint Staff Advisory Note also issued to the Executive Board”
(SM/04/374,11/4/04).

Decision No. 13373-(04/105) PRGF

Adopted November 9, 2004

PRGF Trust Instrument—Amendment

The Instrument to Establish the Poverty Reduction and Growth Facility Trust

(Annex to Decision No. 8759-(87/176) ESAF, adopted December 18, 1987,
shall be amended as follows:

The following subparagraph (g) shall be added to Section Il, Paragraph 1:

“(g) The Trustee shall not approve a new arrangement or complete a review
under an arrangement unless it finds that (i) the member concerned has a
poverty reduction strategy set out in an I-PRSP, PRSP preparation status
report, PRSP, or APR that has been issued to the Executive Board, normally
within the previous 12 months, but in any case within the previous

18 months; (ii) the I-PRSP, PRSP preparation status report, PRSP, or APR
has been the subject of an analysis in a Joint Staff Advisory Note also
issued to the Executive Board, provided, however, that no Joint Staff Advi-
sory Note will be required in connection with a PRSP preparation status
report, in which case the analysis of the PRSP preparation status report
will be included in the staff report on a new arrangement or a review under
an arrangement; and (iii) if there are any weaknesses in the member's
poverty reduction strategy, such as those identified in the Joint Staff Advi-
sory Note, and they are critical to Fund support under a PRGF arrange-
ment, they have been addressed. For purposes of this Instrument, the
terms |-PRSP, PRSP preparation status report, PRSP, APR, and Joint Staff
Advisory Note shall have the meaning given to each of them in Section |,
Paragraph 1 of the PRGF-HIPC Trust Instrument (Annex to Decision No.
11436-(97/10), adopted February 4, 1997)" (SM/04/374,11/4/04).

Decision No. 13374-(04/105) PRGF
Adopted November 9, 2004

Income position—review of rate of charge on use of
Fund resources for FY2005

1. Effective November 1, 2004, the proportion of the rate of charge to the
SDR interest rate under Rule T-I shall be 136 percent.

2.Any net income for financial year 2005 in excess of the net income target
for FY2005 of SDR 191 million shall be used, first, to reduce retroactively, to
the extent possible, but not below 136 percent, the proportion of the rate of
charge to the SDR interest rate under Rule T-I referred to in paragraph | of
Decision No. 13236-(04/42), adopted April 30, 2004, for the period May 1,
2004 to October 31, 2004; and, second, to further reduce retroactively the
proportion of the rate of charge for the entire FY2005. In all other respects,
Decision No. 13236-(04/42), adopted April 30, 2004, shall continue to
apply (EBS/04/171,12/6/04).

Decision No. 13398-(04/113)
Adopted December 13, 2004

European Central Bank—observer status—review

A. Pursuant to Decision No. 13165-(04/1), adopted December 29, 2003,
the Executive Board has reviewed Decision No. 12925-(03/1), adopted



December 27, 2002, entitled “European Central Bank—QObserver Status,” and
has decided to amend Decision No. 12925 to read as follows:

1.The European Central Bank (ECB) shall be invited to send a representative
to meetings of the Executive Board on
= Euro area policies in the context of the Article IV consultations with
member countries under Decision No. 12899-(02/119);

= Fund surveillance under Article IV over the policies of individual euro
area members;

= Role of the euro in the international monetary system;
= World Economic Outlook;

= Global Financial Stability Reports; and

= World economic and market developments.

2. In addition, the ECB shall be invited to send a representative to meetings
of the Executive Board on agenda items recognized by the ECB and the Fund
to be of mutual interest for the performance of their respective mandates. It
is understood, for purposes of this paragraph and provided that there is no
objection from the member concerned, that the ECB shall be invited to send
a representative to meetings of the Executive Board on

= Fund surveillance under Article IV over the United States of America and
Japan;

= Fund surveillance under Article IV over the non-euro area member coun-
tries of the European Union; and

= Fund surveillance over the policies of, and on use of Fund resources by,
members that are accession countries to the European Union. Currently,
the following members are accession countries to the European Union:
Bulgaria, Croatia, Romania, and Turkey. The Executive Board will be
informed by management, after consultation with the Presidency of the
Council of the European Union, of any changes to that list.

3. At Executive Board meetings, the representative of the ECB will have the
status of observer and, as such, will be able to address the Board with the
permission of the Chairman on matters within the responsibility of the ECB.

4.The Fund shall communicate to the ECB (i) the agenda for all Board meet-
ings and (i) the documents for the Executive Board meetings to which the
ECB has been invited.

5.The Board notes that the ECB has agreed to preserve the confidentiality
of all information and documents communicated by the Fund to the ECB, as
specified by the Fund, and that any such information and documents shall
be solely for the internal use of the ECB.

B. Decision No. 12925-(03/1), adopted December 27, 2002, as amended
by this Decision, shall be reviewed again before January 1, 2006
(EBD/04/139, 12/17/04).

Decision No. 13414-( 05/01)
Adopted December 23, 2004

Fund emergency assistance for natural disasters—
subsidization to PRGF-eligible members
The Instrument to Establish the Post-Conflict Emergency Assistance

Subsidy Account for PRGF-Eligible Members shall be amended to read as
follows:

Instrument to Establish the Post-Conflict and Natural Disaster Emergency
Assistance Subsidy Account for PRGF-Eligible Members

Principal policy decisions of the Executive Board | Il

To help fulfill its purposes, the International Monetary Fund (the Fund)
has adopted this Instrument to establish an account in accordance with
Article V, Section 2(b) (the Account), which shall be governed by, and
administered in accordance with, the following provisions:

Paragraph 1. Purpose of the Account

The purpose of the Account shall be the administration and disbursement of
resources provided to the Account by Contributors for the subsidization of
the rate of charge on postconflict and natural disaster emergency assistance
purchases made by PRGF-eligible members under Decision No. 12341-
(00/117), November 28, 2000 (eligible purchases). A member is PRGF-
eligible if it is included in the list of members annexed to Decision

No. 8240-(86/56) SAF.

Paragraph 2. Subaccounts

(a) The Account shall have at least three separate subaccounts to hold and
administer:

(i) resources contributed for the subsidization of the rate of charge on
postconflict emergency assistance only;

(i) resources contributed for the subsidization of the rate of charge on
natural disaster emergency assistance only; and

(iiii) resources contributed for the subsidization of the rate of charge
on both postconflict emergency and natural disaster emergency
assistance.

(b) Further subaccounts may be established to hold and administer
resources for the purposes of the Account contributed for a specific
eligible member. Resources contributed to subsidize postconflict emer-
gency assistance prior to January 21, 2005, will be placed into the
subaccount referred to under (i) of this paragraph, unless otherwise speci-
fied, by the Contributor, and used only for the subsidization of the rate of
charge on post-conflict emergency assistance purchases by eligible
members.

Paragraph 3. Resources of the Account

The resources held in the Account shall consist of

(i) grant contributions made to the Account for the purposes of
paragraph 1;

(i) loans, deposits, and other types of investments made by Contributors
to the Account to generate income to be used for the purposes of
paragraph 1; and

(iii) net earnings from the investment of resources held in the Account.

Paragraph 4. Contributions to the Account

The Fund may accept contributions of resources to the Account on such
terms and conditions as may be agreed between the Fund and the
respective Contributors, subject to the provisions of this Account. For this
purpose, the Managing Director is authorized to accept grants and enter into
loan, deposit, or other types of investment agreements with the Contributors
to the Account.

Paragraph 5. Unit of account

The SDR shall be the unit of account.
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Paragraph 6. Media of payment of contributions and
exchange of resources

(a) Resources provided to the Account shall be in any freely usable currency
or such other media as may be agreed by the Fund and the
Contributor.

(b) Resources held in the Account may be currencies or currencies
exchanged for SDRs in accordance with such arrangements as may be
made by the Fund for holding and use of SDRs.

(c) The Fund may exchange any of the resources held in the Account pro-
vided that any balance of a currency held in the Account may be
exchanged only with the consent of the issuer of such currency.

(d) Payments made from the Account shall be made in SDRs or such other
media as may be determined by the Fund.

Paragraph 7. Use of the resources

(a) The resources of the Account (including any net income from the invest-
ment of such resources) shall be used to provide grants to PRGF-eligible
members that have made postconflict and/or natural disaster emergency
assistance purchases under Decision No. 12341-(00/117) (eligible
recipients), in order to subsidize to an annual rate of 0.5 percent the rate
of charge payable to the Fund on the Fund’s holding of the member's
currency resulting from those purchases. Only charges payable after the
establishment of the Account will be eligible for subsidization. An other-
wise eligible recipient will not be eligible for grants under this provision
while in arrears to the General Resources Account, the Special Disburse-
ment Account, the SDR Department, or to a Trust administered by the
Fund as Trustee. Once arrears are cleared, only charges payable after
such clearance will be eligible for subsidization. The subsidization of
emergency natural disaster assistance will be provided upon request by
eligible recipients.

(b) The grants will be made available to eligible recipients at the same time
as quarterly charges on eligible purchases fall due, subject to the avail-
ability of adequate resources in the Account, in an amount sufficient to
reduce that quarterly rate of charge to 0.5 percent on an annual basis. If,
in any quarter, the resources of the Account are insufficient to subsidize
the rate of charge on all eligible purchases to 0.5 percent for that quar-
ter, the subsidy to each eligible recipient shall be pro-rated to bring the
effective rate of charge paid after subsidization to the closest common
percentage to 0.5 percent.

(c) Earmarked resources contributed to the Account shall be used in accor-
dance with the terms agreed with the Contributor and shall not be taken
into consideration in the determination of the grant subsidy under sub-
paragraph (b) above. An eligible recipient beneficiary of earmarked
resources shall not receive a lower grant subsidy than provided under
subparagraph (b) above.

Paragraph 8. Authority to invest resources in the Account

(a) Resources held in the Account and not immediately needed for opera-
tions of the Account shall be invested at the discretion of the Managing
Director, subject to the provisions of subparagraph (c).

(b) The Managing Director is authorized (i) to make all arrangements, includ-
ing the establishment of accounts in the name of the Fund, with such
depositories as he deems necessary to carry out the operations of the
Account, and (ii) to take all other measures he deems necessary to
implement the provisions of this Instrument.
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(c) Investments may be made in any of the following: (i) marketable
obligations issued by an international financial organization and
denominated in SDRs or in the currency of a member of the Fund;

(ii) marketable obligations issued by a member or by a national official
financial institution of a member and denominated in SDRs or in the
currency of that member; and (iii) deposits with a commercial bank, a
national official financial institution of a member, or an international
financial institution that are denominated in SDRs or in the currency of
a member.

Paragraph 9. Administration of the Account

(a) Assets held in the Account shall be kept separate from the assets and
property of all other accounts of, or administered by, the Fund. The assets
and property held in such other accounts shall not be used to discharge
or meet any liabilities, obligations, or losses of the Fund incurred in the
administration of the Account; nor shall the assets of the Account be
used to discharge or meet any liabilities, obligations, or losses incurred
by the Fund in the administration of such other accounts.

(b) The Fund shall maintain separate financial records and prepare separate
financial statements for the Account. The financial statements for the
Account shall be expressed in SDRs and prepared in accordance with
International Accounting Standards.

(c) The external audit firm selected under Section 20 of the Fund’s By-Laws
shall audit the operations and transactions conducted through the
Account. The audit shall relate to the financial year of the Fund.

(d) The Fund shall report on the resources and position of the Account in the
Annual Report of the Executive Board to the Board of Governors and shall
include in that Annual Report the audit report of the external audit firm
on the Account.

(e) Subject to the provisions of this Instrument, the Fund, in administering
the Account, shall apply, mutatis mutandis, the same rules and proce-
dures as apply to operations of the General Resources Account of the
Fund.

Paragraph 10. Fees

(a) No charge shall be levied in respect of the services rendered by the Fund
in the administration, operation, and termination of this Account.

(b) All investment costs, including but not limited to costs associated with
the exchange of currencies, purchase of securities, and hiring of external
asset managers and custodian banks, shall be borne by, and deducted
from, the Account.

Paragraph 11.Termination
(a) The Account may be terminated at any time by the Fund.

(b) Termination shall be effective on the date that all Contributors have
received a notice of termination or on such later date, if any, as may be
specified in the notice of termination.

(c) Any balance remaining in the Account on the date of its termination and
after discharge of all obligations of the Account shall be transferred
promptly to each of the Contributors in the proportion that the SDR
equivalent of its respective contribution bears on the total contributions;
except that



(i) in the case of earmarked contributions that have been fully used no
such transfer shall be made, and

(i) a Contributor may instruct that its share or a specified portion thereof
be utilized for such other purposes as may be mutually agreed
between the Contributor and the Managing Director.

Paragraph 12. Amendments

The provisions of this Instrument may be amended by a decision of the Fund.
Should the Fund amend the terms and conditions of this Instrument in a
manner that changes the purpose for which contributions are to be used,
each Contributor shall have the right to withdraw its individual unused contri-
bution in the proportion that the SDR equivalent of its respective contribution
bears to the total contributions.

Paragraph 13. Settlement of questions

Any questions arising under this Instrument shall be settled by mutual agree-
ment between the Fund and the Contributors (EBS/05/4, 1/10/05).

Decision No. 13417-(05/5)
Adopted January 21, 2005

Task force on publication of Fund documents and
information in languages other than English—
establishment

The Executive Board approves the establishment of a task force on publica-
tion of Fund documents and information in languages other than English as
set forth in EBD/05/12 (2/11/05).

Decision A-12347-(05/15)
Adopted February 15, 2005

Access policy and limits in credit tranches and under
Extended Fund Facility—review

1.The Fund has reviewed the guidelines and the limits for access by mem-
bers to the Fund’s general resources in the credit tranches and under the
Extended Fund Facility set forth in Decision No. 12932-(03/6), adopted Jan-
uary 31, 2003. Subject to paragraph 2 below, access by members to the
Fund’s general resources in the credit tranches and under the Extended Fund
Facility shall be subject to (a) an annual limit of 100 percent of quota, and
(b) a cumulative limit of 300 percent of quota, net of scheduled repur-
chases. These limits shall not be regarded as targets. Within these limits, the
amount of access in individual cases will vary according to the circum-
stances of the member in accordance with criteria established by the Execu-
tive Board.

2. Overall access by members to the Fund's general resources shall be sub-
ject to (a) an annual limit of 100 percent of quota, and (b) a cumulative
limit of 300 percent of quota, net of scheduled repurchases. The Fund may
approve access in excess of the limits set forth in this decision in exceptional
circumstances, provided that, at a minimum, the four substantive criteria set
forth in BUFF/02/159 (9/20/02) would need to be met to justify such
access for members facing a capital account crisis. The procedures set forth
in BUFF/02/159 (9/20/02) and BUFF/03/28 (3/5/03) shall apply to all
cases involving access in excess of the limits set forth in this decision, and
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requests for such access in cases of members not facing a capital account
crisis shall be justified in light of the four substantive criteria set forth in
BUFF/02/159 (9/20/02).

3.The guidelines for access, the access limits set forth in this decision, and
the experience with access in amounts exceeding these limits shall be
reviewed no later than April 1, 2007, on the basis of all relevant factors,
including the magnitude of members’ balance of payments problems and
developments in the Fund’s liquidity (EBS/05/42, Sup. 1,3/16/05).

Decision 13462-(05/32)
Adopted April 1, 2005

Access limits under Poverty Reduction and Growth
Facility—review

1. Pursuant to BUFF/03/28 (3/5/03), the Fund as Trustee of the Poverty
Reduction and Growth Facility Trust (PRGF Trust) has reviewed the maximum
limit and the exceptional maximum limit on access to the resources of the
PRGF Trust established by Decision No. 8759-(87/176), adopted December
18, 1987, as amended, and decides that these limits remain appropriate.
The Fund shall review these limits no later than April 1, 2007 (EBS/05/42,
Sup. 1,3/16/05).

Decision 13463-(05/32)
Adopted April 1, 2005

PRGF Trust—Reserve Account—review

Pursuant to Decision No. 10286-(93/23) ESAF, adopted on February 22,
1993, as amended, the Fund has reviewed the adequacy of the balances in
the Reserve Account of the PRGF Trust and determines that they are suffi-
cient to meet all obligations that could give rise to payments from the
Account to lenders to the Loan Account of the PRGF Trust in the six months
from April 1, 2005, to September 30, 2005 (EBS/05/48, 3/23/05).

Decision 13468-(05/32)
Adopted March 31, 2005

Income position, rate of charge, and burden sharing for
rate of charge on use of Fund resources for FY2006

1. Pursuant to Rule 1-6(4)(a), effective May 1, 2005, the rate of charge shall
be 108 basis points over the SDR interest rate under Rule T-1.

2.The net income target for FY2006 shall be SDR 188 million. Any net
income for FY2006 in excess of SDR 188 million shall be used to reduce
retroactively the margin over the SDR interest rate for FY2006 determined

in paragraph 1 of this decision. If net income for FY2006 is below

SDR 188 million, the amount of projected net income for FY2007 shall be
increased by the equivalent of the shortfall. For the purpose of this provision,
net income shall be calculated without taking into account net operational
income generated by surcharges on holdings arising from purchases under
the Supplemental Reserve Facility (SRF), the level based surcharges on hold-
ings arising from purchases in the credit tranches and under the Extended
Fund Facility, or the effect on income of the implementation of International
Accounting Standard 19—Employee Benefits (EBS/05/62, 4/11/05).

Decision 13483-(05/37)
Adopted April 22, 2005
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Burden sharing—implementation in FY2006
Section I. Principles of burden sharing

1. The financial consequences for the Fund that stem from the existence of
overdue financial obligations shall be shared between debtor and creditor
member countries.

2.The sharing shall be applied in a simultaneous and symmetrical fashion
(EBS/05/62,4/11/05).

Section Il. Determination of rate of charge

The rate of charge referred to in Rule I-6(4) shall be adjusted in accordance
with the provisions of Section IV of this decision and Section IV of Executive
Board Decision No. 12189-(00/45), adopted April 28, 2000 (EBS/05/62,

4/11/05).

Section . Adjustment for deferred charges

Notwithstanding paragraph 1(a) of Section IV of Executive Board Decision
No. 12189-(00/45), adopted April 28, 2000, the rate of charge and the rate
of remuneration determined under that Section shall be rounded to two deci-
mal places (EBS/05/62,4/11/05).

Section IV. Amount for Special Contingent Account T-1

1. An amount of SDR 94 million shall be generated during financial year
2006 in accordance with the provisions of this Section and shall be placed
to the Special Contingent Account-1 referred to in Decision No. 9471-
(90/98), adopted June 20, 1990.

2.(a) In order to generate the amount to be placed to the Special Contingent
Account-1 in accordance with paragraph 1 of this Section, notwith-
standing Rule I-6(4)(a) and (b) and Rule I-10, the rate of charge
referred to in Rule 1-6(4) and, subject to the limitation in (b), the rate
of remuneration prescribed in Rule I-10 shall be adjusted in accor-
dance with the provisions of this paragraph.

(b) Notwithstanding paragraph 1 above, adjustments to the rate of charge
and the rate of remuneration under this paragraph shall be rounded to
two decimal places. No adjustment in the rate of remuneration under
this paragraph shall be carried to the point where the average remu-
neration coefficient would be reduced below 85 percent for an adjust-
ment period.

(c) The adjustments under this paragraph shall be made as of May 1,
2005, August 1, 2005, November 1, 2005, and February 1, 2006;
shortly after July 31 for the period May 1 to July 31; shortly after Octo-
ber 31 for the period from August 1 to October 31; shortly after Janu-
ary 31 for the period from November 1 to January 31; shortly after
April 30 for the period from February 1 to April 30.
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3.(a) Subject to paragraph 3 of Decision No. 8780-(88/12), adopted Janu-
ary 29, 1988, the balances held in the Special Contingent Account-1
shall be distributed in accordance with the provisions of this paragraph
to members that have paid additional charges or have received
reduced remuneration as a result of the adjustment when there are no
outstanding overdue charges and repurchases, or at such earlier time
as the Fund may decide.

(b) Distributions under (a) shall be made in proportion to the amounts
that have been paid or have not been received by each member
because of the respective adjustments.

(c) If a member that is entitled to a payment under this paragraph has any
overdue obligation to the Fund in the General Department at the time
of payment, the member’s claim under this paragraph shall be set off
against the Fund’s claim in accordance with Decision No. 8271-
(86/74), adopted April 30, 1986, or any subsequent decision of the
Fund.

(d) Subject to paragraph 4 of Decision No. 8780-(88/12), adopted Janu-
ary 29, 1988, if any loss is charged against the Special Contingent
Account-1, it shall be recorded in accordance with the principles of
proportionality set forth in (b) (EBS/05/62, 4/11/05).

Section V. Review

The operation of this decision shall be reviewed when the adjustment in the
rate of remuneration reduces the remuneration coefficient to the limit set
forth in paragraph 2(b) of Section IV of this decision and Section IV of Exec-
utive Board Decision No. 12189-(00/45), adopted April 28, 2000
(EBS/05/62,4/11/05).

Decision 13484-(05/37)
Adopted April 22, 2005

Surcharges on purchases under Supplemental
Reserve Facility and in credit tranches and under
Extended Fund Facility—disposition of net operating
income

For FY2006, after meeting the cost of administering the PRGF Trust, any
remaining net operational income generated by the surcharges on
holdings arising from purchases under the Supplemental Reserve Facility
and the level based surcharges on holdings arising from purchases in the
credit tranches and under the Extended Fund Facility shall be placed, after
the end of that financial year, to the General Reserve (EBS/05/62,
4/11/05).

Decision 13486-(05/37)
Adopted April 22, 2005
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Press communiqués

of the International Monetary and Financial
Committee and the Development Committee

International Monetary and Financial Committee of the
Board of Governors of the International Monetary Fund

Tenth Meeting, Washington, D.C.
October 2, 2004

1.The International Monetary and Financial Committee held its tenth meet-
ing in Washington, D.C., on October 2, 2004, under the Chairmanship of Mr.
Gordon Brown, Chancellor of the Exchequer of the United Kingdom. The Com-
mittee welcomes Mr. Rodrigo de Rato as the new Managing Director and
looks forward to working closely with him on furthering the goals of global
stability and prosperity.

The global economy and financial markets—outlook, risks,
and policy responses

2.The Committee welcomes the strengthening and broadening of global eco-
nomic growth in 2004, supported by a strong upturn in global trade, support-
ive policies, and favorable financial market conditions. The global expansion
is expected to continue at a solid pace provided all countries implement
policies and reforms that will promote robust, balanced, and sustainable
growth. The Committee notes that downside risks to the recovery have
recently increased, stemming in part from the increase and volatility in oil
prices. These reflect geopolitical tensions, strong global demand, and market
dynamics. The IMF stands ready to assist members that may be adversely
affected.

3.The Committee reiterates the desirability of stability in oil markets and
prices that are consistent with lasting global prosperity. To this end, it wel-
comes the decisions by oil-producing countries to continue to expand pro-
duction and urges further measures to increase capacity, and calls on
oil-consuming countries to take measures to promote energy sustainability
and efficiency. The Committee also stresses the importance of dialogue
between consumers and producers, and of further progress to improve oil
market information and transparency.

4.The strength of the global recovery has set the stage for a gradual return to
more neutral monetary policies, with the desirable pace and timing of tight-
ening varying across countries, depending on cyclical positions. Continued
good communication of policy intentions will be essential to facilitate orderly
adjustment in financial markets to higher interest rates, where needed. Infla-
tion remains low and risks to price stability remain moderate. However, poli-
cymakers should be ready to contain any inflationary pressures, including
from higher commodity prices, thereby ensuring noninflationary growth.

5. All countries should take advantage of the recovery to address medium-
term vulnerabilities and challenges with renewed commitment. The Commit-
tee considers that bold reforms on a wide front are needed to strengthen
fiscal positions, remove structural impediments to growth, support the correc-
tion of global imbalances, reduce financial and corporate vulnerabilities, and
accelerate poverty reduction.

6. Fiscal consolidation remains a key priority in many countries. In the
advanced economies, credible medium-term fiscal frameworks should be
based on well-defined policies, and ensure progress on consolidation particu-
larly in good times. Reforms of pension and health care systems will also be
critical to address the fiscal pressures from population aging. Although many
emerging market countries are making good progress in improving the structure
of public debt and strengthening fiscal positions, further efforts are needed to
bring public debt down to levels that will build adequate resilience to shocks.
Broad tax bases, effective and transparent public expenditure management,
and structural measures to boost growth will be important to improve debt sus-
tainability and meet social and infrastructure spending priorities.

7. Structural reforms remain crucial to strengthen the foundations for sus-
tained growth. Most advanced economies should step up their efforts to
increase economic efficiency and flexibility to take full advantage of the
opportunities from rapid technological change and global integration. Boost-
ing sustainable growth and increasing economic resilience across emerging
market countries, depending on country circumstances, will involve complet-
ing financial and corporate sector reforms; strengthening banking supervision
and developing domestic capital markets; improving the investment climate;
and promoting economic diversification. The Committee notes the importance
of addressing the economic implications of demographic changes. Depending
on country circumstances, policies will need to focus on boosting labor sup-
ply, increasing public and private savings, and lifting productivity.

8. Policies to support an orderly resolution of global imbalances are a shared
responsibility, and key to reinforcing the basis for more balanced and sus-
tainable growth. The Committee underscores the importance of progress on
medium-term fiscal consolidation in the United States, continued structural
reforms to boost growth in Europe and Japan, and, in emerging Asia, steps
toward greater exchange rate flexibility, supported by continued financial sec-
tor reform, as appropriate. Also, improving information and transparency in
markets, including the role of hedge funds, would help strengthen market
surveillance. The Committee welcomes the recent improvement in Argentina’s
fiscal position since 2002. The Committee supports that Argentina decisively
addresses all the outstanding structural issues in its program, completes a
comprehensive and sustainable debt restructuring, and ensures a sustain-
able medium-term fiscal framework. We welcome the efforts by Argentina
toward completing a comprehensive and sustainable debt restructuring and
hope for an expeditious conclusion to the process.

9.The Committee emphasizes that, in the coming months, IMF surveillance
should focus on a number of key issues, including the impact of higher oil
prices, especially on the most vulnerable; the sustainability of medium-term
fiscal positions and debt in many members; and managing the policy
response to potential inflationary pressures.

10. The Committee calls on all partners to strengthen their commitment to the
global effort to reduce poverty. The recent strong growth in most low-income
countries is welcome, but the Committee is concerned that in many cases,
particularly in sub-Saharan Africa, growth remains inadequate for achieving
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the Millennium Development Goals (MDGs).! The key challenge for these
countries—as recognized in the New Partnership for Africa’s Development—is to
press ahead with efforts to further strengthen institutions and governance, to
build on the macroeconomic stabilization that has been achieved. The interna-
tional community needs to support these efforts with more open markets for
these countries’ exports, increased and better-coordinated aid and technical
assistance, further debt relief, and sound policy advice.

11. An open and inclusive multilateral trading system is central to global
growth and economic development, especially for developing countries. The
Doha Round offers a unique opportunity for substantial progress toward this
objective, and the Committee is encouraged by the recent decisions on
negotiating frameworks. We endorse the “July Package” and urge all parties
to work toward concrete advances in liberalizing trade, strengthening multilat-
eral trade rules, and reducing trade-distorting subsidies, notably in agricul-
ture. To achieve ambitious trade liberalization will require the full commitment
of all parties, in particular strong leadership from the major trading nations
and readiness of all countries to embrace the opportunities provided by
more open trade. The Committee supports the IMF’s continued role in advo-
cating trade liberalization and assisting members, including through the
Trade Integration Mechanism.

Making surveillance more effective and strengthening
crisis prevention

12. Effective and evenhanded IMF surveillance across the whole membership
is central to promoting high and sustainable growth in member countries and
to crisis prevention. The increasing interdependence of the membership rein-
forces the importance of effective surveillance of systemically important coun-
tries and capital markets. The Committee welcomes the progress made in
strengthening surveillance, and the steps identified during the recent biennial
surveillance review to enhance its overall effectiveness. A focus on implemen-
tation is now needed. The Committee calls upon the IMF to continue its efforts
to strengthen its economic analysis and policy advice; systematically evaluate
the appropriateness of that advice; complement multilateral and bilateral sur-
veillance with a focus on regional issues; improve the quality of the policy dia-
logue with members (including through increased cross-country analysis
where relevant); strengthen communications to markets and the public of the
IMF's policy messages while preserving its role as a candid and confidential
advisor; and develop a methodology for better assessing the effectiveness of
surveillance.

13. Toward meeting these objectives, the achievement of which should be
assessed in the next surveillance review, the Committee agrees that priority
should be given to sharpening the focus of Article IV consultations, includ-
ing a deepening of the discussion of exchange rate issues; enhancing
financial sector surveillance; and better integrating debt sustainability
analysis and regional and global spillovers into country surveillance. Fur-
ther progress in reducing balance sheet vulnerabilities and further work on
surveillance in low-income countries will also be monitored in the next
review of surveillance.

14. Progress in bringing a fresh perspective to the surveillance of program
countries should be kept under review, and lessons learned from ex post
assessments of program performance should be carefully implemented. It is
important to assess the extent to which earlier IMF advice was acted on by
countries, taking account of the countries’ views. The Committee looks for-

!As endorsed by heads of state and government in the UN General Assembly on
September 8, 2000.
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ward to the forthcoming reviews of the standards and codes initiative and
the Financial Sector Assessment Program, reflecting the increasing impor-
tance of financial system stability. The Committee calls for a strengthening of
efforts to ensure the objectivity of surveillance, including through enhanced
debt sustainability analysis covering all member countries.

15.The Committee welcomes consideration of whether there are gaps in the
IMF's range of instruments and policies. It notes the preliminary discussions of
possible new modalities for high-frequency policy monitoring and delivering
signals on the strength of a member’s economic policies outside the context of
an IMF financial arrangement. The Committee notes the role that existing pre-
cautionary IMF instruments are playing in signaling the strength of members’
policies, and the possible role for a precautionary PRGF and precautionary and
other financing instruments designed to prevent the emergence or spread of
capital account crises. It calls for further work on these proposals, including the
usefulness and potential demand, in close consultation with potential users,
donors, and creditors, and calls for a report at its next meeting.

16.The Committee welcomes the increased adoption of collective action
clauses (CACs) in international sovereign bonds, and calls on the IMF to con-
tinue to promote progress in this area. It notes recent initiatives aimed at
achieving a broad consensus between sovereign issuers and their creditors
on voluntary principles for emerging markets’ crisis management and debt
restructuring. The Committee looks forward to reviewing further work on gen-
eral issues of relevance to the orderly resolution of financial crises, including
implementation of the IMF’s lending into arrears policy.

Enhancing international support for
low-income members

17.The Committee supports the ongoing work to clarify and strengthen the
IMF’s role in low-income countries, which should be based on country owner-
ship and close cooperation with other multilateral institutions and bilateral
donors. The IMF has an important role in supporting—through policy advice,
capacity building, and financial assistance, including debt relief—low-income
countries’ efforts to achieve the macroeconomic stability and high growth
needed to make progress toward the MDGs. The Committee looks forward to
further work on the financing and modalities of the IMF’'s engagement with
low-income members, including the financing of the PRGF after 2006 to
maintain adequate capacity to meet future needs, instruments to help mem-
bers face shocks, and ways to improve monitoring and signaling. The Com-
mittee notes the joint report of the IMF and the World Bank on aid
effectiveness and financing modalities. It encourages further analysis by the
World Bank and IMF of aid effectiveness, absorptive capacity, results-based
measurement mechanisms, and financing modalities and mechanisms to
augment aid flows, such as the International Finance Facility, global taxes,
and other innovative mechanisms, and looks forward to a further report.

18.The Committee supports continued efforts to strengthen the Poverty Reduc-
tion Strategy Papers (PRSP) approach and IMF support to low-income coun-
tries under the PRGF. It welcomes the report of the Independent Evaluation
Office on the PRSP/PRGF, and the work under way to follow up on its recom-
mendations. To support implementation of the Monterrey Consensus, the
Poverty Reduction Strategy (PRS) process should be improved and become
better integrated into each country’s domestic policymaking processes, and
international assistance, including from the IMF, should become more fully
coordinated with domestic economic priorities. The Committee looks forward to
the work on improving the role of the IMF in the PRS process, and on the
design of policy programs supported by the PRGF. It calls for increased incorpo-
ration of poverty and social impact analysis into PRGF-supported programs,



and for more extensive analyses of the sources of and obstacles to growth, and
the linkages between poverty reduction and economic growth.

19.The Committee welcomes the progress in providing debt relief under the
HIPC Initiative, which has been extended for two more years, encourages eligi-
ble countries to take the necessary actions to benefit from the Initiative, and
urges full creditor participation. The Committee supports the IMF's and the
World Bank’s work on a single framework to assist low-income countries’ efforts
to achieve and maintain robust debt sustainability while pursuing their develop-
ment objectives. It looks forward to further consideration of outstanding issues
in the proposed framework for debt sustainability, before it is made fully opera-
tional, and of further debt relief, including its financing.

Other issues

20.The IMF's effectiveness and credibility as a cooperative institution
depend on all members having appropriate voice and full participation in its
processes. The Committee takes note of the IMF Executive Board’s status
report regarding work on quotas, voice, and representation. It encourages the
Board to consider further issues of voice, quotas, and participation, noting as
the Board agreed, that progress will require broad consensus among the
shareholders. The Committee recommends completion of the ratification of
the Fourth Amendment.

21.The IMF’s liquidity is adequate to meet the near-term projected needs of
its members, although continued monitoring will be important.

22.The Committee expresses its appreciation of the work of Mr. Montek
Singh Ahluwalia as first Director of the Independent Evaluation Office (IEQ). It
looks forward to continued high-quality reports by the IEO.

23.The 60™ anniversary of the IMF is a timely opportunity to reflect on the
forces that will help shape the institution’s priorities going forward. The Com-
mittee welcomes the preliminary consideration by the Executive Board of the
work on the IMF’s strategic direction initiated by the Managing Director, and
looks forward to a discussion at its next meeting. It also welcomes the con-
tinuing progress in reforming the IMF’s budgetary framework.

24.The next meeting of the IMFC will be held in Washington, D.C., on
April 16, 2005.
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Eleventh Meeting, Washington, D.C.
April 16, 2005

1. The International Monetary and Financial Committee held its eleventh
meeting in Washington, D.C., on April 16, 2005, under the Chairmanship of
Mr. Gordon Brown, Chancellor of the Exchequer of the United Kingdom.

The global economy and financial markets—outlook, risks,
and policy responses

2.The Committee welcomes the continuing global economic expansion,
underpinned by supportive macroeconomic policies, improving corporate bal-
ance sheets, and benign financial market conditions. While returning to a
more sustainable pace, global growth will likely remain robust in 2005. The
Committee notes, however, that widening imbalances across regions and the
continued rise in oil prices and oil market volatility have increased risks. The
potential for a sharper-than-expected rise in long-term interest rates from their
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very low levels and for increased exchange rate volatility also calls for vigi-
lance. The Committee emphasizes that in the coming months IMF surveillance
should focus on promoting policies for reducing global imbalances over time;
addressing the impact of higher oil prices, in particular on the most vulnerable
countries; managing the policy response to potential inflationary pressures;
and ensuring the sustainability of medium-term fiscal frameworks.

3. The Committee reiterates that all countries have a shared responsibility to
take advantage of the current favorable economic conditions to address key
risks and vulnerabilities. To ensure orderly adjustment of global imbalances
and to help achieve more sustainable external positions and stronger
medium-term growth, the Committee calls for concrete actions by all to
implement the agreed policy response in a timely and effective manner. This
includes fiscal consolidation to increase national savings in the United
States; greater exchange rate flexibility as appropriate, supported by contin-
ued financial sector reform, in emerging Asia; further structural reforms to
boost growth and domestic demand in Europe; and further structural
reforms, including fiscal consolidation, in Japan.

4.The Committee notes that conditions in the oil market will remain tight in the
medium term, reflecting strong global demand, low excess capacity, and supply
concerns even after investments in some countries. It underscores the impor-
tance of stability in oil markets for global prosperity, and recognizes the impact
of higher oil prices especially on poorer communities. In this context, the Com-
mittee calls for efforts to remove disincentives to investment in oil production
and refining capacity, and to promote energy sustainability and efficiency,
including through new technologies and removing barriers to the development
of alternative fuels. It encourages closer dialogue between oil exporters and
importers, and further efforts to improve oil market data and transparency.

5. Inflation remains relatively subdued in most countries, reflecting in part
greater credibility of monetary policy. However, with inflationary pressures
likely to increase as the expansion matures, a smooth transition to more
neutral interest rates remains a priority in many countries, although the
appropriate timing and pace will vary, depending on countries’ cyclical posi-
tions. In countries receiving strong capital inflows, exchange rate flexibility
would facilitate monetary management.

6. Steps to strengthen fiscal positions within sound frameworks and address
structural weaknesses will also be critical for supporting medium-term growth
and macroeconomic stability, and meeting demographic challenges. Fiscal
deficits remain high in many industrial countries and should be reduced. In
emerging markets, fiscal indicators have generally improved, but in countries
with high levels of public debt continued efforts will be needed to reduce
them to more sustainable levels. In both industrial and developing
economies, structural reforms need to be advanced to remove rigidities and
ensure sustainable growth. The Committee welcomes Argentina’s rapid recov-
ery. The recent debt exchange offer represents an important step toward the
long-term goal of sustainable growth. Argentina will now need to formulate a
forward-looking strategy to resolve the remaining arrears outstanding to pri-
vate creditors consistent with the IMF’s lending into arrears policy, and to
continue with necessary structural reforms.

7. Poverty reduction must remain at the top of the international agenda. The
Committee welcomes the strong growth performance across developing
countries, particularly in sub-Saharan Africa, but notes with concern that
most of them are at risk of falling well short of the Millennium Development
Goals (MDGs).2 With improved macroeconomic stability in most countries,

2As endorsed by heads of state and government in the UN General Assembly on
September 8, 2000.
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the key challenge remains to press ahead with reforms to strengthen the
investment environment and foster private sector-led growth. The global com-
munity, in turn, needs to support these reform efforts through meeting com-
mitments to increased and better coordinated financial and technical
assistance, further debt relief, policies to improve remittance flows, and
improved market access for developing countries.

8.The Committee emphasizes that successful and ambitious multilateral
trade liberalization is central to sustained global growth and economic devel-
opment. The immediate priority is for WTO members to translate the mid-2004
framework agreements into a viable policy package in time for the December
2005 WTO Ministerial Conference. The Committee encourages Doha partici-
pants to aim for ambitious and comprehensive results, notably in agriculture;
substantial reductions in barriers to other trade, including liberalization in
financial and other services; and strengthened multilateral trade rules. The
Committee supports the IMF’s continued role in advocating trade liberalization
and assisting members to benefit from it. It encourages the IMF to work with
other partners in the Integrated Framework to explore further ways of easing
adjustment to trade liberalization, including through the Trade Integration
Mechanism, and building capacity in low-income countries. The Committee
looks forward to consideration of proposals at its next meeting.

Shaping the IMF’s strategic direction

9.The Committee welcomes the discussions under way on the IMF's
medium-term strategy, and looks forward to reaching conclusions by the
2005 Annual Meetings and further reflection on longer-term issues. The
Committee agrees that the central elements of the IMF's mandate as set out
in its Articles of Agreement remain as important as ever. The challenge is

to enhance the IMF's effectiveness in pursuing its core objectives, while con-
tinuing to adapt to changing global economic circumstances. This would
ensure that the IMF remains relevant for all its members, which would further
foster the coherence, credibility, and evenhandedness of the IMF.

10.The Committee calls for further work on the following emerging priorities
that will help shape the institution’s strategic direction:

= Surveillance is a central task of the IMF and determined efforts are
required to enhance its effectiveness and impact, building on the con-
clusions of the Biennial Review of Surveillance. Surveillance should
become more focused and selective in analyzing issues, in an even-
handed way across the membership. Regional and global surveillance
should play an increasingly important role, and be better integrated
with bilateral surveillance.

= Work on financial sector issues and international capital markets should
be further strengthened to reduce vulnerabilities and promote financial
stability. This, including the Financial Sector Assessment Program, should
be integrated more fully into surveillance and other activities, and com-
plemented by advice to members on ways to improve access to interna-
tional capital markets and on orderly capital account liberalization.

= The IMF’s lending function is a central pillar of its mandate. All lending
should be selective and anchored in strong country ownership and insti-
tutional frameworks, putting members firmly on the road to external via-
bility. The Committee looks forward to further reflection on how the needs
of members could be met through IMF arrangements, and whether new
instruments or revisions to existing facilities are required.

= The IMF has a critical role to play in helping low-income countries in
their efforts to reduce poverty and achieve strong, sustainable growth
through sound policies and institutions for macroeconomic stability.
Efforts should continue to adapt the IMF’s activities and instruments to



the special circumstances and challenges of low-income countries,
based on strong cooperation and clarity of responsibilities with the
World Bank.

= The IMF must meet the highest standards of internal management, con-
trol, auditing, and governance. This will require further deepening of
budget reforms, further work on the IMF’s finances and financial struc-
ture, and efficient deployment of resources to reflect priorities. The Com-
mittee also looks forward to further work on risk management and
control, and personnel management systems.

= The IMF's effectiveness and credibility as a cooperative institution must
be safeguarded and further enhanced. Adequate voice and participation
by all members should be assured, and the distribution of quotas
should reflect developments in the world economy. The Committee
emphasizes that the period of the Thirteenth General Review of Quotas
provides an opportunity for the membership to make progress toward a
consensus on the issues of quotas, voice, and participation.

IMF support for low-income members’ efforts toward
poverty reduction and strong, sustainable growth

11.The Committee underscores the conclusion of this year's Global Monitor-
ing Report that bold actions are urgently needed by the developing countries
and their partners to realize the MDGs. The U.N. Summit in September 2005
will mark an important milestone to review progress and lay out actions going
forward. The IMF has a critical role in supporting—through policy advice,
capacity building, and financial assistance, including debt relief—low-income
countries’ efforts to achieve macroeconomic stability, debt sustainability, and
strong, sustainable high growth needed to make progress toward the MDGs.

12. Work is under way to refine the operational aspects of the Poverty Reduc-
tion Strategy (PRS) approach, improve the design of PRGF-supported pro-
grams, and enhance PRGF-PRS alignment. This will be underpinned by more
extensive analyses of the sources of and obstacles to growth, and of the link-
ages between growth and poverty reduction. The Committee looks forward to
further work to ensure adequate financing of the PRGF to meet future
demands as assessed by the IMF, and other IMF instruments to assist low-
income countries, including to help members deal with shocks. It also looks
forward to further work on a policy monitoring arrangement to enhance the
IMF’s signaling role for countries that do not need or want IMF financing.

13.The Committee supports work by the IMF and World Bank on aid effective-
ness and financing modalities. On innovative sources of development financ-
ing, such as the International Finance Facility (IFF) and its pilot—the IFF for
immunization—global taxes which could also refinance the IFF, the Millennium
Challenge Account, and other financing measures, it welcomes the joint IMF
and World Bank note outlining progress that has been made. The Committee
asks to be kept informed of the further work ahead of the U.N. Summit.

14.The Committee notes the recent progress in providing debt relief under
the HIPC Initiative. It encourages countries to take the necessary actions to
benefit from the Initiative, and urges full creditor participation. The Commit-
tee supports the joint IMF-World Bank framework to assist low-income coun-
tries’ efforts to achieve and maintain debt sustainability while pursuing their
development objectives, and a review of experience under the framework.

15.The Committee welcomes the IMF's work and the preliminary discussion
of key issues regarding proposals for further multilateral debt relief and its
financing options, and calls for further discussion with shareholders and
examination of these issues, including the possible use of the IMF's
resources, by the time of its next meeting. It notes that any possible further
debt relief from the IMF should be part of a wider international effort.
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Other issues

16.The Committee welcomes progress toward meeting the objectives of
IMF surveillance identified at its last meeting, including in the areas of
exchange rate issues, financial sector surveillance, better integrating debt
sustainability analysis and regional and global spillovers into country sur-
veillance, and balance sheet vulnerabilities. It also welcomes the Sub-
Saharan Africa Regional Economic Outlook. The Committee looks forward
to the upcoming review of the Standards and Codes Initiative to assess its
effectiveness in informing surveillance, enhancing crisis prevention, and
strengthening countries’ institutions.

17.The Committee welcomes the increased adoption of collective action
clauses in international sovereign bonds, and calls on the IMF to continue to
promote progress in this area. It notes the “Principles for Stable Capital Flows
and Fair Debt Restructuring in Emerging Markets” being developed by a num-
ber of sovereign issuers and the investor community, and encourages further
efforts to improve the Principles aimed at achieving a broad consensus. The
Committee looks forward to further work on the orderly resolution of financial
crises, including the implementation of the IMF’s lending into arrears policy.

18.The Committee takes note of the recent review of IMF conditionality, includ-
ing the design of IMF-supported programs. Progress has been made in stream-
lining conditionality and fostering national ownership. The Committee
encourages the IMF to incorporate the findings of the review into its operational
work, and to deepen further its analysis of key elements of program design.

19.The Committee recommends completion of the ratification of the Fourth
Amendment.

20.The Committee wishes to thank James Wolfensohn for his great contribu-
tion as President of the World Bank. During his time at the helm of the Bank,
great strides have been made in cooperation and partnership between the
IMF and the World Bank, and in progress toward realizing our dream of a
world free of poverty.

21. It is expected that the next meeting of the IMFC will be held in Washing-
ton, D.C., on September 23, 2005.

International Monetary and Financial Committee
attendance

April 16, 2005

Chairman
Gordon Brown

Managing Director
Rodrigo de Rato

Members or Alternates

Burhanuddin Abdullah, Governor, Bank of Indonesia

Hamad Al-Sayari, Governor, Saudi Arabian Monetary Agency
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Palaniappan Chidambaram, Minister of Finance, India

Hans Eichel, Minister of Finance, Germany

Nicolas Eyzaguirre, Minister of Finance, Chile

Per-Kristian Foss, Minister of Finance, Norway

Ralph Goodale, Minister of Finance, Canada
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Dong-Soo Chin, Deputy Minister for International Affairs, Korea
(Alternate for Duck-Soo Han, Deputy Prime Minister and Minister of
Finance and Economy, Korea)

Sultan Al-Suwaidi, Governor, United Arab Emirates Central Bank
(Alternate for Mohamed K. Khirbash, Minister of State for Finance
and Industry, United Arab Emirates)
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Tito Titus Mboweni, Governor, South African Reserve Bank
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(Alternate for Gaston Parra Luzardo, President, Central Bank of Venezuela)

Didier Reynders, Minister of Finance, Belgium

Domenico Siniscalco, Minister of Economy and Finance, Italy

John W. Snow, Secretary of the Treasury, United States

Sadakazu Tanigaki, Minister of Finance, Japan

Paul Toungui, Minister of State, Minister of Finance, Economy, Budget,
and Privatization, Gabon

Gerrit Zalm, Minister of Finance, Netherlands

Li Ruogu, Deputy Governor, People’s Bank of China
(Alternate for Zhou Xiaochuan, Governor, People’s Bank of China)

Observers

Joaquin Almunia, Commissioner, Economic and Monetary Affairs
European Commission

Roger W. Ferguson, Jr., Chairman, Financial Stability Forum (FSF)

Heiner Flassbeck, Officer-in-Charge, Division on Globalization and
Development Strategies, United Nations Conference on Trade and
Development (UNCTAD)

John Hancock, Counsellor, Trade and Finance, Trade Facilitation Division,
World Trade Organization (WTO)

Donald J. Johnston, Secretary-General, Organization for Economic
Cooperation and Development (OECD)

Malcolm D. Knight, General Manager, Bank for International Settlements
(BIS)

Trevor Manuel, Chairman, Joint Development Committee

José Antonio Ocampo, Under-Secretary-General, Department of Economic
and Social Affairs, United Nations (UN)

Geoffrey Skipper, Senior Research Analyst, Organization of the Petroleum
Exporting Countries (OPEC)

(Alternate for Alipour-Jeddi, Head, Petroleum Market Analysis Department,
Organization of the Petroleum Exporting Countries, (OPEC))

Juan Somavia, Director-General, International Labor Organization (ILO)

Jean-Claude Trichet, President, European Central Bank (ECB)

James D. Wolfensohn, President, World Bank

Joint Ministerial Committee of the Boards of Governors
of the Bank and the Fund on the Transfer of Real
Resources to Developing Countries

(Development Committee)

Seventieth Meeting, Washington, D.C.
October 2, 2004

1. As we celebrate the 60" anniversary of the Bretton Woods Institutions and
approach the fifth anniversary of the UN Millennium Declaration, we recom-
mit ourselves to supporting efforts by developing countries to pursue sustain-
able growth, sound macroeconomic policies, debt sustainability, open trade,
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job creation, poverty reduction, and good governance. These actions need to
be reinforced by stronger international action and partnerships, including
reforming trade; more, and more effective, aid; and stronger private flows in
order to make progress on the Millennium Development Goals.® We remain
concerned that most MDGs will not be met by most developing countries.

2. Global economic growth is strong, supported by exceptionally robust
growth in developing countries, as the world benefits from the significant
reforms undertaken by many countries over recent years. Private sector-
driven growth resulting in new jobs and higher tax revenues, which can be
used to finance poverty-reducing public expenditures, is critical to the suc-
cess of country-led efforts to reduce global poverty. Success in the Doha
Development Agenda can only complement these developments, and we
stress the importance of translating the recently agreed WTO frameworks into
tangible results. We urge all countries, developing and developed, to partici-
pate fully in the negotiations and urge the IMF and World Bank to continue to
support work to this end, and to help developing countries assess the impact
and to provide additional support to address potential adjustment costs.

3.7To help developing countries take advantage of the new opportunities that
can arise from a better economic setting and to strengthen the foundations
for economic growth, we welcome the renewed focus being given by the
World Bank Group to private sector development, improving the investment
climate, and strengthening financial sectors, and urge the Bank to continue
to translate this into country operations. Complementing macroeconomic
stability, capacity building and a greater results focus in public services and
institutions and improving the quality of governance, successful private sec-
tor investment, social development as well as gender equality are key to
accelerating pro-poor growth. We note the important role played by remit-
tances in this context. We urge the Bank to intensify its analytical work on the
potential sources of growth and ways to mobilize them and to help countries
build the relevant analytical capacity.

4. Strengthening the foundations for growth will also critically depend on
addressing large infrastructure needs in many countries. We welcome the
Bank Group’s plans to scale up activities in implementing the Infrastructure
Action Plan and urge accelerated support of country efforts in accordance
with the Bank's safeguards. We emphasized the importance of addressing
maintenance and other costs to ensure the sustainability of infrastructure
investments. We also stressed the need to pursue—together with the IMF—
efforts to increase fiscal space for public infrastructure investments within
limits of fiscal prudence and debt sustainability. We also endorse further
Bank engagement to meet infrastructure needs at the regional and sub-
sovereign levels, enhancing application of risk mitigation instruments, and
continuing efforts to offer a more complete and seamless client product line
across the World Bank Group; accordingly, we urge the Bank to present
options to its Board to move this agenda forward concretely. These actions
will be particularly important in enhancing the Bank’s support for develop-
ment in middle-income countries, as well as in low-income countries.

5.These and other actions required to lay the basis for sustained stronger
growth are critical to our ability to achieve the MDGs, as is progress in provid-
ing effective health systems (in particular tackling HIV/AIDS, malaria, and
other communicable diseases), education for all, and other basic social serv-
ices. We noted the special needs of low-income countries under stress
(LICUS), where technical assistance is especially necessary to strengthen
weak policies and institutions. We look forward to reviewing progress in all
these areas in the second Global Monitoring Report at our next meeting.

3As endorsed by heads of state and government in the UN General Assembly on
September 8, 2000.



6. We agree that reform efforts in developing countries must be supported by
improved aid effectiveness, increased aid and other financial flows, and
coherent policies to achieve development results. The international commu-
nity has agreed to harmonize and align their support behind country-owned
development strategies, streamline the use of conditionality, increase the
focus on results, and use country systems where appropriate. We are com-
mitted to using the Second High-Level Forum on Harmonization in Paris next
spring to translate these agreements into clear and specific commitments
and timetables and call for the development of indicators and benchmarks
to monitor the participation of all partners in this effort at the country level.

7. We must also enhance our efforts to help developing countries build
capacity and address absorptive capacity constraints. We welcome the
progress achieved to date in implementing the Poverty Reduction Strategy
(PRS) process as indicated in recent independent evaluations. We note the
important challenges that remain in implementing the approach fully and
effectively both at the country level and in the Bank and Fund and among
other development partners, and welcome the revisions to the PRS architec-
ture to help achieve this. One area that deserves closer attention in next
year's PRS report is the continued efforts by the Bank and Fund to streamline
their aggregate conditionality. We also call on the Bank to review its own pol-
icy and practice on conditionality and report at our meeting in Fall 2005.

8.The provision of additional, predictable, and timely financial assistance to
countries committed to sound policies remains a critical issue, particularly
for sub-Saharan Africa. We urge those donors who have not yet done so to
make concrete efforts toward the target of 0.7 percent of GNP as ODA. We
welcome the progress announced by some countries, including, in some
cases, the setting of clear timetables to achieve this objective. We also reaf-
firm our commitment to a substantial and timely replenishment of IDA, rec-
ognizing the critical timetable to reach the MDGs.

9.To address the needs for additional stable and predictable financing to
help developing countries undertake ambitious investment plans to meet the
MDGs and to finance associated recurrent costs where appropriate, we
reviewed proposals to complement increased aid flows and commitments
with innovative mechanisms. We welcomed the World Bank and IMF analysis
of these options, notably the International Finance Facility, global taxes and
voluntary contributions, including the analysis of their technical feasibility. We
also took note of the international meeting on Action Against Hunger and
Poverty convened by President Lula on September 20, 2004, in New York. We
ask the Bank and the Fund to continue their work and report at the next
meeting on how to take such options forward. We also encourage the Bank to
explore the potential for increasing leverage through blending aid with other
flows, including MDB lending.

10. Debt sustainability is an essential underpinning for growth. We reviewed
progress under the enhanced HIPC Initiative, welcomed the recent decision to
extend the sunset clause, and urged full creditor participation. We welcome the
development of a forward-looking debt sustainability framework that aims to
help low-income countries manage their borrowings and avoid a buildup of
unsustainable debt while pursuing the MDGs. We stressed the need to provide
resources to low-income countries on appropriate terms, including the degree
of concessionality and level of grant financing. We look forward to further work
on the remaining issues by the Bank and the Fund to make the framework
operational as soon as possible. We underscore the need for joint Bank/Fund
Debt Sustainability Analyses (DSAs) (based on a clear division of labor) to pro-
vide countries, and their development partners, with clear and coherent analy-
sis and guidance. We also urge the Bank and the Fund to accelerate their work
on means to help mitigate the impact of exogenous shocks on low-income
countries and to report to their Boards at an early date.
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11. We also reviewed reports from our Boards with respect to their work on
enhancing the voice and participation of developing and transition countries
in our institutions. This work takes place within a broader context of reflec-
tions on how best to address governance issues within the international
community. We welcomed the progress to date in making Bank and Fund
operations more responsive to borrowers’ needs. We urge the Boards to
cooperate closely together in exploring all relevant options and to strive to
achieve consensus among all members. We look forward to receiving a report
regarding the feasibility of these options, to allow us to address the neces-
sary political decisions at our next meeting.

12.The next meeting of the Committee will be held in Washington, D.C., on
April 17,2005.

Seventy-first Meeting, Washington, D.C.
April 17,2005

1. As we approach the fifth anniversary of the UN Millennium Declaration, we
met to review progress toward the MDGs,* based on an assessment in the
second annual Global Monitoring Report. We reaffirmed our strong support
for the strategies and decisions agreed in Doha, Monterrey, and Johannes-
burg, which set out a framework for fighting poverty and achieving the inter-
nationally agreed goals. We welcome the continued active involvement of the
Bank and the Fund in the preparations for and the proceedings at the UNGA
Special Session on Financing for Development, as well as the UN High-Level
Millennium Review in New York in September.

2. We welcomed the progress achieved on actions by both developing and
developed countries. These actions have contributed to the strongest global
economic growth in over three decades. However, overall progress has been
uneven and slower than envisaged. Without tangible action to accelerate
efforts, the vision of the Millennium Declaration will not be realized. At stake
are prospects not only for hundreds of millions of people to escape poverty,
disease, illiteracy, and gender inequality but also for long-term global security
and peace, which are intimately linked to development.

3. All regions face significant challenges, but we welcomed the Report’s focus
on sub-Saharan Africa as the region farthest from achieving the MDGs. We
also welcomed the recent Report of the Commission for Africa. We are
encouraged that real growth in sub-Saharan Africa increased in 2004 to an
eight-year high of 5 percent and inflation has fallen to a historical low. The
challenge is to accelerate and sustain growth and development through
sound policy frameworks. We welcomed the IFC’s Strategic Initiative for
Africa, including the recently approved Private Enterprise Partnership Facility.
We call upon the Bank to undertake further analytical and institutional work,
together with partners, to develop an ambitious action plan for Africa for con-
sideration by our next meeting.

4. Many developing countries are taking actions to strengthen policies and
institutions that provide not only benefits but also valuable experience for
others. We endorsed the emphasis on country-led and owned development
strategies and urged that MDGs be operationalized in poverty reduction
strategies, linked to medium-term budgetary frameworks. Macroeconomic
stability remains critical, as is the need to strengthen public sector financial
management, promote good governance including combating corruption and
promoting the rule of law, improve business climate and regulation, and
develop local financial markets, so as to enable private sector-led economic

“As endorsed by heads of state and government in the UN General Assembly on
September 8, 2000.
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growth. Environmental sustainability remains critical and should also be
addressed in domestic policies and programs, as well as through interna-
tional action. We recognize the importance of all countnes integrating climate
concerns into their policy planning.

5. A major scaling up of education (in particular through the Education For
All Fast Track Initiative), health and basic infrastructure services, including
water and sanitation, is fundamental to meeting key development goals. We
noted with concern the failure to meet the target date for achieving gender
parity in pnmary and secondary education. We called upon bifateral donors
and multilateral agencies to provide timely, predictable, and sustained
financing to support these efforts. We reconfirmed the importance of efforts
to help developing countries build capacity and address absorptive capacity
constraints.

6. We have in the past highlighted the cntical importance of scaling up infra-
structure investment in developing countries as a means of promoting eco-
nomic growth and achieving the MDGs, and have endorsed the Infrastructure
Action Plan of the World Bank. With a view to removing such impediments as
may exist in enabling the Bank to scale up the infrastructure work, we look
forward to reviewing implementation of the Action Plan at our next meeting,
inctuding the results of the ongoing work of the IMF and Bank on how to
increase fiscal space for growth.

7.To complement these actions, developed countries must meet their com-
mitments to help accelerate progress. We underlined the vital importance of
an ambitious outcome for the Doha Development Agenda and the successful
completion of the negotiations in 2006. Improving trade opportunities and
market access for agriculture, industnal products, and services will be critical.
We stressed the need for “aid for trade” and we call on the Bank and Fund to
work with others to develop proposals to help developing countries adjust to
and take advantage of the Round, for constderation by our next meeting. We
also recognized the benefits to developing countries from reducing developing
country trade barriers and of strengthening south-south trade.

8. Financing the development agenda remains a significant challenge, requir-
ing sustained action on domestic resource mobilization, private investment,
and trade. We welcomed the Bank's work program to improve analysts and
statistics on remittances, labor mobility, and migration, and to address
impediments to remittance flows. We emphasized that a significant increase
in aid will also be needed for accelerated progress toward the MDGs. We
welcomed the successful conclusion of the IDA-14 replenishment as an
important step in mobilizing additional resources and called on donors to
finalize their commitments. We noted the further work on the impact of
exogenous shacks on low-income countnies and small vulnerable states and
we look forward to further proposals in the context of the IDA-14 mid-term
review on what options are available to operationalize these proposals.

9. We also welcomed the agreement by the Bank and Fund on a joint
forward-looking framework for assessing debt sustainability in low-income
countrnes. We welcomed recent proposals for additional debt and debt serv-
ice relief. We agreed that further debt relief beyond HIPC is needed in specific
cases to secure long-term debt sustainability and support progress toward
the MDGs. We ask the Bank and Fund to examine these proposals for the
Annual Meetings.

10. We confirmed our commitment to deliver on the pledges made at and
after Monterrey to raise levels of ODA. We urged those donors that have not
done so to make concrete efforts toward the target of 0.7 percent of GNI
as ODA.
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11. We welcomed further work on innovative sources of development financ-
ing. We noted that negotiations among interested parties on the proposed
pilot IFF for Immunization are well advanced; and the analysis of technical
feasibility of the IFF has created the conditions for the necessary political
decisions on participation. We encourage interested donors to proceed with
these proposals. Potential participants believe that global tax mechanisms to
finance development may be feasible and desirable, while other members do
not. We noted the analysis of the economic rationale, technical feasibility,
and moderate coalition size needed for some of the global tax proposals.
Building upon the existing poltical momentum in some countries, we invite
the Bank and the Fund to deepen their analysis of the most promising
nationally applied and internationally coordinated taxes for development for
the Annual Meetings, as an input into the consideration of a pilot case for
interested countries.

12. We also underlined the importance of further action by multilateral devel-
opment partners, including support for the PRS process in low-income coun-
tnes, aligning assistance better with medium-term country strategies,
streamlining conditionality, building institutional capacity, and strengthening
the focus on development results. We called for further exploration of biend-
ing arrangements, for further action to enhance effectiveness, and for contin-
ued progress In providing innovative and flexible financial products and high-
quality technical assistance and advisory services better matched to the
evolving and diverse needs of middle-income countnes; and to strengthen
the Bank’s role in these countnes, not least with regard to global public
goods.

13. We welcomed the Paris Declaration on Aid Effectiveness, which
responded to our earlier call to make firm commitments on the quality of
aid. We note the agreement on quantitative indicators. We urged the estab-
lishment of targets, as agreed, for each of the indicators for 2010. Concerted
collective actions will be required now to translate these into concrete
actions at the country level and we called on the Bank to show leadership by
example, in implementing the Paris framework. We welcomed the increasing
use of country systems, where appropnate, as a means to enhance harmo-
nization and reduce the cost of doing business.

14. Enhancing voice and participation of developing and transition countries
in the Bank and the Fund remains a continuing concern. Progress can only
be made through broad consensus at the political level. We noted the further
efforts by the Boards in this regard and will return to this issue at our next
meeting in the light of progress.

15. We appreciate the efforts of the global community to counter the effects
of the deadly tsunami that wreaked havoc in the Indian Ocean region. The
tragedy reminded us that the poorest people tend to be the most vuinerable
to natural disasters. We called for a continued focus on the challenge of
accelerating the reconstruction and recovery process in the region, and
restonng livelihoods and on designing projects for disaster preparedness and
nsk mittigation.

16. A strong and effective multilateral system is essential in the fight against
global poverty. We expressed our deep appreciation for the talented ieader-
ship of Jim Wolfensohn as he approaches the end of his term at the Bank
and wish him success in his new role as Special Envoy for Gaza Disengage-
ment. We also congratulate Paul Wolfowitz on his selection as President and
look forward to working with him.

17.The next meeting of the Committee will be held in Washington, D.C., on
September 24, 2005.



APPENDIX | V

Executive Directors and voting power
April 30, 2005

Director Votes by Total Percent of
Alternate Casting votes of country votes? IMF total?
Appointed
Nancy P. Jacklin United States 371,743 371,743 17.08
Meg Lundsager
Shigeo Kashiwagi Japan 133,378 133,378 6.13
Michio Kitahara
Karlheinz Bischofberger Germany 130,332 130,332 5.99
Gert Meissner
Pierre Duquesne France 107,635 107,635 4.95
Olivier Cuny
Tom Scholar United Kingdom 107,635 107,635 4.95
Andrew Hauser
Elected
Willy Kiekens Austria 18,973
(Belgium) Belarus 4,114
Johann Prader Belgium 46,302
(Austria) Czech Republic 8,443

Hungary 10,634

Kazakhstan 3,907

Luxembourg 3,041

Slovak Republic 3,825

Slovenia 2,567

Turkey 9,890 111,696 5.13
Jeroen Kremers Armenia 1,170
(Netherlands) Bosnia and Herzegovina 1,941
Yuriy G. Yakusha Bulgaria 6,652
(Ukraine) Croatia 3,901

Cyprus 1,646

Georgia 1,753

Israel 9,532

Macedonia, former Yugoslav Republic of 939

Moldova 1,482

Netherlands 51,874

Romania 10,552

Ukraine 13,970 105,412 4.84
Moisés Schwartz Costa Rica 1,891
(Mexico) El Salvador 1,963
Mary Dager Guatemala 2,352
(Venezuela) Honduras 1,545

Mexico 26,108

Nicaragua 1,550

Spain 30,739

Venezuela, Repiblica Bolivariana de 26,841 92,989 4.27
Pier Carlo Padoan Albania 737
(Italy) Greece 8,480
Miranda Xafa Italy 70,805
(Greece) Malta 1,270

Portugal 8,924

San Marino 420

Timor-Leste 332 90,968 4.18
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Director Votes by Total Percent of
Alternate Casting votes of country votes? IMF total?
Elected (continued)
Kevin G. Lynch Antigua and Barbuda 385
(Canada) Bahamas, The 1,553
Charles X. O’Loghlin Barbados 925
(Ireland) Belize 438
Canada 63,942
Dominica 332
Grenada 367
Ireland 8,634
Jamaica 2,985
St. Kitts and Nevis 339
St. Lucia 403
St.Vincent and the Grenadines 333 80,636 3.71
Jon A. Solheim Denmark 16,678
(Norway) Estonia 902
David Farelius Finland 12,888
(Sweden) Iceland 1,426
Latvia 1,518
Lithuania 1,692
Norway 16,967
Sweden 24,205 76,276 3.51
Jong Nam Oh Australia 32,614
(Korea) Kiribati 306
Richard Murray Korea 16,586
(Australia) Marshall Islands 285
Micronesia, Federated States of 301
Mongolia 761
New Zealand 9,196
Palau 281
Papua New Guinea 1,566
Philippines 9,049
Samoa 366
Seychelles 338
Solomon Islands 354
Vanuatu 420 72,423 3.33
A. Shakour Shaalan Bahrain 1,600
(Egypt) Egypt 9,687
Oussama T. Kanaan Iraq 12,134
(Jordan) Jordan 1,955
Kuwait 14,061
Lebanon 2,280
Libya 11,487
Maldives 332
Oman 2,190
Qatar 2,888
Syrian Arab Republic 3,186
United Arab Emirates 6,367
Yemen, Republic of 2,685 70,852 3.26
Sulaiman M. Al-Turki Saudi Arabia 70,105 70,105 3.22
(Saudi Arabia)
Abdallah S. Alazzaz
(Saudi Arabia)
Hooi Eng Phang Brunei Darussalam 2,402
(Malaysia) Cambodia 1,125
Made Sukada Fiji 953
(Indonesia) Indonesia 21,043
Lao People’s Democratic Republic 779
Malaysia 15,116
Myanmar 2,834
Nepal 963
Singapore 8,875
Thailand 11,069
Tonga 319
Vietnam 3,641 69,019 3.17
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Director Votes by Total Percent of
Alternate Casting votes of country votes?! IMF total?
Elected (continued)
Peter J. Ngumbullu Angola 3,113
(Tanzania) Botswana 880
Peter Gakunu Burundi 1,020
(Kenya) Eritrea 409
Ethiopia 1,587
Gambia, The 561
Kenya 2,964
Lesotho 599
Malawi 944
Mozambique 1,386
Namibia 1,615
Nigeria 17,782
Sierra Leone 1,287
South Africa 18,935
Sudan 1,947
Swaziland 757
Tanzania 2,239
Uganda 2,055
Zambia 5,141 65,221 3.00
WANG Xiaoyi China 63,942 63,942 2.94
(China)
GE Huayong
(China)
Fritz Zurbrigg Azerbaijan 1,859
(Switzerland) Kyrgyz Republic 1,138
Andrzej Raczko Poland 13,940
(Poland) Serbia and Montenegro 4,927
Switzerland 34,835
Tajikistan 1,120
Turkmenistan 1,002
Uzbekistan 3,006 61,827 2.84
Aleksei V. Mozhin Russian Federation 59,704 59,704 2.74
(Russian Federation)
Andrei Lushin
(Russian Federation)
Abbas Mirakhor Afghanistan, Islamic Republic of 1,869
(Islamic Republic of Iran) Algeria 12,797
Mohammed Dairi Ghana 3,940
(Morocco) Iran, Islamic Republic of 15,222
Morocco 6,132
Pakistan 10,587
Tunisia 3,115 53,662 2.47
Murilo Portugal Brazil 30,611
(Brazil) Colombia 7,990
Roberto Steiner Dominican Republic 2,439
(Colombia) Ecuador 3,273
Guyana 1,159
Haiti 1,069
Panama 2,316
Suriname 1,171
Trinidad and Tobago 3,606 53,634 2.46
B.P. Misra Bangladesh 5,583
(India) Bhutan 313
Amal Uthum Herat India 41,832
(Sri Lanka) Sri Lanka 4,384 52,112 2.39
Héctor R. Torres Argentina 21,421
(Argentina) Bolivia 1,965
Javier Silva-Ruete Chile 8,811
(Peru) Paraguay 1,249
Peru 6,634
Uruguay 3,315 43,395 1.99
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Director Votes by Total Percent of
Alternate Casting votes of country votes? IMF total?

Elected (concluded)

Damian Ondo Marie Benin 869
(Equatorial Guinea) Burkina Faso 852
Laurean W. Rutayisire Cameroon 2,107
(Rwanda) Cape Verde 346
Central African Republic 807
Chad 810
Comoros 339
Congo, Democratic Republic of the 5,580
Congo, Republic of 1,096
Cote d’lvoire 3,502
Djibouti 409
Equatorial Guinea 576
Gabon 1,793
Guinea 1,321
Guinea-Bissau 392
Madagascar 1,472
Mali 1,183
Mauritania 894
Mauritius 1,266
Niger 908
Rwanda 1,051
Sao Tomé and Principe 324
Senegal 1,868
Togo 984 30,749 1.41

2,175,345%4.5 99.976

Voting power varies on certain matters pertaining to the General Department with use of the Fund's resources in that Department.

2Percentages of total votes (2,176,037) in the General Department and the Special Drawing Rights Department.

3This total does not include the votes of Somalia, which did not participate in the 2004 Regular Election of Executive Directors. The total votes of this member are 692—0.03 percent of those
in the General Department and Special Drawing Rights Department.

“Liberia’s voting rights were suspended effective March 5, 2003, pursuant to Article XXVI, Section 2(b) of the Articles of Agreement.

5Zimbabwe's voting rights were suspended effective June 6, 2003, pursuant to Article XXVI, Section 2(b) of the Articles of Agreement.

SThis figure may differ from the sum of the percentages shown for individual Directors because of rounding.
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Changes in membership of the

Executive Board

Changes in the membership of the Executive Board between May 1, 2004,
and April 30, 2005, were as follows:

Wieslaw Szczuka (Poland) relinquished his duties as Alternate Executive
Director to Fritz Zurbriigg (Switzerland), effective May 9, 2004.

Ken Yagi (Japan) relinquished his duties as Executive Director for Japan,
effective May 18, 2004.

Shigeo Kashiwagi (Japan) was appointed Executive Director by Japan on
June 16, 2004.

Martin A. Brooke (United Kingdom) relinquished his duties as Alternate
Executive Director to Tom Scholar (United Kingdom), effective July 9, 2004.

Andrew Hauser (United Kingdom) was appointed Alternate Executive Director
to Tom Scholar (United Kingdom), effective July 10, 2004.

Harilaos Vittas (Greece) relinquished his duties as Alternate Executive
Director to Pier Carlo Padoan (Italy), effective July 31, 2004.

Miranda Xafa (Greece) was appointed Alternate Executive Director to Pier
Carlo Padoan (ltaly), effective August 1, 2004.

Andrzej Raczko (Poland) was appointed Alternate Executive Director to Fritz
Zurbriigg (Switzerland), effective August 2, 2004.

R.A. Jayatissa (Sri Lanka) relinquished his duties as Alternate Executive
Director to B.P Misra (India), effective August 31, 2004.

Amal Uthum Herat (Sri Lanka) was appointed Alternate Executive Director to
B.P. Misra (India), effective September 1, 2004.

Sébastien Boitreaud (France) relinquished his duties as Alternate Executive
Director to Pierre Duquesne (France), effective October 6, 2004.

Olivier Cuny (France) was appointed Alternate Executive Director to Pierre
Duquesne (France), effective October 7, 2004.

Sri Mulyani Indrawati (Indonesia) relinquished her duties as Executive
Director for Brunei Darussalam, Cambodia, Fiji, Indonesia, the Lao Peo-
ple’s Democratic Republic, Malaysia, Myanmar, Nepal, Singapore, Thai-
land, Tonga, and Vietnam, effective October 20, 2004.

lan E. Bennett (Canada) completed his term of service as Executive Director
for Antigua and Barbuda, The Bahamas, Barbados, Belize, Canada,

Dominica, Grenada, Ireland, Jamaica, St. Kitts and Nevis, St. Lucia, and St.

Vincent and the Grenadines, effective October 31, 2004.

Michael J. Callaghan (Australia) completed his term of service as Executive
Director for Australia, Kiribati, Korea, Marshall Islands, the Federated
States of Micronesia, Mongolia, New Zealand, Palau, Papua New Guinea,
the Philippines, Samoa, Seychelles, the Solomon Islands, and Vanuatu,
effective October 31, 2004.

Guillermo Le Fort (Chile) completed his term of service as Executive Director
for Argentina, Bolivia, Chile, Paraguay, Peru, and Uruguay, effective
October 31, 2004.

Luis Marti (Spain) completed his term of service as Executive Director for
Costa Rica, El Salvador, Guatemala, Honduras, Mexico, Nicaragua, Spain,
and Replblica Bolivariana de Venezuela, effective October 31, 2004.

Ismaila Usman (Nigeria) completed his term of service as Executive Director
for Angola, Botswana, Burundi, Eritrea, Ethiopia, The Gambia, Kenya,
Lesotho, Malawi, Mozambique, Namibia, Nigeria, Sierra Leone, South
Africa, Sudan, Swaziland, Tanzania, Uganda, and Zambia, effective
October 31, 2004.

Sulaiman Al-Turki (Saudi Arabia) was reelected Executive Director by Saudi
Arabia, effective November 1, 2004.

Mary Dager (Venezuela) was appointed Alternate Executive Director to
Moisés Schwartz (Mexico), effective November 1, 2004.

Peter Gakunu (Kenya) was appointed Alternate Executive Director to Peter J.
Ngumbullu (Tanzania), effective November 1, 2004.

Willy Kiekens (Belgium) was reelected Executive Director by Austria, Belarus,
Belgium, the Czech Republic, Hungary, Kazakhstan, Luxembourg, the
Slovak Republic, Slovenia, and Turkey, effective November 1, 2004.

Jeroen Kremers (Netherlands) was reelected Executive Director by Armenia,
Bosnia and Herzegovina, Bulgaria, Croatia, Cyprus, Georgia, Israel, the
former Yugoslav Republic of Macedonia, Moldova, the Netherlands, Roma-
nia, and Ukraine, effective November 1, 2004.

Kevin G. Lynch (Canada) was elected Executive Director by Antigua and
Barbuda, The Bahamas, Barbados, Belize, Canada, Dominica, Grenada,
Ireland, Jamaica, St. Kitts and Nevis, St. Lucia, and St. Vincent and the
Grenadines, effective November 1, 2004.

Abbas Mirakhor (Islamic Republic of Iran) was reelected Executive Director
by the Islamic Republic of Afghanistan, Algeria, Ghana, the Islamic Repub-
lic of Iran, Morocco, Pakistan, and Tunisia, effective November 1, 2004.

B.P Misra (India) was reelected Executive Director by Bangladesh, Bhutan,
India, and Sri Lanka, effective November 1, 2004.

Aleksei V. Mozhin (Russian Federation) was reelected Executive Director by
the Russian Federation, effective November 1, 2004.

Peter J. Ngumbullu (Tanzania), formerly Alternate Executive Director to Ismaila
Usman (Nigeria), was elected Executive Director by Angola, Botswana,
Burundi, Eritrea, Ethiopia, The Gambia, Kenya, Lesotho, Malawi, Mozam-
bique, Namibia, Nigeria, Sierra Leone, South Africa, Sudan, Swaziland,
Tanzania, Uganda, and Zambia, effective November 1, 2004.

Jong Nam Oh (Korea) was elected Executive Director by Australia, Kiribati,
Korea, Marshall Islands, the Federated States of Micronesia, Mongolia,
New Zealand, Palau, Papua New Guinea, the Philippines, Samoa,
Seychelles, Solomon Islands, and Vanuatu, effective November 1, 2004.

Damian Ondo Mafe (Equatorial Guinea) was reelected Executive Director by
Benin, Burkina Faso, Cameroon, Cape Verde, Central African Republic,
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Chad, Comoros, the Democratic Republic of the Congo, the Republic of
Congo, Cote d'lvoire, Dyibouti, Equatonal Guinea, Gabon, Guinea, Guinea-
Bissau, Madagascar, Mali, Mauritania, Mauntius, Niger, Rwanda, Sdo Tomé
and Principe, Senegal, and Togo, effective November 1, 2004.

Pier Carlo Padoan (ltaly) was reelected Executive Director by Albania,
Greece, Italy, Malta, Portugal, San Marnno, and Timor-Leste, effective
November 1, 2004.

Munlo Portugal (Brazil) was reelected Executive Director by Brazil, Colombia,
the Dominican Republic, Ecuador, Guyana, Harti, Panama, Sunname, and
Tnmidad and Tobago, effective November 1, 2004.

Moisés Schwartz (Mexico), formerly Alternate Executive Director to Luis Marti
(Spain), was elected Executive Director for Costa Rica, El Salvador,
Guatemala, Honduras, Mexico, Nicaragua, Spain, and Repiblica Bolivari-
ana de Venezuela, effective November 1, 2004.

A. Shakour Shaalan (Egypt) was reelected Executive Director by Bahrain,
Egypt, Iraq, Jordan, Kuwart, Lebanon, Libya, Maldives, Oman, Qatar, the
Synian Arab Republic, the United Arab Emirates, and the Republic of
Yemen, effective November 1, 2004.

Javier Silva-Ruete (Peru) was appointed Alternate Executive Director to
Héctor Torres (Argentina), effective November 1, 2004.

Jon A. Solheim (Norway) was reelected Executive Director for Denmark,
Estonia, Finland, Iceland, Latvia, Lithuania, Norway, and Sweden, effective
November 1, 2004.
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Made Sukada (Indonesia) was appointed Alternate Executive Director to
Sn Mulyani Indrawati (Indonesia), effective November 1, 2004.

Héctor Torres (Argentina), formerly Alternate Executive Drrector to Guillermo
Le Fort (Chile), was elected Executive Director by Argentina, Bolivia, Chile,
Paraguay, Peru, and Uruguay, effective November 1, 2004.

WANG Xiaoy! (China) was reelected Executive Director by China, effective
November 1, 2004.

Fritz Zurbrugg (Switzerland) was reelected Executive Director by Azerbarjan,
the Kyrgyz Republic, Poland, Serbia and Montenegro, Switzerland,
Tajikistan, Turkmenistan, and Uzbekistan, effective November 1, 2004,

Hool Eng Phang (Malaysia) was elected Executive Director by Brunel
Darussalam, Cambodia, Fiji, Indonesia, the Lao People’s Democratic
Republic, Malaysia, Myanmar, Nepal, Singapore, Thailand, Tonga, and
Vietnam, effective January 1, 2005.

Benny Andersen (Denmark) relinquished his duties as Alternate Executive
Director to Jon A. Solheim (Norway), effective January 2, 2005.

David Farelius (Sweden) was appointed Alternate Executive Director to Jon A.
Solheim (Norway), effective January 3, 2005.

Michael H. Reddell (New Zealand) relinquished his duties as Alternate
Executive Director to Jong Nam Oh (Korea), effective March 2, 2005.

Richard A. Murray (Australia) was appointed Alternate Executive Director to
Jong Nam Oh (Korea), effective March 3, 2005.
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Deloitte.

Deloitte & Touche LLP

Suite 500

555 12th Street, N\W
Washington, DC 20004-1207
USA

Tel: +1 202 879 5600

Fax: +1 202 879 5309
www.deloitte.com

Independent Auditors’ Report

To the Board of Governors
of the International Monetary Fund
Washington, DC

We have audited the accompanying balance sheet of the General Department of the International Monetary Fund (the “Department”) as of April 30, 2005,
and the related statements of income, changes in reserves and resources, and cash flows for the year then ended. These financial statements are the respon-
sibility of the Department’s management. Our responsibility is to express an opinion on these financial statements based on our audit. The Department’s
financial statements as of and for the year ended April 30, 2004, were audited by other auditors, whose report dated June 14, 2005, expressed an unquali-
fied opinion on those statements and included an explanatory paragraph that described the adoption of International Accounting Standard No. 32 (Revised),
Financial Instruments: Disclosure and Presentation, and International Accounting Standard No. 39 (Revised), Financial Instruments: Recognition and Mea-
surement, as discussed in Note 2 to the financial statements.

We conducted our audit in accordance with International Standards on Auditing and auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material mis-
statement. An audit includes consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the cir-
cumstances, but not for the purpose of expressing an opinion on the effectiveness of the Department’s internal control over financial reporting. Accordingly,
we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for our opinion.

In our opinion, such 2005 financial statements present fairly, in all material respects, the financial position of the General Department of the International
Monetary Fund at April 30, 2005, and the results of its operations and its cash flows for the year then ended in conformity with International Financial
Reporting Standards.

As discussed in Note 2 to the financial statements, during financial year 2005, the Department adopted International Accounting Standard No. 32 (Revised),
Financial Instruments: Disclosure and Presentation, and International Accounting Standard No. 39 (Revised), Financial Instruments: Recognition and Mea-
surement, and applied the revisions retrospectively from May 1, 2003.

Our audit was conducted for the purpose of forming an opinion on the basic 2005 financial statements taken as a whole. The supplemental schedules listed
on pages 161 to 166 are presented for the purpose of additional analysis and are not a required part of the basic financial statements. These schedules are
the responsibility of the Department’s management. Such 2005 schedules have been subjected to the auditing procedures applied in our audit of the basic
financial statements and, in our opinion, are fairly stated in all material respects when considered in relation to the basic financial statements taken as a
whole. The 2004 schedules were subjected to auditing procedures by other auditors, whose report dated June 14, 2005, referred to above, stated that such
information is fairly stated in all material respects when considered in relation to the basic 2004 financial statements taken as a whole.

p/mzz o ovecke LLS

June 14,2005

Member of
Deloitte Touche Tohmatsu
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General Department
Income statements

for the years ended April 30, 2005, and 2004

(In thousands of SDRs)

2005 2004
Operational income
Interest aNdICharBES: (NOLET): « . cmuusus & & 5 v i1 sumssunsie 5 & 4 9 6t F2knwEn 10 3 5 6 6 w1+ CXARRUTAS fo & o o MHGHAHNAe i o & ¥ o i n{ AISCRUREE s b & 1 91 3 s 2,270,044 2,231,678
Interest o SOR NOMINES 5 5 s 5o v oummsn 5 55 7 6 0w 5 45 55 5 GEUESA S 5 5 4 ¥ 6 ¢ OVMRFG 3 4 528 DUNEFF3 7 5 €5 6 DRoms 55 55 § ¥ Do 16,322 16,630
Investment income of the Special Disbursement Account (NOte 9) ... oo oo 52,157 40,938
Othercharges and income (NOte: 7) wusss 5 55 25 & o 5 4 3 5 4 5 g 5 5§ 5 & 5 dobmadls 6w & o svalans i § 5 § o o avadedie & 6§ & 5 o e 34,035 90,676
2,372,558 2,379,922
Operational expenses
Remuneration (NOE L3 ): - 5 s = « s weumsmmans 5 & « & o 5 absbicmam s & & 4 & o bwsesiss i s 5 & 5 & 6 lehensnn & § 5 o i SEATHS & & ¢ 0 & o DI S 6 3 5 # 8§ e 1,033,847 966,404
Administrative eXpenSES (NOTE LAY v « o 5 s o o ruciiio = 5 5o ¥ i B EE S S8 I o ARE U S E 6 0 BAGMAG ERE 7602 LONNGA § 158§ S 673,204 548,792
1,707,051 1,515,196
Motal NELINCOME: & » sassusyns 5 5 5 5 5 & swssadenion % & 7 & & & iwauaEEEY & % @ 6 3 & PORKARG S & % ¥ ¥ 5 o S 5 B 5 5§ 5 SESHEBNE & & % % & 4 8 N0 A & & Y S i 665,507 864,726
Net income of the General Department comprises
Netiingome of the'General ReSOUrces ACCOUNY & s casn 6 55 55 8 Samek 655 § ¥ 8 o SaURNA § 5 £ 6 8 BOUEEE 58 5 1 5 9 S 0me 5 5 6 5 5 ¥ ki 613,350 823,788
Income of the Special Disbursement ACCOUNT . . . . . oL e e e 52,157 40,938
665,507 864,726
The accompanying notes are an integral part of these financial statements.
General Department
Statements of changes in reserves and resources
for the years ended April 30, 2005, and 2004
(In thousands of SDRs)
Special
General Resources Account Disbursement
Special General Total Account
reserve reserve reserves resources
Balance at April 30,2003 ... ... 2,381,454 1,905,475 4,286,929 2,727,165
=gl T I . ImI'''yrT''Tmr 33,981 789,807 823,788 40,938
Net transfers from the SDA (Note 9) .. ... ... i - - - (51,391)
Balance atAprl 30,2008 . s v e vummn i sisie powsssss g s wvan s s s 6o o n 2,415,435 2,695,282 5110,717 2,716,712
NELINCOME . . oot 31,394 581,956 613,350 52,157
Net transfers fromthe SDA (Note 9) . ........... i, - - - (204,690)
Balance atApril 30,;2005 & s v v s zuemumns s 505 susihefs 25 8 BomG s § 6558848 2,446,829 3,277,238 5,724,067 2,564,179

The accompanying notes are an integral part of these financial statements.
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General Department

Statements of cash flows
for the years ended April 30, 2005, and 2004

(In thousands of SDRs)
2005 2004
Usable currencies and SDRs from operating activities
NEEINBOMIE .ocosonni s 6 » 1 o or 5 sumsdblbis s i » o o2 o s 12 2 5 & S 18 8 9 & 3 o ssensodo 3 6 ¥ 5 SMEEAMAG W BB 5§ 8 2 (060005 13 8 & € 5 SCE0ionte 4 6 % 665,507 864,726
Adjustments to reconcile net income to usable resources generated by operations:
Changes in receivables and Other @SSetS ... .. ... ...ttt 49,412 65,104
Changes in remuneration payable and other liabilities .. ............ ... 86,485 (72,048)
Incréase in. the Special ContingENtACCOUNE i s 5 5 v 5 ¢ amesins 55 5 & £ 55 GRS 65 & 5 8 & S0 5 4 5 55 6 UEEG 4 5 5 § o e s o s 94,000 94,000
Usable currencies and SDRs from credit to members:
Purchases in currencies and SDRs, including reserve tranche purchases . ................. i (1,613,933) (17,829,722)
Repurchases in currencies and SDRS . . ... ... 13,907,177 21,638,613
Repayments of Structural Adjustment Facility 10ans .. ... .. .. 40,342 50,908
Net usable currencies and SDRs provided by operating activities . ........... ... ... ... ... ... ... ... ... ... 13,228,990 4,811,581
Usable currencies and SDRs from investment activities
Net acquisition (disposal) of investments by the Special Disbursement Account . ... 112,191 (40,455)
ACquISItionTOf fiXed.aSSetS) il & & 5 5 2 wensmss 5 5 5 v 1 & D0eeldin 5 5 § 5 § 5 Paluhines To & & §SaRO I 4§ 5 ¥ 6 0@ AR 66 4 0 o ST (59,111) (43,099)
Net usable currencies and SDRs provided by (used in) investment activities . ............. ... ... ... ... .. .. 53,080 (83,555)
Usable currencies and SDRs from financing activities
Subscription payments in SDRs and usable CUITENCIES ... ... ... i 171,100 15,675
Changes in composition of usable CUITENCIES . ... ...ttt e i e e 5,946,355 1,084,248
Transfers to the PRGF Trust, PRGF-HIPC Trust, and 0ther aCCOUNES . ... ..ottt (204,690) (51,391)
Net usable currencies and SDRs provided by financing activities . ........... ... ... ... ... ... .. 5,912,765 1,048,532
Net increase in usable currencies and SDRS . . .. ... it 19,194,835 5,776,559
Usable currencies and SDRs; beginning of PEROT & « 5 v s v vummmun s s 55 v o vmumn s 665 6 v vwwins & 5 % ¥ 5 6« Swis %5 % & % % s 5 8 103,767,940 97,991,381
Usable currencies and SDRs, end of period . ... ... ... ... .. . .. .. 122,962,775 103,767,940

The accompanying notes are an integral part of these financial statements.
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General Department

Notes to the financial statements
as at April 30, 2005, and 2004

1. Purpose and organization

The International Monetary Fund (“IMF”) is an international organization of
184 member countries. It was established to promote international mone-
tary cooperation and exchange stability and to maintain orderly exchange
arrangements among members; to facilitate the expansion and balanced
growth of international trade, and contribute thereby to the promotion and
maintenance of high levels of employment; and to provide temporary finan-
cial assistance to member countries under adequate safeguards to assist
in solving their balance of payments problems in a manner consistent with
the provisions of the IMF's Articles of Agreement. The IMF conducts its
operations and transactions through the General Department and the
Special Drawing Rights Department (the SDR Department). The General
Department consists of the General Resources Account (GRA), the Special
Disbursement Account (SDA), and the Investment Account. The Investment
Account has not been activated. The IMF also administers trusts and
accounts established to perform financial and technical services and finan-
cial operations consistent with the purposes of the IMF. The resources of
these trusts and accounts are contributed by members or the IMF through
the SDA. The financial statements of the SDR Department and these trusts
and accounts are presented separately.

General Resources Account

The GRA holds the general resources of the IMF. Its resources reflect the
payment of quota subscriptions, use and repayment of IMF credit,
collection of charges on the use of credit, payment of remuneration on
creditor positions, borrowings, and payment of interest and repayment of
borrowings.

Special Disbursement Account

The assets and resources of the SDA are held separately from the GRA and
Investment Account of the General Department. The SDA is the vehicle for
receiving and investing profits from the sale of the IMF’s gold and for
making transfers to other accounts (outside the General Department) for
special purposes authorized in the Articles, in particular for financial
assistance to low-income members of the IMF. Resources of the SDA
include transfers received from the Trust Fund (in liquidation), a trust
administered by the IMF as trustee, and part of the proceeds from the
sales of the IMF’s gold in the past. Income from the investment of gold
profits in the SDA is to be transferred, as needed, to the Poverty Reduction
and Growth Facility-Heavily Indebted Poor Countries Trust (PRGF-HIPC
Trust), in accordance with decisions of the IMF. The SDA also has out-
standing loans extended under the Structural Adjustment Facility (SAF),
which was established in March 1986 to provide balance of payments
assistance on concessional terms to qualifying low-income developing
country members.

Assets that exceed the financing needs of the SDA, excluding investments
arising from the sales of gold undertaken pursuant to the 1999 decision on
gold sales by the IMF, are transferred to the Reserve Account of the Poverty
Reduction and Growth Facility Trust (PRGF Trust), which is administered sepa-
rately by the IMF as trustee.
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2. Summary of significant accounting policies
Basis of accounting

The financial statements of the General Department are prepared in accor-
dance with International Financial Reporting Standards (IFRS). Specific
accounting principles and disclosure practices are explained further below.

The preparation of financial statements in conformity with IFRS requires
management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and lia-
bilities at the date of the financial statements and the reported amounts of
revenue and expenses during the reporting period. Actual results could differ
from those estimates.

Unit of account

The financial statements are expressed in terms of SDRs. The value of the
SDR is determined by the IMF each day by summing the values in U.S. dol-
lars, based on market exchange rates, of the currencies in the SDR valuation
basket. The IMF reviews the SDR valuation basket every five years. The latest
review was completed in October 2000, and the new composition of the
SDR valuation basket became effective on January 1, 2001. The currencies
in the basket as of April 30, 2005, and 2004 and their amounts were as
follows:

Currency Amount
Euro 0.4260
Japanese yen 21.0000
Pound sterling 0.0984
U.S. dollar 0.5770

As of April 30, 2005, one SDR was equal to 1.51678 U.S. dollars (one SDR
was equal to 1.45183 U.S. dollars as of April 30, 2004).

Currencies

Currencies consist of members’ currencies and securities held by the IMF.
Each member has the option of substituting non-negotiable and non-
interest-bearing securities for the IMF’s holdings of its currency that exceed
s of 1 percent of the member's quota. These securities are encashable by
the IMF on demand.

Each member is required to pay to the IMF its initial quota and subsequent
quota increases partly in its own currency, with the remainder to be paid in
usable currencies prescribed by the IMF, or SDRs. One exception was the
quota increase of 1978, which was paid entirely in members’ own
currencies.

Usable currencies consist of currencies of member countries considered by
the IMF to have strong balance of payments and reserve positions. These cur-
rencies are included in the IMF’s financial transactions plan to finance pur-
chases and other transfers of the IMF. Participation in the financial
transactions plan is reviewed on a quarterly basis. Usable currencies and
SDR holdings are cash equivalents. The changes in non-usable currencies
(credit outstanding and other currencies) result from the IMF’s transactions
(purchases and repurchases) where a member's currency is exchanged for



another member’s currency, or from the inclusion/exclusion of a member's
currency in the IMF's financial transaction plan.

Currencies, including securities, are valued in terms of the SDR on the basis
of the currency/SDR exchange rate determined for each currency. Securities
can be substituted by members for currencies at their option. These securities
are not marketable, but can be converted into currencies on demand. Each
member is obligated to maintain, in terms of the SDR, the value of the bal-
ances of its currency, including its securities, held by the IMF in the GRA. This
requirement is referred to as the maintenance-of-value obligation. The cur-
rency balances in the balance sheets include these receivables and payables.
All currencies are revalued periodically in terms of the SDR, including at each
financial year end. Whenever the IMF revalues its holdings of a member's cur-
rency, a receivable or a payable is established for the amount required to
maintain the SDR value of the IMF's holdings of that currency.

Credit outstanding

The IMF provides balance of payments assistance in accordance with estab-
lished policies by selling to members, in exchange for their own currencies,
SDRs or currencies of other members. When members make purchases, they
incur obligations to repurchase the IMF's holdings of their currencies arising
from the purchases within specified periods by payments in SDRs or other
currencies, as determined by the IMF. IMF credit is subject to specific repay-
ment schedules over periods that vary depending on the type of facility used.
Members are entitled to repurchase, at any time, the IMF’s holdings of their
currencies on which charges are levied and are expected to make repur-
chases as and when their balance of payments and reserve position
improve.

The repurchase policies of the IMF are intended to ensure the revolving
character of its resources. Programs supported by the IMF, other than the
Supplemental Reserve Facility (SRF), are guided by the requirement that
members should be able to make repurchases in accordance with normal
terms of the respective facilities (referred to as the obligation schedule). In
keeping with a long-standing principle of the IMF that its resources should
be repaid as soon as the balance of payments and reserve position
improve, debtors in a position to do so are expected to make repurchases
under predetermined expectation schedules. However, if a member’s exter-
nal position is not sufficiently strong, it may request that repurchases on the
expectation schedule be extended to the original obligation schedule. The
extension period is one year for credit tranche and SRF purchases and three
years for Extended Fund Facility (EFF) purchases. A member is considered
overdue only after failure to make a payment on the repurchase obligation
schedule.

Overdue obligations and the burden-sharing mechanism

It is the policy of the IMF to exclude from current income charges due by mem-
bers that are six months or more overdue in meeting any financial obligation to
the IMF. The IMF fully recovers this lost income from the burden-sharing mech-
anism, through adjustments, in the current period, to the rates of charge and
remuneration. Members that have borne the financial consequences of over-
due charges receive refunds to the extent that overdue charges that had given
rise to burden-sharing adjustments are subsequently settled.

An impairment loss would be recognized if there is objective evidence of
impairment as a result of a past event that occurred after initial recognition,
and is determined as the difference between the outstanding credit’s carry-
ing value and the present value of the estimated future cash flows. No
impairment losses have been recognized.
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First Special Contingent Account

In view of the risk resulting from overdue obligations, the IMF accumulates
balances in the first Special Contingent Account (SCA-1) by collecting
resources under the burden sharing mechanism. Losses arising from overdue
principal, if realized, would be charged against the SCA-1.The IMF has not
realized any losses on overdue financial obligations. However, the IMF consid-
ers it prudent to maintain the SCA-1 as an added protection until all arrears
are fully settled. Balances in the SCA-1 are refundable to the members that
shared the cost of its financing in proportion to their contributions when
there are no outstanding overdue repurchases and charges, or at such earlier
time as the IMF may decide.

Gold holdings

The Articles of Agreement limit the use of gold in the IMF's operations and
transactions. Any use provided for in the Articles requires a decision adopted
by an 85 percent majority of the total voting power. Under the Articles, the
IMF may sell gold outright on the basis of prevailing market prices but cannot
engage in any other gold transactions, such as loans, leases, swaps, or the
use of gold as collateral. In addition, the IMF does not have the authority to
buy gold, but it may accept payments from a member in gold instead of
SDRs or currencies in any operation or transaction under the IMF’s Articles at
prevailing market prices.

In accordance with the provisions of the Articles, whenever the IMF sells gold
held on the date of the Second Amendment of the IMF’s Articles of Agree-
ment (April 1, 1978), the portion of the proceeds equal to the historical cost
must be placed in the GRA. Any portion of the proceeds in excess of the his-
torical cost will be held in the SDA or transferred to the Investment Account.
The IMF may also sell gold held on the date of the Second Amendment to
those members that were members on August 31, 1975, in proportion to
their quotas on that date, in exchange for their own currencies, at the histori-
cal cost.

The IMF values its gold holdings at historical cost using the specific identifi-
cation method. The carrying value of the Fund’s gold holdings is derived from
quota subscriptions prior to the Second Amendment and the settlement of
financial obligations by members in 1992 and 1999 (see Note 6).

Other assets

Other assets include primarily fixed assets, net pension plan assets, and net
assets for other post-retirement benefits.

Fixed assets with a cost in excess of a threshold amount are capitalized at
cost and depreciated over the estimated useful lives of the assets, using the
straight-line method. Buildings, equipment, and furniture are depreciated
over 30, 3, and 7 years, respectively. Software is amortized over 3 years.

The IMF operates two defined-benefit pension plans and provides post-
retirement benefits to staff. The pension plans are funded by payments from
the staff and the IMF, taking into account the recommendations of independ-
ent actuaries. Assets of the pension plans are held in separate trustee-
managed funds. The IMF also established a Retired Staff Benefits Investment
Account (RSBIA) to hold and invest funds set aside to finance the cost of
post-retirement employee benefits. The assets of RSBIA are administered by
the IMF Pension plans and other post-retirement assets are measured at fair
value as of the balance sheet date. Pension costs and expected costs of the
post-retirement medical and life insurance benefits are determined using the
Projected Unit Credit Method, which measures the present value of the esti-
mated future cash outflows, using interest rates of government securities that
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have maturities approximating the terms of the pension habilities, and
accrued over the period of employment. Valuations of these obligations are
carried out annually by independent actuaries.

SAF loans in the Special Disbursement Account

SAF loans provide financtal assistance to low-income members at an interest
rate of one-half of one percent per annum for a period of ten years. Repay-
ments of all SAF loans are transferred to the PRGF Trust Reserve Account
when received. Allowances for toan losses would be established if and when
there is objective evidence that an impairment loss on loans has been
tncurred.

Investments in the Special Disbursement Account

Investments in the SDA are made in short-term deposits denominated in
SDRs with matunties of less than one year and are classified as fair-value-
through-profit-and-loss. Investments are recorded on the settlement date at
cost and the carrying value of the investments approximate their fair value.
Investment income comprises interest earned on investments.

SDR holdings

Although SDRs are not allocated to the IMF, the IMF may acquire, hold, and
dispose of SDRs through the GRA. The IMF receives SDRs from members in
the settlement of their financial obligations to the IMF and uses SDRs in
transactions and operations with members. The IMF earns interest on its SDR
holdings at the same rate as all other holders of SDRs.

Quotas

Each member 1s assigned a quota that forms the basis of its financial and
organizational relationship with the IMF. A member's quota is related to, but not
strictly determined by, economic factors such as national tncome, the value of
external trade and payments, and the level of official reserves. Quotas deter-
mine members’ subscriptions to the IMF, their relative voting power, access to
financing, and their share in SDR allocations. Should a member withdraw from
the IMF, its quota is repayable to the extent it is not needed to settle other net
obligations of the member to the IMF. As a result of adopting I1AS 32 Revised,
“Financial Instruments Disclosure and Presentation,” quota subscriptions have
been reclassified as liabilities effective May 1, 2003, retrospectively, as these
financial instruments also embody an unconditional obligation to redeem the
instrument upon a member's withdrawal from the IMF.

Reserve tranche position

A member has a reserve tranche in the IMF when the IMF’s holdings of its
currency, excluding holdings that reflect the member's use of IMF credit, are
less than the member's quota. Reserve tranches result from quota payments,
part of which are to be made in reserve assets, and the use of the member’s
currency In the IMF's transactions or operations. A member’s reserve tranche
1s considered a part of its external reserves and a liquid claim against the
IMF. The member may draw on the reserve tranche at any time when 1t repre-
sents that 1t has a balance of payments need. Reserve tranche purchases
are not subject to repurchase obligations or charges.

Reserves of the General Resources Account

The IMF's reserves, consisting of the General Reserve and the Special
Reserve, provide it with protection against financial nsk of a general
nature. The IMF determines annually what part of its net income will be
retained and placed to the General Reserve or the Special Reserve, and
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what part, if any, will be distributed. The General Reserve may be used to
meet capital losses or administrative deficits. The Articles of Agreement
permit the IMF to use the Special Reserve for any purpose for which it may
use the General Reserve, except distnibution. After meeting the cost of
administering the PRGF Trust, net operational income generated from sur-
charges on purchases under the SRF, the credit tranches, and the EFF has
been placed to the General Reserve. All other income has been placed to
the Special Reserve.

SDR interest rate

The SDR Interest rate is determined weekly by reference to a combined mar-
ket interest rate, which is a weighted average of yields on short-term instru-
ments in the capital markets of the euro area, Japan, the United Kingdom,
and the United States.

Charges

The IMF levies periodic charges on members’ use of GRA credit. The basic
rate of charge 1s set as a proportion of the SDR interest rate, which is equiva-
lent to the effective interest rate. Under the burden-sharng mechanism (see
Note 12), the basic rate of charge is increased to offset the effect on the
IMF’s Income of the nonpayment of charges and also to finance the addi-
tions to the SCA-1.

A surcharge progressing from 300 to 500 basis points above the rate of
charge applies to the use of credit under the SRF. In addition, credit out-
standing exceeding 200 percent of quota, resulting from purchases in the
credit tranches and under the EFF (other than those under the SRF) after
November 28, 2000, is subject to a surcharge of 100 basis points, and
credit in excess of 300 percent of quota, to a surcharge of 200 basis
points. Special charges are levied on members’ currency holdings that are
not repurchased when due and on overdue charges. Special charges do
not apply to members that are six months or more overdue to the IMF. A
service charge 1s levied by the IMF on all purchases, except reserve
tranche purchases. A refundable commitment fee is charged on Stand-By
and Extended Arrangements. At the expiration or cancellation of an
arrangement, the unrefunded portion of the commitment fee is recognized
as current income.

Remuneration

The IMF pays Interest, referred to as remuneration, on a member's reserve
tranche position. A portion of the reserve tranche 1s unremunerated and 1s
equal to 25 percent of the member's quota on April 1, 1978 (that part of the
quota that was paid in gold prior to the Second Amendment of the Fund's
Articles). For a member that joined the Fund after that date, the unremuner-
ated reserve tranche is the same percentage of its initial quota as the aver-
age unremunerated reserve tranche was as a percentage of the quotas of all
other members when the new member joined the Fund. The unremunerated
reserve tranche remains fixed for each member in nominal terms, but
because of subsequent quota increases, It 1s now significantly lower when
expressed as a percentage of quota. The average is equal to 3.8 percent of
quota at Apnl 30, 2005, and 2004, but the actual percentage is different for
each member.

The rate of remuneration, which is equivalent to the effective interest rate, is
equal to the SDR interest rate, adjusted downward to finance a share of the
nonpayment of charges and additions to the SCA-1 under the burden-shar-
Ing mechanism (see Note 12).



Adoption of new International Financial Reporting Standards

In December 2003, the International Accounting Standards Board (IASB)
issued a revised International Accounting Standard 32, “Financial Instru-
ments: Disclosure and Presentation” (IAS 32 Revised), which requires the
classification of certain financial instruments, including shareholder interests,
as a financial liability if such financial instruments embody redemption fea-
tures. The adoption of IAS 32 Revised required the IMF to reclassify its quota
subscriptions, which are repayable upon members' withdrawal, as liabilities.
IAS 32 Revised is effective for financial year 2006, but the IMF decided to
adopt it early during financial year 2005, with retrospective effect as of

May 1, 2003. The impact of the implementation of IAS 32 Revised on the
balance sheet was to increase total liabilities and decrease members'
resources by SDR 213.5 billion as of April 30, 2005 (SDR 212.8 billion as
of April 30, 2004).

In December 2003, the IASB revised International Accounting Standard 39,
“Financial Instruments: Recognition and Measurement,” under which invest-
ments previously classified as available-for-sale are permitted to be reclassi-
fied as securities at fair-value-through-profit-and-loss. After the
reclassification, changes in fair value of the investments would continue to
be recognized in the income statement. The revised standard is effective for
financial year 2006, but the IMF elected to adopt it in financial year 2005,
with retrospective effect as of May 1, 2003. The implementation of the
revised standard did not have an impact on the IMF’s financial position or
results of operations.

In December 2004, the IASB issued an amendment to IAS 19, “Employee
Benefits Actuarial Gains and losses, Group Plans and Disclosures.” The
amended IAS 19 provides an additional option for recognizing actuarial
gains and losses and requires additional disclosures on the plan assets held
by the employee benefit plans as well as further disclosure on the net peri-
odic cost and reconciliation of the funded status. This revised standard will
become effective for financial year 2007. The IMF will consider the implica-
tions of this revision on the General Department’s financial statements.

Comparatives

When necessary, comparative figures have been reclassified to conform with
changes in the presentation of the current year.

3. Financial risk management

In providing financial assistance to member countries and conducting its
operations, the IMF is exposed to various types of risks, including credit,
interest rate, exchange rate, liquidity, and operational risks. Because of its
unique role in the international monetary system, the principal risk facing the
IMF is credit risk.

Credit risk

Credit risk refers to potential losses on the credit outstanding due to the
inability, or unwillingness, of member countries to make repurchases. While
the IMF is accorded preferred creditor status, credit risk is inherent since the
IMF generally provides financing when other sources are not available to a
member and has limited ability to diversify its loan portfolio. As a result,
credit concentration is high (see Note 4).

The IMF's credit risk-mitigating measures comprise policies on access limits;
program design and monitoring, including conditionality attached to its
financing; early repurchase; and preventative, precautionary, and remedial
measures to cope with the financial consequences of protracted arrears.
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The IMF has established access limits, including limits on overall access to
resources in the GRA, as well as limits on access to the credit tranches under
the Extended Fund Facility. The overall limit is currently set at an annual limit
of 100 percent of a member’s quota, with a cumulative limit of 300 percent
of a member’s quota. Access in excess of these limits can be granted in
exceptional circumstances (exceptional access cases) subject to certain pro-
cedural requirements and substantive criteria that have been adopted by the
Executive Board.

The IMF generally provides financial assistance to members in the context of
a program that is designed to help the member overcome its balance of pay-
ments difficulties during the program period. IMF assistance is normally dis-
bursed in tranches and subject to conditionality in the form of performance
criteria and periodic reviews. To ensure the integrity of data provided to the
Fund in the context of access to Fund resources and compliance with per-
formance criteria, the IMF may apply remedies for misreporting by member
countries by expecting early repurchases for noncomplying drawings.

In accordance with the Articles of Agreement, member countries using IMF
resources are expected to make early repurchases as their balance of pay-
ments and reserve positions improve. Moreover, members are expected to
make repurchases resulting from purchases in the credit tranches or under
the Compensatory Financing Facility made after November 20, 2000, under
predetermined expectation schedules ahead of the obligation date to pre-
serve the revolving character of the IMF's resources and reduce the duration
of IMF credit exposure.

The IMF maintains precautionary balances consisting of the SCA-1 and the
reserves of the GRA to cover possible overdue principal and losses in
income and to preserve the IMF's reputation as a prudent financial organiza-
tion. The level of precautionary balances is determined by taking into consid-
eration the amount of credit in protracted arrears and a margin for risk
associated with credit in good standing. The Executive Board decided that in
the current circumstances, the IMF should aim at precautionary balances in
an amount of SDR 10 billion. In addition, the burden-sharing arrangement is
another risk-mitigating mechanism unique to the IMF whereby the financial
risk of overdue charges is passed on to creditor and debtor members and
allows for the strengthening of the IMF’s overall financial position.

Interest rate risk

Interest rate risk is the risk that future cash flows will fluctuate because of
changes in market interest rates. The IMF’s cost structure and its income
position are interest-rate driven. Fluctuations in interest rates could widen or
narrow the spread between the rate of charge on credit outstanding and the
rate of remuneration paid to member countries with remunerated reserve
tranche positions. To minimize the effect of interest rate fluctuations on
income, the IMF links the rate of charge directly to the SDR interest rate
(which is equal to the rate of remuneration). Moreover, the Executive Board
may decide to recover any net income shortfalls in the GRA caused by falling
interest rates or other factors by increasing the net income target for the fol-
lowing financial year.

Exchange rate risk

Exchange rate risk is the exposure to the effects of fluctuations in the prevail-
ing foreign currency exchange rates on an entity’s financial position and cash
flows. The IMF uses the SDR as the unit of account and conducts its transac-
tions in terms of the SDR. It has no exchange rate risk exposure on its hold-

ings of members’ currencies since, under the Articles of Agreement, members
are required to maintain the value of such holdings in terms of the SDR. Any
depreciation/appreciation in their currency vis-a-vis the SDR gives rise to a
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currency valuation adjustment receivable or payable that must be settled on
an annual basis and that is included in the stock of the IMF's currency hold-
ings. Therefore, the value of the IMF's currency holdings does not fluctuate in
SDR terms.

Exchange rate risk on IMF investments is managed by investing in securities
denominated in SDRs or in the constituent currencies of the SDR valuation
basket. The IMF also has other assets and liabilities, such as trade receiv-
ables and payables, denominated in currencies other than SDRs and makes
administrative payments largely in U.S. dollars, but the exchange rate risk
exposure is very limited.

Liquidity risk

Liquidity risk is the risk of non-availability of resources to meet the IMF’s
financing needs and obligations. The IMF must have usable resources avail-
able to meet members’ demand for credit. While the IMF’s sources are revolv-
ing, uncertainties in timing and amount of credit extended to members
during financial crises expose the IMF to liquidity risk. Moreover, the IMF
must also stand ready to meet the potential demands from members draw-
ing upon their reserve tranche positions, which have no fixed maturity and
are part of members’ reserves.

The IMF manages its liquidity risk not by matching the maturity of assets
and liabilities, but by closely scrutinizing developments in its liquidity
position, especially as it relates to the adequacy of quota-based resources
to meet liquidity needs. The Articles of Agreement require the IMF to con-
duct a general review of members’ quotas at intervals of no more than five
years in order to assess the adequacy of quota-based resources to meet
members’ demand for IMF financing. There have been eight quota
increases, including an ad hoc increase, as a result of the reviews. Should
the available quota-based resources be inadequate to meet financing
needs, the IMF may activate its standing credit lines totaling SDR 34 billion
under the General Arrangements to Borrow and the New Arrangements to
Borrow. The IMF also monitors its liquidity position over a shorter term, using
an objective criterion such as the forward commitment capacity for the next
twelve-month period (Schedule 2 provides the IMF's available resources
and liquidity position).

Operational risk

Operational risk includes risk of loss attributable to errors or omissions
because of failures in executing or processing transactions, inadequate con-
trols, human factors, and/or failures in underlying support systems.

The IMF mitigates operational risk by (i) identifying key operational risks,
(i) maintaining a system of internal control, (i) documenting policies and
procedures on administrative and accounting and reporting processes, and
(iv) conducting internal audits to ensure accurate processing of transac-
tions and minimize the possibility of undetected errors. The design and
effectiveness of controls are evaluated continuously and improvements are
implemented on a timely basis. The results of the internal evaluation of the
effectiveness of internal controls are reported by the Office of Internal Audit
and Inspection to the External Audit Committee, which also exercises over-
sight over the external audit of the IMF’s accounts and its controls.

The IMF has adopted a Code of Ethics to promote the highest standards of
ethics among its staff, including senior management and members of the
Executive Board. The enforcement of the Code of Ethics is further supple-
mented with procedures for the reporting and investigation of irregularities
and improprieties, including fraudulent acts.
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4. Credit and loans outstanding

Credit outstanding in the GRA and SAF loans in the SDA are carried at
amortized cost.

Changes in the outstanding use of IMF credit under the various facilities of
the GRA were as follows:

April 30, Repur-  April 30, Repur- April 30,
2003 Purchases chases 2004 Purchases chases 2005
(In millions of SDRs)

Credit tranches 33,898 12,874 (5042) 41,730 1,445  (7,717) 35,458
Extended Fund Facility 14,942 1,132 (2,323) 13,751 163 (4,549) 9,365
Supplemental Reserve

Facility 15,700 3,807 (13,479) 6,028 - (1,459) 4,569
Systemic Transformation

Facility 644 - (490) 154 - (136) 18
Enlarged Access 279 - 3) 276 - (5) 271
Compensatory and

Contingency

Financing Facility 414 - (294) 120 - (36) 84
Supplementary

Financing Facility 101 - (7) 94 - (5) 89
Total credit outstanding 65,978 17,813 (21,638) 62,153 1,608 (13,907) 49,854

The following repurchases were made by members during the financial years
ended April 30:

2005 2004
(In millions of SDRs)
Early repurchases 2,645 328
Repurchase expectations 5,854 15,944
Repurchase obligations 5,408 5,366
Total repurchases 13,907 21,638

The IMF approved the following members’ requests to extend repurchases
from the expectation to the obligation schedule during the financial years

ended April 30:
Total repurchase expectations extended

2005 2004
(In millions of SDRs)

Argentina 779 1,941
Brazil - 8,096
Dominica 1 -
Dominican Republic 11 -
Ecuador a3 -
Papua New Guinea - 26
Serbia and Montenegro - 19
Sri Lanka 74 -
Turkey - 8,273
Uruguay 434 227

As of April 30, 2005, and 2004, outstanding SAF loans amounted to
SDR 46 million and SDR 86 million, respectively.

Scheduled repurchases in the GRA and repayment of SAF loans in the SDA
are summarized below:

Financial year General Resources Special Disbursement

ending April 30 Account Account
(In millions of SDRs)

2006 18,612 37
2007 17,671 -
2008 8,793 -
2009 2,502 -
2010 1,156 -
2011 and beyond 397 =
Overdue 723 J

Total 49,854 46

The use of credit in the GRA by the largest users at April 30 was as follows:



2005 2004

(In millions of SDRs and as a
percentage of total GRA credit outstanding)

Largest user of credit 15,356 30.8% 18,139 29.2%
Three largest users of credit 36,539 73.3% 44,020 70.8%
Five largest users of credit 44,190 88.6% 53,680 86.4%

The five largest users of credit as of April 30, 2005, were Brazil, Turkey,
Argentina, Indonesia, and Uruguay. Outstanding credit by member is provided
in Schedule 1.

The concentration of GRA outstanding credit by regional geographical area as

of April 30 was as follows:

2005 2004

(In millions of SDRs and as a percentage
of total GRA credit outstanding)

Africa 1,168 2.3% 1,397 2.3%
Asia and Pacific 6,760 13.6% 8,019 12.9%
Europe 2,701 5.4% 6,160 9.9%
Latin America and the Caribbean 25,617 51.4% 30,697 49.4%
Middle East and Turkey 13,608 27.3% 15,880 25.5%

Total 49,854 100% 62,153 100%

Overdue obligations

At April 30, 2005, and 2004, four members were six months or more over-
due in settling their financial obligations to the General Department.

GRA repurchases, GRA charges, SAF loan repayments, and SAF interest that
are six or more months overdue were as follows:

Repurchases and Charges and SAF
SAF loans interest
2005 2004 2005 2004
(In millions of SDRs)
Total overdue 732 752 1,030 1,009
Overdue for six months or more 730 743 1,018 1,001
Overdue for three years or more 661 650 970 939

The type and duration of the overdue amounts in the General Department as
of April 30, 2005, were as follows:

Repurchases Charges and Total Longest overdue
and SAF loans SAF interest obligation obligation
(In millions of SDRs)
Liberia 201 255 456 May 1985
Somalia 106 99 205 July 1987
Sudan 316 663 979 August 1985
Zimbabwe 109 13 122 May 2001
Total 732 1,762

1,030

5. Currencies

Net changes in the IMF's holdings of members’ currencies for the years
ended April 30, 2005, and 2004 were as follows:

April 30, Net  April 30, Net April 30,
2003 change 2004 change 2005
(In millions of SDRs)
Members’ quotas 212,731 63 212,794 684 213,478
Members’ outstanding use of
IMF credit in the GRA 65,978 (3,825) 62,153 (12,299) 49,854
Members’ reserve tranche
positions in the GRA (68,009) 5,153  (62,856) 13,007 (49,849)

Administrative currency
balances (1) (4) (5) 8 3

210,699 1,387 212,086 1,400 213,486

Total currencies
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Receivables and payables arising from valuation adjustments at April 30,
2005, when all holdings of currencies of members were last revalued,
amounted to SDR 8,521 million and SDR 5,435 million, respectively (SDR
9,311 million and SDR 3,139 million, respectively, at April 30, 2004). Settle-
ments of these receivables or payables are required to be made promptly
after the end of each financial year.

6. Gold holdings

At April 30, 2005, and 2004, the IMF held 3,217,341 kilograms of gold,
equal to 103,439,916 fine ounces of gold, at designated depositories. Gold
holdings were valued at a historical cost of SDR 5,852 million as of April 30,
2005, and 2004.

Cost
Ounces Per ounce Total
(In millions
(In millions) ~ (In SDRs) of SDRs)

Gold acquired from quota subscriptions 90.474 35 3,167

Gold acquired from Cambodia in 1992 .021 241 5
Gold acquired through off-market

transaction in 1999 12.944 207 2,680

Total 103.439 5,852

As of April 30, 2005, the market value of the IMF's holdings of gold was
SDR 29.7 billion (SDR 27.7 billion at April 30, 2004). If realized, the excess
of the market value over the cost of the IMF's gold holdings would be trans-
ferred to the SDA or to the Investment Account.

7. Interest and charges

As of April 30, 2005, the total holdings on which the IMF levies charges
amounted to SDR 49,854 million (SDR 62,153 million as of April 30,
2004). For the financial year 2005, the rate of charge was set at 154 per-
cent of the SDR interest rate for the first half and 136 percent for the second
half of the year (for financial year 2004, it was 132 percent of the SDR inter-
est rate). After the retroactive reduction of charges due to income exceeding
the net income target for financial year 2005, the basic rate of charge was
144 percent for the first half of the financial year. The average adjusted rate
of charge before applicable surcharges for financial year 2005 was 3.1 per-
cent (2.17 percent for financial year 2004). Charges and other receivables
as of April 30 were as follows:

2005 2004
(In millions of SDRs)

Periodic charges 1,598 1,526
Amount paid through burden sharing (848) (825)
Unpaid charges (187) (188)
563 513

Other receivables 5 4
Total receivables 568 517

ll

Interest and periodic charges for the years ended April 30 consisted of the
following:

2005 2004

(In millions of SDRs)

Interest and periodic charges 2,259 2,224
Amounts paid through burden-sharing adjustments,

net of refunds 11 8

Total interest and charges 2,270 2,232

Interest earned on SAF loans for the years ended April 30, 2005, and 2004
amounted to SDR 0.3 million and SDR 0.5 million, respectively.
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Service charges, and commitment fees on canceled or expired arrangements
are included in Other Charges and Income, which amounted to SDR 34 mil-
lion (SDR 91 million for the year ended April 30, 2004).

8. Other assets—fixed assets

Other assets include fixed assets, which at April 30, 2005, and 2004
amounted to SDR 311 million and SDR 267 million, respectively, and con-
sisted of land, buildings, construction in progress, and equipment.

Land Buildings Others Total
(In millions of SDRs)
Cost
Beginning of the year 96 215 96 407
Additions - - 59 59
Disposals = - (3) (3)
End of the year 96 215 152 463
Accumulated depreciation
Beginning of the year - 107 33 140
Additions - 7 8 15
Disposals = - (3) 3)
End of the Year - 114 38 152
Net book value as at April 30, 2005 96 101 114 311
Net book value as at April 30, 2004 % 108 63 267

9. Special Disbursement Account
Investment

As at April 30, 2005, the investments in the SDA consisted of short-term
fixed-term deposits with maturities of less than one year and amounted to
SDR 2,519 million (SDR 2,631 million as at April 30, 2004).

Investment income of the SDA for the years ended April 30, 2005, and 2004
was SDR 52 million and SDR 41 million, respectively.

Transfer of SDA resources

Assets in the SDA can be used for special purposes authorized in the Arti-
cles, including providing financial assistance to low-income member coun-
tries. Transfers for this purpose can be made from current and prior years’
income. Such transfers are not considered an expense, but are equity-like
distributions approved separately by the Executive Board and transferred on
an as-needed basis.

Proceeds from the repayment of SAF loans are transferred from the SDA to
the PRGF Trust. During the financial years ended April 30, 2005, and 2004,
such transfers amounted to SDR 41 million and SDR 52 million, respectively.

In addition, the accumulated investment earnings in the SDA are available
for financing the PRGF-HIPC Trust on an as-needed basis. During the finan-
cial year ended April 30, 2005, the SDA transferred SDR 164 million to the
PRGF-HIPC Trust (no such transfer was made for the financial year ended
April 30, 2004).

Trust fund

The IMF is the trustee of the Trust Fund, which was established in 1976 to
provide balance of payments assistance on concessional terms to eligible
members that qualify for assistance. The Trust Fund is in liquidation.

In 1980, the IMF, as trustee, decided that, upon the completion of the final
loan disbursements, the Trust Fund would be terminated as of April 30,
1981, and after that date, the activities of the Trust Fund have been confined
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to the conclusion of its affairs. The Trust Fund has no assets other than
claims receivable, including interest and special charges, from Liberia,
Somalia, and Sudan amounting to SDR 117.6 million at April 30, 2005
(SDR 117.2 million at April 30, 2004). All interest is deferred. Cash receipts
on these loans are to be transferred to the SDA.

10. Borrowings

Under the General Arrangements to Borrow (GAB), the IMF may borrow up to
SDR 18.5 billion when supplementary resources are needed, in particular, to
forestall or to cope with an impairment of the international monetary system.
The GAB became effective on October 24, 1962, and has been renewed
through December 25, 2008. Interest on borrowings under the GAB is set at
a rate equal to the SDR interest rate.

Under the New Arrangements to Borrow (NAB), the IMF may borrow up to
SDR 34 billion of supplementary resources. The NAB is the facility of first
and principal recourse, but it does not replace the GAB, which will remain in
force. Outstanding drawings and commitments under these two borrowing
arrangements are limited to a combined total of SDR 34 billion. The NAB
became effective for a five-year period on November 17, 1998, and has
been renewed through November 16, 2008. Interest on borrowings under the
NAB is payable to the participants at the SDR interest rate or any such higher
rate as may be agreed between the IMF and participants representing 80
percent of the total credit arrangements. There was no balance outstanding
as at April 30, 2005, and 2004 under the GAB or the NAB.

11. Arrangements

An arrangement is a decision of the IMF that gives a member the assurance
that the IMF stands ready to provide SDRs or usable currencies during a
specified period and up to a specified amount, in accordance with the terms
of the arrangement. At April 30, 2005, the undrawn balances under the 12
arrangements that were in effect in the GRA amounted to SDR 7,927 million
(SDR 19,799 million under 13 arrangements at April 30, 2004).

12. Burden sharing and the Special Contingent Account

Under the burden-sharing mechanism, the basic rate of charge is increased
and the rate of remuneration is adjusted downward to offset the effect on the
IMF’s income of the nonpayment of charges and also to finance the addi-
tions to the SCA-1.

Cumulative charges, net of settlements, that have resulted in adjustments to
charges and remuneration since May 1, 1986 (the date the burden-sharing
mechanism was adopted) amounted to SDR 848 million at April 30, 2005
(SDR 825 million at April 30, 2004). The cumulative refunds for the same
period, resulting from the settlements of overdue charges for which burden
sharing adjustments have been made, amounted to SDR 1,073 million at
April 30, 2005, and 2004.

The SCA-1 is financed by adjustments to the rate of charge and the rate of
remuneration. Balances in the SCA-1 are to be distributed to the members
that shared the cost of its financing when there are no outstanding overdue
repurchases and charges, or at such earlier time as the IMF may decide.
Amounts collected from members for the SCA-1 are akin to refundable cash
deposits and are recorded as collections of cash and as a liability to those
who paid them. Losses arising from overdue obligations, if realized, would be
shared by members in proportion to their cumulative contributions to the
SCA-1. For the financial years ended April 30, 2005, and 2004, the annual
addition to the SCA-1 amounted to SDR 94 million.



13. Remuneration

At April 30, 2005, total creditor positions on which the IMF paid remunera-
tion amounted to SDR 43,209 million (SDR 56,241 million at April 30,
2004).The average adjusted rate of remuneration for the financial year
ended April 30, 2005, was 1.98 percent (1.48 percent for the financial year
ended 2004). Remuneration consisted of the following for the years ended
April 30:

2005 2004

(In millions of SDRs)

Remuneration 1,045 974
Amount withheld for burden-sharing adjustment,

net of refunds (11) (8)

1,034 966

14. Administrative expenses

Administrative expenses, the majority of which were incurred in U.S. dollars,
for the years ended April 30 were as follows:

2005 2004

(In millions of SDRs)

Personnel 343 337

Pension and other long-term employee benefits 160 39

Travel 62 70

Exchange gains and losses 2 1

Other 108 103
Less: reimbursement for the administration of

the SDR Department (2) (1)

Total administrative expenses, net of reimbursements 673 549

1 E Do TaYal ' nther nn<t-ratr ry Nt honaefitc
[D. Fension ana otner poSt-re eme e /

The IMF has a defined-benefit Staff Retirement Plan (SRP) that covers sub-
stantially all eligible staff and a Supplemental Retirement Benefits Plan
(SRBP) for selected participants of the SRP. Participants contribute 7 percent
of their pensionable remuneration and the IMF contributes the remainder of
the cost of funding the plans and pays certain administrative costs of the
plans. In addition, the IMF provides other employment and post-retirement
benefits, including medical, life insurance, and other long-term benefits. In
1995, the IMF established a separate account, the Retired Staff Benefits
Investment Account (RSBIA), to hold and invest resources set aside to fund
the cost of the post-retirement benefits.

The defined-benefit obligations are valued annually by independent actuar-
ies. The latest actuarial valuations were carried out as at April 30, 2005,
using the Projected Unit Credit Method.

The amounts recognized in the balance sheet are determined as follows:

2005 2004
SRP  SRBP Other  Total Total
(In millions of SDRs)
Fair value of plan assets 3,142 3 359 3,504 3,264
Present value of the defined-
benefit obligation (2,901) (245) (574) (3,720) (3,569)

Unrecognized actuarial losses/(gains) 517 60 (17) 560 734
Unrecognized prior service cost - - 9 9 14

Net balance sheet asset/(liability) (223) 353 443

758  (182)

The movement in the net balance sheet asset is reconciled as follows:

Vil
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2005 2004
SRP SRBP Other Total Total
(In millions of SDRs)

Beginning of year 807 (147) (217) 443 435
Expense recognized in the income

statement (90) (41) (44) (175) (51)

Contributions paid 41 6 38 _ﬁ 59

End of year 758 (182) (223) 353 443

The pension and other post-retirement benefits expense recognized in the
income statement include the amortization, over the estimated average
remaining service lives of IMF staff, of actuarial gains and losses in excess of
a corridor. The corridor is the higher of 10 percent of either the defined-benefit
obligation or the fair value of assets at the beginning of the financial year.

The amounts recognized in the income statements are as follows:

2005 2004
SRP SRBP  Other  Total Total
(In millions of SDRs)

Current service cost 107 26 39 172 95

Interest cost 166 13 31 210 157

Expected loss on assets (219) - (25) (244)  (226)

Amortization of actuarial (gain)/loss 36 3 (5) 34 (8)

Prior service cost - = 3 3 33
Total expense recognized in income

statement 90 42 43 175 51

Actual return on assets 337 — 43 380 668

The principal actuarial assumptions used in the actuarial valuations were as
follows:

2005 2004
(In percent)
Discount rate Bl 5:7
Expected return on plan assets 75 7.5
Future salary increases 6.4-10.8 6.4-10.8
Ultimate health care costs growth rates 4.0 4.0

16 Related nartv tr

The GRA conducts its transactions with the SDR Department on the same
terms and conditions applicable to participants in the SDR Department.
During the financial years ended April 30, 2005, the receipts (consisting

of repurchases, charges, and interest on SDR holdings) and uses (consist-
ing of purchases and remuneration) of SDRs by the GRA amounted to

SDR 3,100 million (SDR 5,472 million for the financial year ended April 30,
2004) and SDR 3,032 million (SDR 5,929 million for the financial year
ended April 30, 2004), respectively. As of April 30, 2005, and 2004, the
GRA's SDR holdings amounted to SDR 574 million and SDR 506 million,
respectively.

The costs of operating the SDR Department, the PRGF Trust, and the PRGF-
HIPC Trust are borne by the GRA. The SDR Department reimbursed the GRA
SDR 1.5 million and SDR 1.4 million for the financial years ended April 30,
2005, and 2004, respectively. The IMF has waived the reimbursements by
the PRGF Trust to the GRA, amounting to SDR 54.4 million and SDR 57.7
million for the financial years ended April 30, 2005, and 2004, respectively.
The PRGF-HIPC Trust does not reimburse the GRA.

The IMF has committed to lease commercial office space through June 2005.
Expenditures totaling SDR 3.2 million will be incurred over this period.
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18. Subsequent event Somalia, and Sudan), donors have committed to providing the extra

resources necessary. IMF resources that will be considered to finance this
On June 11, 2005, the G-8 finance ministers proposed an initiative that debt relief operation consist of available resources already earmarked to
would involve debt relief leading to full debt cancellation of outstanding provide debt relief or provide concessional financing (SDA, PRGF, and
obligations of member countries eligible for HIPC assistance. Under this PRGF-HIPC resources) for an estimated amount of approximately SDR
proposal, the cost of meeting the obligations of the eligible members 4.0 billion as of April 30, 2005. The precise modalities of the proposal have
would be met from existing IMF resources. In situations where other existing not yet been developed. The G-8 Finance Ministers call upon all sharehold-
and projected debt relief obligations cannot be met from existing IMF ers to support the debt relief proposals which would be put to the 2005
resources (for example, for the protracted arrears cases such as Liberia, Annual Meetings.
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Schedule 1
General Department
Quotas, IMF’s holdings of currencies, reserve tranche positions,
and outstanding credit and loans
as at April 30, 2005
(In thousands of SDRs)
General Resources Account
IMF’s holdings Credit outstanding
of currencies! Reserve GRA PRGF
Percent tranch Amount Percent? SDA3 Trust? Total®

Member Quota Total of quota position (A) + (B) (C) = (D)
Afghanistan, Islamic Republic of 161,900 161,916 100.0 - - - — — —
Albania 48,700 45,350 93.1 3,355 - - - 65,846 65,846
Algeria 1,254,700 1,527,333 121.7 85,082 357,713 0.72 - - 357,713
Angola 286,300 286,445 100.1 - - - - - -
Antigua and Barbuda 13,500 13,499 100.0 6 - - - - -
Argentina 2,117,100 10,217,996 482.6 179 8,101,069 16.25 - - 8,101,069
Armenia 92,000 93,411 101.5 - 1,406 - - 131,573 132,979
Australia 3,236,400 2,167,767 67.0 1,068,771 - - - - -
Austria 1,872,300 1,330,845 711 541,468 - - - - -
Azerbaijan 160,900 193,324 120.2 10 32,424 0.07 - 102,093 134,517
Bahamas, The 130,300 124,041 95.2 6,260 - - - - -
Bahrain, Kingdom of 135,000 63,843 473 71,203 - - - - -
Bangladesh 533,300 533,098 100.0 209 - - - 148,500 148,500
Barbados 67,500 62,317 92.3 5,185 - - - - -
Belarus 386,400 386,400 100.0 20 - - - - -
Belgium 4,605,200 3,313,766 72.0 1,291,457 - - - - -
Belize 18,800 14,562 775 4,239 - - — - -
Benin 61,900 59,720 96.5 2,188 - - - 39,503 39,503
Bhutan 6,300 5,280 83.8 1,020 - - - - -
Bolivia 171,500 274,138 159.8 8,875 111,500 0.22 - 89,103 200,603
Bosnia and Herzegovina 169,100 232,054 1372 -6 62,949 0.13 - - 62,949
Botswana 63,000 44,040 69.9 18,961 - - - - -
Brazil 3,036,100 18,392,832 605.8 - 15,356,228 30.80 - - 15,356,228
Brunei Darussalam 215,200 157,120 73.0 58,288 - - - - -
Bulgaria 640,200 1,333,730 208.3 32,896 726,412 1.46 - - 726,412
Burkina Faso 60,200 52,884 87.8 7,318 - - 316 77,862 78,178
Burundi 77,000 76,641 99.5 360 - - - 33,550 33,550
Cambodia 87,500 87,500 100.0 - - - - 59,064 59,064
Cameroon 185,700 185,022 99.6 696 - - - 202,081 202,081
Canada 6,369,200 4,275,177 67.1 2,094,028 - - - - -
Cape Verde 9,600 9,596 100.0 5 - - - 7,380 7,380
Central African Republic 55,700 61,117 109.7 159 5,570 0.01 - 21,184 26,754
Chad 56,000 55,719 99.5 282 - - - 63,502 63,502
Chile 856,100 596,194 69.6 259,907 - - - - -
China 6,369,200 4,510,001 70.8 1,859,246 - - - - -
Colombia 774,000 488,202 63.1 285,803 - - - - -
Comoros 8,900 8,358 93.9 544 - - - - -
Congo, Democratic Republic of the 533,000 533,000 100.0 - - - - 526,767 526,767
Congo, Republic of 84,600 88,044 104.1 536 3,966 0.01 - 12,029 15,995
Costa Rica 164,100 144,113 87.8 20,000 - - - - -
Cote d'lvoire 325,200 324,598 99.8 607 - - - 192,170 192,170
Croatia 365,100 364,943 100.0 159 - - - - -
Cyprus 139,600 98,281 70.4 41,326 - — - — —
Czech Republic 819,300 582,733 711 236,572 - - — - -
Denmark 1,642,800 1,149,503 70.0 493,297 - - - - -
Djibouti 15,900 14,800 93.1 1,100 - - - 13,357 13,357
Dominica 8,200 11,165 136.2 9 2,973 0.01 - 4,205 7,178
Dominican Republic 218,900 402,779 184.0 3 183,880 0.37 - - 183,880
Ecuador 302,300 418,776 138.5 17,153 133,627 0.27 - - 133,627
Egypt 943,700 943,722 100.0 - - - - - -
El Salvador 171,300 171,303 100.0 - - - = - -
Equatorial Guinea 32,600 32,605 100.0 - - - - - -
Eritrea 15,900 15,900 100.0 5 - - - - -
Estonia 65,200 65,195 100.0 6 - - - - -
Ethiopia 133,700 126,520 94.6 7,188 - - - 115,022 115,022
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Schedule 1 (continued)

General Resources Account

IMF's holdings Credit outstanding
of currencles® Reserve GRA PRGF
Percent tranche Amount Percent’ SDA3 Trust* Total®

Member Quota Total of quota position (A) + (B) (C) (D)

Fuyr 70,300 55,039 783 15,268 - - - - -
Finland 1,263,800 866,151 68.5 397,676 - - - - -
France 10,738,500 7,640,478 71.2 3,098,181 - - - - -
Gabon 154,300 215,181 1395 179 61,057 0.12 - - 61,057
Gambia, The 31,100 29,618 95.2 1,485 - - - 15,600 15,600
Georgla 150,300 152,613 101.5 10 2,313 - - 165,745 168,058
Germany 13,008,200 9,130,400 702 3,877,833 - - - - -
Ghana 369,000 369,004 100.0 -6 - - - 294,799 294,799
Greece 823,000 552,428 67.1 270,601 - - - - -
Grenada 11,700 17,556 1501 - 5,855 0.01 - - 5,855
Guatemala 210,200 210,206 100.0 - - — - - -
Guinea 107,100 107,026 99.9 75 - - - 71,769 71,769
Guinea-Bissau 14,200 14,200 100.0 -6 - - - 9,149 9,149
Guyana 90,900 90,902 100.0 - - - - 62,392 62,392
Harti 81,900 92,063 1124 68 10,230 0.02 - 6,070 16,300
Honduras 129,500 120,874 93.3 8,627 - - - 128,877 128,877
Hungary 1,038,400 724,386 69.8 314,016 - - - - -
Iceland 117,600 99,016 842 18,585 - - - - -
India 4,158,200 3,209,884 77.2 948,340 - - - - -
Indonesia 2,079,300 7,949,000 382.3 145,500 6,015,196 12.07 - - 6,015,196
Iran, Islamic Republic of 1,497,200 1,497,204 100.0 - - - - - -
Iraq 1,188,400 1,314,413 110.6 171,100 297,100 060 - - 297,100
Ireland 838,400 578,050 68.9 260,365 - - - - -
Israel 928,200 629,946 67.9 298,262 - - - - -
ltaly 7,055,500 4,785,684 67.8 2,269,833 - - - - -
Jamaica 273,500 273,550 100.0 - - - - - -
Japan 13,312,800 9,399,825 70.6 3,913,958 - - - - -
Jordan 170,500 367,861 215.8 88 197,440 040 - - 197,440
Kazakhstan 365,700 365,700 100.0 5 - - - - -
Kenya 271,400 258,685 953 12,722 - - - 116,078 116,078
Kinbati 5,600 5,601 100.0 4 - - - - -
Korea 1,633,600 1,161,100 711 472,501 - - - - -
Kuwait 1,381,100 936,787 67.8 444,315 - - - - -
Kyrgyz Republic 88,800 88,800 100.0 5 - - - 136,387 136,387
Lao People’s Democratic Republic 52,900 52,900 100.0 -6 - — — 23,399 23,399
Latvia 126,800 126,762 100.0 55 - - - - -
Lebanon 203,000 184,168 90.7 18,833 - - - - -
Lesotho 34,900 31,341 89.8 3,563 - - — 24,500 24,500
Libena 71,300 272,062 381.6 31 200,781 0.40 - - 223,671
Libya 1,123,700 728,203 64.8 395,505 - - - - -
Lithuania 144,200 144,185 100.0 16 - - - - -
Luxembourg 279,100 198,289 710 80,825 - - — - -
Macedonia FYR 68,900 91,084 1322 -6 22,182 0.04 - 17,182 39,364
Madagascar 122,200 122,174 100.0 27 - - - 154,058 154,058
Malawi 69,400 84,462 121.7 2,290 17,350 0.03 - 39,905 57,255
Malaysia 1,486,600 1,007,505 67.8 479,101 - - - - -
Maidives 8,200 10,746 131.0 1,554 4,100 0.01 - - 4,100
Mali 93,300 84,265 903 9,043 - - - 87,845 87,845
Malta 102,000 61,741 60.5 40,261 - - - - -
Marshall Islands 3,500 3,500 100.0 1 - - - - -
Mauntania 64,400 64,404 100.0 - - - - 54,708 54,708
Mauntius 101,600 78,722 775 22,879 - - - - -
Mexico 2,585,800 1,970,539 76.2 615,309 - - - - -
Micronesia, Federated States of 5,100 5,100 1000 1 - — - - -
Moldova 123,200 170,492 1384 5 47,292 0.09 - 27,720 75,012
Mongoha 51,100 50,977 99.8 125 - - - 27,384 27,384
Morocco 588,200 517,758 88.0 70,443 - - - - -
Mozambique 113,600 113,600 100.0 7 - - - 124,040 124,040
Myanmar 258,400 258,402 100.0 - - - - - -
Namibia 136,500 136,443 100.0 60 - - - - -
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Schedule 1 (continued)

IMF's holdings Credit outstanding
of currencies?! Reserve GRA PRGF
Percent tranche Amount Percent’  gpa3 Trust* Total®

Member Quota Total of quota position (A) + (B) + C) = (D)

Nepal 71,300 71,311 100.0 - - — - 14,260 14,260
Netherlands 5,162,400 3,712,487 719 1,449,918 - - - - -
New Zealand 894,600 629,318 70.3 265,297 - - - - -
Nicaragua 130,000 130,010 1000 - - - - 149,995 149,995
Niger 65,800 57,237 87.0 8,563 - - — 84,290 84,290
Nigena 1,753,200 1,753,121 100.0 143 - - - - -
Norway 1,671,700 1,178,514 705 493,193 - - - - -
Oman 194,000 134,947 69.6 59,100 - - - - -
Palistan 1,033,700 1,139,308 1102 118 105,725 0.21 - 1,028,224 1,133,949
Palau 3,100 3,100 1000 1 - - - - -
Panama 206,600 217,252 1052 11,860 22,500 0.05 - - 22,500
Papua New Guinea 131,600 142,982 108.6 426 11,803 0.02 - - 11,803
Paraguay 99,900 78,428 785 21,475 - - - - -
Peru 638,400 691,933 108 4 - 53,500 0.11 - - 53,500
Philippines 879,900 1,186,821 1349 87,431 394,347 0.79 - - 394,347
Poland 1,369,000 942,909 68.9 426,099 - - - - -
Portugal 867,400 584,073 67.3 283,342 - - - - -
Qatar 263,800 182,604 69.2 81,197 - - - - -
Romania 1,030,200 1,287,882 125.0 - 257,677 0.52 - - 257,677
Russian Federation 5,945,400 5,943,542 100.0 1,946 - - - - -
Rwanda 80,100 80,113 100.0 - - - - 58,788 58,788
St Kitts and Nevis 8,900 8,819 991 82 - - - - -
St. Lucia 15,300 15,295 100.0 7 - - - - -
St Vincent and the Grenadines 8,300 7,800 94.0 500 - - - - -
Samoa 11,600 10,918 94.1 693 - - - - -
San Manno 17,000 12,900 75.9 4,101 - - - - -
Sao Tomé and Principe 7,400 7,403 1000 -6 - - - 1,902 1,902
Saudi Arabra 6,985,500 4,953,091 70.9 2,032,412 - - - - -
Senegal 161,800 160,261 99.0 1,543 - - - 125,789 125,789
Serbia and Montenegro 467,700 1,042,811 223.0 - 575,097 115 - - 575,097
Seychelles 8,800 8,798 100.0 3 - - - - -
Sierra Leone 103,700 103,685 100.0 24 - - - 125,030 125,030
Singapore 862,500 613,229 711 249,282 - - - - -
Slovak Republic 357,500 357,505 100.0 - - - - - -
Slovenia 231,700 164,923 71.2 66,784 - - - - -
Solomon Islands 10,400 9,852 947 550 - - — - -
Somala 44,200 140,907 3188 - 96,701 019 8,840 - 112,004
South Africa 1,868,500 1,867,910 100.0 595 - - - - -
Spain 3,048,900 2,194,850 72.0 854,071 - - - - -
Sn Lanka 413,400 593,948 1437 47,855 228,385 0.47 - 38,390 266,775
Sudan 169,700 485,590 286.1 11 315,870 0.63 - - 375,098
Sunname 92,100 85,976 93.4 6,125 - - - - —
Swazland 50,700 44,147 87.1 6,562 — - - - -
Sweden 2,395,500 1,682,566 702 712,934 - - - - -
Switzerland 3,458,500 2,445,808 70.7 1,012,623 - - - - -
Synan Arab Republic 293,600 293,603 100.0 5 - - - - -
Tajikistan 87,000 87,000 100.0 2 - - - 87,834 87,834
Tanzania 198,900 188,903 95.0 9,999 - - - 265,703 265,703
Thailand 1,081,900 975,347 902 106,562 - - - - -
Timor-Leste 8,200 8,200 100.0 1 - - - - -
Togo 73,400 73,069 99.5 332 - - - 15,204 15,204
Tonga 6,900 5,189 75.2 1,712 - - - - -
Tnnidad and Tobago 335,600 238,913 71.2 96,693 - - - - -
Tunisia 286,500 266,297 929 20,222 - - - - -
Turkey 964,000 13,932,753 1,445.3 112,775 13,081,525 26.24 - - 13,081,525
Turkmenistan 75,200 75,200 100.0 5 - - - - -
Uganda 180,500 180,506 100.0 - - - - 119,968 119,968
Ukraine 1,372,000 2,336,779 1703 3 964,779 1.94 - - 964,779
United Arab Emirates 611,700 435,525 712 176,776 - - - - -
United Kingdom 10,738,500 7,299,586 68.0 3,439,006 - - - - -
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Schedule 1 (concluded)

General Resources Account

IMF’s holdings Credit outstanding
of currencies! Reserve GRA PRGF
Percent tranche Amount Percent’  gpp3 Trust* Totals
Member Quota Total of quota position (A) + 8y + (C) = (D)
United States 37,149,300 26,980,631 726 10,167,552 - - - - -
Uruguay 306,500 1,942,107 6336 - 1,635,600 3.28 — - 1,635,600
Uzbekistan 275,600 283,913 103.0 5 8,313 0.02 - - 8,313
Vanuatu 17,000 14,506 85.3 2,496 - - - - —
Venezuela, Repiiblica
Bolvanana de 2,659,100 2,337,199 879 321,902 - - - — -
Vietnam 329,100 329,100 1000 5 — - - 166,480 166,480
Yemen, Republic of 243,500 275,321 113.1 13 31,833 0.06 - 198,150 229,983
Zambia 489,100 489,098 100.0 18 - - 36,350 540,430 576,780
Zimbabwe 353,400 462,473 130.9 328 109,399 022 - 75,235 184,634
Total 213,478,400 213,486,377 49,848,798 49,853,664  100.00 45,506 6,588,065 56,575,816

Uincludes nonnegotiable, non-interest-beanng notes that members are entitled to 1ssue in substitution for currencies, and outstanding currency valuation adjustments

2Represents the percentage of total use of GRA resources {column A).

3The Special Disbursement Account (SDA) of the General Department had financed loans under Structural Adjustment Facility (SAF) and Poverty Reduction Growth Facility (PRGF)
arrangements.

“For information purposes only The PRGF Trust provides financing under PRGF arrangements and is not a part of the General Department

SIncludes outstanding Trust Fund loans to Libena (SDR 22.9 million), Somalia (SDR 6.5 milhon), and Sudan {SDR 59.2 milion)

6Less than SDR 500.
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Schedule 2
General Department
Financial resources and liquidity position
in the General Resources Account
as at April 30, 2005, and 2004
(In thousands of SDRs)
2005 2004

Total resources
CUITEBNCIES .+« v« e v e v ettt e e s e e ntesana s e e asanaesasessassnesssssessssoasonassisoaasssnesnsarss 213,486,377 212,086,122
SDRNOIAINGS: ., « 5 ¢ ¢ srocimmsss 55 5 v ¢ Qi s 5 £ 58 00 58 35 0 £ 5 SUAFers & ¥ 9 o SFrenss + 5% 5 5 54 aoRaToiuis & 4 4 0 0 winia 574,310 506,029
GO NOMINGS .« o v ottt et ettt e e e e e e e e 5,851,771 5,851,771
ONEE @SSEISY . o o o o vt ettt e e e 879,028 955,814

TOTBLTESOUICES! « . « vt eersuensisnse s &  n sawsamanese s s 2ms & spuopanegeiils B & & § 5 HIT00E% & 49 3 § SEEHHIAES S8 5 QONMAEES § 5 § & 9809 220,791,486 219,399,736
Less: NOn-USADIE TESOUICES? .. ... . . .« « voineeinor o2 2 5 2 5 somomemomins » 2 5 5 st bies 55 5 B # H0RA0G 8 5 3 ¥ 5§ 5 v S0@nio s 8 4 4 ¥ ¥ 58 97,828,711 115,631,796

of which: credit OUSIANAING & &« ¢ u & cissrsws 6 5 % 5 ¢ 6 Svvssusiens s+ o o & oinacstats i o o o o siauaraiots o 8 & 8 o8 sinisgemeie & @ 8 0 8 e 49,853,664 62,152,682
Equals: Usable TeSOUICES® . . ... ... e 122,962,775 103,767,940
Less: Undrawn balances under GRA arrangements® . .. ... ... ..ttt 7,926,545 19,799,322
Equals: Uncommitted USabIE TESOUICES . . ... ..\ttt e ettt e e e e 115,036,230 83,968,618
Plus: Repurchases one year forward® .. ......... o i 13,320,313 6,940,396
088" PrUAENAlDAIANCED ....cioom o o o 00 o soncosans w8 5 3 5 GaBEates 3 5 4 ¥ o SOlEut 6 § 5 5 & Rgauisibe 5 65 8 8 & roepins & o s o o i 34,017,800 32,828,720
Equals: One year forward commitment capacity (FCC) .. ....... ... oottt 94,338,743 58,080,294
Memorandum item
Resources available under borrowing arangements . ... ... ...t 34,000,000 34,000,000
Quotas of members that finance IMF transactions .. ... ........ ... oottt 170,089,000 164,143,600
Netuncommitted USADIE rESOUITESE « ¢ ¢ v uianiv s 55 5o ammelals 5 5 § 55 § I & « & & o SSTRee Jo s s 5 % o assmasars /o & 4 o o oco 99,882,010 75,051,056
Liquid HabilIIES® . . . . o o ettt e e e 49,848,798 62,856,110
LIGUITHYTABOD w5 5 ¢ o5 5 o piovissssin 5 5 & 5 5 o 6 5 § & 4 § FEFRERVR & 5 § & o 5 GZovsEiia o & & 4 # 5 alisasn ' o o o 0l siutoswaeds o o & 8 % 200.4% 119.4%

10ther assets reflect current assets (charges, interest, and other receivables) and other assets (which include capital assets such as land, buildings, and equipment), net of other liabilities

including remuneration payable.

2Resources regarded as non-usable in the financing of the IMF's ongoing operations and transactions are (1) gold holdings, (2) currencies of members that are using IMF credit, (3) currencies
of other members with relatively weak external positions, and (4) other assets.
3ysable resources consist of (1) holdings of currencies of members considered by the IMF as having balance of payments and reserve positions sufficiently strong for their currencies to be
used in transfers, (2) SDR holdings, and (3) any unused amounts under credit lines that have been activated.
4Amounts committed under arrangements but not yet disbursed. This includes arrangements considered precautionary.
SRepurchases by member countries during the coming one-year period. It is assumed that repurchases would be made on an expectation basis for SRF, and on an obligation basis under all

other facilities.

6prudential balance is set at 20 percent of quotas of members that issue the currencies that are used in the financing of IMF transactions and any amounts activated under borrowing

arrangements.

TECC is a measure of the resources available for new financial commitments in the coming year. It is equal to uncommitted usable resources plus repurchases one-year forward minus the pru-

dential balance.

8Net uncommitted usable resources are defined as usable resources less resources committed under arrangements (adjusted to exclude inoperative arrangements, one-half of the amounts
committed under precautionary arrangements) and minimum working balances (set at 10 percent of the quotas of members deemed sufficiently strong for their currencies to be used in

operations and transactions).

9Liquid liabilities consist of (1) members’ reserve tranche positions, and (2) the amount of any outstanding borrowing by the IMF under the GAB or NAB. Both reserve tranche positions and
outstanding lending under the GAB and NAB (together called members’ reserve positions in the IMF) are part of members’ international reserves. A member may draw on its reserve position
when it represents that it has a need, and the IMF must therefore at all times be in a position to meet such requests.
10The liquidity ratio is a measure of the IMF's liquidity position, represented by the ratio of its net uncommitted usable resources to its liquid liabilities.
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Schedule 3
General Department
Status of arrangements
as at April 30, 2005
(In thousands of SDRs)
Date of Total amount Undrawn

Member arrangement Expiration agreed balance
General Resources Account
Stand-By Arrangements
Argentina September 20, 2003 September 19, 2006 8,981,000 4,810,000
Bolivia April 2,2003 March 31,2006 171,500 60,000
Bulgaria August 6, 2004 September 5, 2006 100,000 100,000
Colombia January 15,2003 May 2, 2005 1,548,000 1,548,000
Croatia August 4, 2004 April 3,2006 97,000 97,000
Dominican Republic January 31,2005 May 31, 2007 437,800 385,260
Gabon May 28, 2004 June 30, 2005 69,440 27,776
Paraguay December 15,2003 September 30, 2005 50,000 50,000
Peru June 9, 2004 August 16, 2006 287,279 287,279
Romania July 7,2004 July 6,2006 250,000 250,000

Total Stand-By Arrangements 11,992,019 7,615,315
Extended Arrangements
Serbia and Montenegro May 14, 2002 May 13, 2005 650,000 187,500
Sri Lanka April 18,2003 April 17,2006 144,400 123,730

Total extended arrangements 794,400 311,230

Total General Resources Account 7,926,545

12,786,419
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Deloitte.

Deloltte & Touche LLP

Suite 500

5855 12th Street, NW
Washington, DC 20004-1207
USA

Tel: +1 202 879 5600

Fax: +1 202 879 5309
www.delortte.com

Independent Auditors’ Report

To the Board of Governors
of the International Monetary Fund
Washington, DC

We have audited the accompanying balance sheet of the SDR Department of the International Monetary Fund (the “Department”) as of Apnl 30, 2005, and
the related statements of income and cash flows for the year then ended. These financial statements are the responsibility of the Department’s management.
Our responsibility is to express an opinion on these financial statements based on our audit. The Department’s financial statements as of and for the year
ended April 30, 2004, were audited by other auditors, whose report dated June 7, 2004, expressed an unqualified opinion on those statements.

We conducted our audit in accordance with International Standards on Auditing and auditing standards generally accepted in the United States of Amenca.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material mis-
statement. An audtt includes consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Department’s internal control over financial reporting. Accord-
ingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial state-
ments, assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, such 2005 financial statements present farrly, in all material respects, the financial position of the SDR Department of the International Mone-
tary Fund at Apnil 30, 2005, and the results of its operations and its cash flows for the year then ended in conformity with International Financial Reporting
Standards.

Our audit was conducted for the purpose of forming an opinion on the basic 2005 financial statements taken as a whole. The supplementa! schedules listed
on pages 172 to 177 are presented for the purpose of additional analysis and are not a required part of the basic financial statements. These schedules are
the responsibility of the Department’s management. Such 2005 schedules have been subjected to the auditing procedures applied in our audit of the basic
financial statements and, in our opinion, are fairly stated in all material respects when considered n relation to the basic financial statements taken as a
whole. The 2004 schedules were subjected to auditing procedures by other auditors, whose report dated June 7, 2004, referred to above, stated that such
information is fairly stated in all material respects when considered in refation to the basic 2004 financial statements taken as a whole.

p—é/ e & ogecke LLFP

June 14, 2005

Member of
Deloite Touche Tohmatsu
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(In thousands of SDRs)
2005 2004
Revenue
Net charges from participants with holdings below allocations . ......... ... .. 173,782 131,593
Assessment 0N SDR @llOCALIONS . . ... .o u ettt et ettt e et e e 1,500 1,400
175,282 132,993
Expenses
Interest on SDR holdings
Net interest to participants with holdings above allocations . ........... ... .. i 149,673 106,570
General RESOUTCES ACCOUNE' : 55 et £ 5 & 8 SO 5 & 5 § Samnpens § 5 § ¥ PO & § § 8 § Ayt & & © & aswaesys 5§ § o » dvviase 16,322 16,630
PreSCHDEA NOIAETS . . . ottt ettt et e e e e e e e s 7,787 8,393
173,782 131,593
ADMINISIIAtIVE BXPENSES .+« « o o o v e e ettt et et e et et et e et e e 1,500 1,400
175,282 132,993
NELINCOME. .- . . . coorernpmmne i o o 5 o wnsmosess = o o o o sysossnnas o o & o oo SbidTRGE E 5 5 0 8 FORTRNG §3 98 FOMDPNAB 81 & o iomsums 5 65 8 & nansms - -
The accompanying notes are an integral part of these financial statements.
SDR Department
Statements of cash flows
for the years ended April 30, 2005, and 2004
(In thousands of SDRs)
2005 2004
Cash flows from operating activities
Receipts of SDRs
Transfers among participants and prescribed holders ... ... . i 4,499,083 2,409,745
Transfers from participants to the General ReSOUrCES ACCOUNt . ... ..o ittt 3,100,437 5,472,301
Transfers from the General Resources Account to participants and prescribed holders . ................ .. ... i 3,032,157 5,928,914
Total tECEIPSIOf SDRS  xciwsmms s ey 5% oinsius 5 5 7 5 98 SEEHGE S5 5 § 8 8 SEEGN § 5 8 © & 9 orrac s &5 ¢ 5 4 ¥ YT I b+ 0 o SSRTSEL 8 4 o 10,631,677 13,810,960
Uses of SDRs
Transfers among participants and prescribed holders . ........... .. e 4,356,089 2,293,009
Transfers from participants to the General ReSources ACCOUNt .. ... ... e 3,085,510 5,454,029
Transfers from the General Resources Account to participants and prescribed holders . .................. ... ... ... 0 3,032,157 5,928,914
Charges paid in the SDR DEParmMENt ... ... ... ...ttt e e s 210,741 131,931
OUHBE . &+ o wronmsionn o 2 o = 5 o ssmnsVisdh 5 & £ 3 SIS § 5 5 9 3 Segoieles 5 2 18 Gebliin g 5 5 5 § SFOBRDNG s & 6 § 0 5 Saniibenm 6 5 ¥ 5 9 oessse T (52,820) 3,077
TOtAl USES Of SDRS . . o ottt ettt e e e e s 10,631,677 13,810,960

The accompanying notes are an integral part of these financial statements.
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SDR Department

Notes to the financial statements
as at April 30, 2005, and 2004

1. Nature of operations

The Special Drawing Right (SDR) is an international interest-bearing reserve
asset created by the IMF following the First Amendment of the Articles of
Agreement in 1969. All transactions and operations involving SDRs are con-
ducted through the SDR Department. The SDR may be allocated by the IMF,
as a supplement to existing reserve assets, to members participating in the
SDR Department. Its value as a reserve asset derives, essentially, from the
commitments of participants to hold and accept SDRs and to honor various
obligations connected with its proper functioning as a reserve asset.

The resources of the SDR Department are held separately from the assets of
all the other accounts of, or administered by, the IMF. They may not be used
to meet the liability, obligations, or losses of the Fund incurred in the opera-
tions of the General Department or other accounts, except that the SDR
Department reimburses the General Department for expenses incurred in
conducting the business of the SDR Department.

At April 30, 2005, all members of the IMF were participants in the SDR
Department. SDRs have been allocated by the IMF to members that are par-
ticipants in the SDR Department at the time of the allocation in proportion to
their quotas in the IMF. Six allocations have been made (in 1970, 1971,
1972,1979, 1980, and 1981) for a total of SDR 21.4 billion. A proposed
amendment of the IMF’s Articles of Agreement was approved by the Board of
Governors in January 1998 to allow for a special one-time allocation of SDRs
equal to SDR 21.4 billion. The amendment will enter into force as of the date
the IMF certifies by formal communication to all members that three-fifths of
the members, having 85 percent of the total voting power, have accepted it.
Upon termination of participation or liquidation of the SDR Department, the
IMF will provide to holders the currencies received from the participants in
settlement of their obligations. The IMF is empowered to prescribe certain
official entities as holders of SDRs; at April 30, 2005, 14 institutions were
prescribed as holders (15 institutions at April 30, 2004). Prescribed holders
do not receive allocations.

The SDR is also used by a number of international and regional organizations
as a unit of account or as the basis for their units of account. Several interna-
tional conventions also use the SDR as a unit of account, notably those

expressing liability limits for the international transport of goods and services.

Uses of SDRs

Participants and prescribed holders can use and receive SDRs in transac-
tions and operations by agreement among themselves. Participants can also
use SDRs in operations and transactions involving the General Resources
Account, such as the payment of charges and repurchases. The IMF ensures,
by designating participants to provide freely usable currency in exchange for
SDRs, that a participant can use its SDRs to obtain an equivalent amount of
currency if it has a need because of its balance of payments, its reserve
position, or developments in its reserves.

General allocations and cancellations of SDRs

The IMF has the authority to provide unconditional liquidity through general
allocations of SDRs to participants in the SDR Department in proportion to
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their quotas in the IMFE. The IMF cannot allocate SDRs to itself or to other
holders it prescribes. The Articles also provide for the cancellation of SDRs,
although to date there have been no cancellations. In its decisions on gen-
eral allocations of SDRs, the IMF, as prescribed under its Articles, has sought
to meet the long-term global need to supplement existing reserve assets in
such a manner as will promote the attainment of the IMF’s purposes and
avoid economic stagnation and deflation, as well as excess demand and
inflation.

2. Summary of significant accounting policies

Basis of accounting

The financial statements of the SDR Department are prepared in accordance
with International Financial Reporting Standards (IFRS). Specific accounting
principles and disclosure practices are explained further below.

The preparation of financial statements in conformity with IFRS requires
management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and lia-
bilities at the date of the financial statements and the reported amounts of
revenue and expenses during the reporting period. Actual results could differ
from those estimates.

Unit of account

The financial statements are expressed in terms of SDRs. The value of the
SDR is determined by the IMF each day by summing the values in U.S. dol-
lars, based on market exchange rates, of the currencies in the SDR valua-
tion basket. The IMF reviews the SDR valuation basket every five years. The
latest review was completed in October 2000 and the new composition of
the SDR valuation basket became effective on January 1, 2001. The curren-
cies in the basket as of April 30, 2005, and 2004 and their amounts were
as follows:

Currency Amount
Euro 0.4260
Japanese yen 21.0000
Pound sterling 0.0984
U.S. dollar 0.5770

As of April 30, 2005, one SDR was equal to 1.51678 U.S. dollars (one SDR
was equal to 1.45183 U.S. dollars as of April 30, 2004).

Allocations and holdings

At April 30, 2005, and 2004, IMF net cumulative allocations to participants
totaled SDR 21.4 billion. Participants with holdings in excess of their alloca-
tions have established a net claim on the SDR Department, which is repre-
sented on the balance sheet as a liability. Participants with holdings below
their allocations have used part of their allocations, which results in a net
obligation to the SDR Department and is presented as an asset of the SDR
Department. Participants’ net SDR positions as of April 30, 2005, and 2004
were as follows:



2005

Below Above
Total allocations allocations Total

2004

Below Above
allocations allocations

(In millions of SDRs)

Cumulative allocations 21,4333 12,133.5 9,299.8 214333 11,8388 9,594.5
Holdings of SDRs
by participants 20,624.4 40065 16,6179 20,633.6 38658 16,767.8
Net SDR positions 8089 8,127.0 (7,318.1) 799.7 7,973.0 (7,173.3)
A summary of SDR holdings is provided below:
2005 2004

(In millions of SDRs)

Participants 20,624.4 20,633.6
General Resources Account 574.3 506.0
Prescribed holders 270.4 382.3
21,469.1 21,521.9

Less: Overdue charges receivable 35.8 88.6
Total holdings 21,433.3 21,433.3

Interest and charges

Interest is paid on holdings of SDRs. Charges are levied on each participant’s
net cumulative allocations plus any allocations in excess of its holdings and
unpaid charges. Interest on SDR holdings is paid quarterly. Charges on net
cumulative allocations are also collected quarterly. Interest and charges are
levied at the same rate and are settled by crediting and debiting individual
holdings accounts on the first day of the subsequent quarter. The SDR
Department is required to pay interest to each holder, whether or not suffi-
cient SDRs are received to meet the payment of interest. If sufficient SDRs
are not received because charges are overdue, additional SDRs are tem-
porarily created.

The rate of interest on the SDR is determined by reference to a combined
market interest rate, which is a weighted average of yields or rates on short-
term instruments in the capital markets of the euro area, Japan, the United
Kingdom, and the United States. The combined market interest rate used to
determine the SDR interest rate is calculated each Friday, using the yields
or rates of that day. The SDR interest rate, which is set equal to the com-
bined market interest rate, enters into effect on a Monday and applies
through the following Sunday. The average SDR interest rate was 2.08 per-
cent for the year ended April 30, 2005 (1.58 percent for the year ended
April 30, 2004).

Financial statements | VI

Administrative expenses

The expenses of conducting the business of the SDR Department are paid by
the IMF from the General Resources Account, which is reimbursed in SDRs by
the SDR Department at the end of each financial year. For this purpose, the
SDR Department levies an assessment on all participants in proportion to
their net cumulative allocations.

Overdue obligations

An allowance for losses resulting from overdue SDR obligations would be cre-
ated if and when the IMF were to expect a loss to be incurred; no losses
have been incurred to date.

Comparatives

When necessary, comparative figures have been reclassified to conform with
changes in the presentation of the current year.

3. Overdue assessments and charges

At April 30, 2005, assessments and charges amounting to SDR 36.0 million
were overdue to the SDR Department (SDR 88.9 million at April 30, 2004).
At April 30, 2005, three members (as of April 30, 2004, four members) were
six months or more overdue in meeting their financial obligations to the SDR
Department.

Assessments and charges due from members that are six months or more
overdue to the SDR Department were as follows as of April 30:

2005 2004

(In millions of SDRs)

Total 36.0 88.9
Overdue for six months or more 35.2 87.4
Overdue for three years or more 321 75.9

The amount and duration of arrears as of April 30, 2005 were as follows:

Longest overdue

Total obligation
(In millions of SDRs)
Liberia 25.1 Apr-86
Somalia 10.8 Feb-91
Sudan 0.1 Apr-91
Total 36.0
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Schedule 1
SDR Department
Statements of changes in SDR holdings
for the years ended April 30, 2005, and 2004
(In thousands of SDRs)
General
Resources  Prescribed Total
Participants Account holders 2005 2004
Total holdings, beginning of the year ............ .. .. ...t 20,633,633 506,029 382,254 21,521,916 21,518,839
Receipts of SDRs
Transfers among participants and prescribed holders
Transactions DY BEIEBMENL . o v v conmns s s« 4 5 6 srmn 4 % 5§ ¥ Sa0Rans & % % 5 L £ 5950 5 3,017,287 - 22,313 3,039,600 1,139,971
Operations
LBANS. - . . . o sondha s 2 o v vamommsndin s & ¢ B s ds § 5 5 § § PSS 5 5 8 B 5 § DRETEE § - - - - 15,675
Settlement of financial obligations ........... .. ... .. .. . il 66,727 - 85,686 152,413 212,442
IMF-related operations
SAF/PRGFJOBNS! s 5 2 5 5 o sssionss 55 % 5 5 8 o § 5 55 0 SoBH 65 5 5 5 5 § Balindi s b 238,394 - - 238,394 296,530
SAF repayments and interest .. ............ ... — — 2,639 2,639 6,453
PRGE contributions.and payments s .« « & « o s 5 5 5 st 5 5 5 ¥ & & semann 5 5 111,086 - 221,820 332,906 284,016
PRGF repayments and interest .. .............o i 95,888 - 488,884 584,772 332,338
PRGF-HIPC contributions ... ............ouiuiiiiiiiinennnnnnna... 938 - 4,011 4,949 5,090
Postconflict Subsidy: payMents: e » « s & & & vy &5 § 5 ¢ SR B 5 7 8 5 8 & Hemlie g § § 416 - - 416 494
Netinterest On SDRS ... ..ot 135,083 - 7,911 142,994 116,736
Transfers from participants to the General Resources Account
RODUICRESES: & sovvorvia i s 4 5 v ¢ ownies 5 8 8 5 5 % WSEEEH 55§ 5 5 w4ains 5 5§ § § ¥ oamas % 4 4 - 739,803 - 739,803 2,981,392
CHATBES 5 ¢ ¢ 4 5 e 55 ¥ v v weurioions = 0 x » 5 0 seoisbuogs i 5 o & o snmaseions & 8 o o 4 sasnesecriose o o o - 2,344,061 - 2,344,061 2,455,568
QUOta PAYMENt . .. - - - - 15,675
Assessment on SDR allocation (Note 2) .............cooiiiiiiinnnnnnnn... - 1,646 - 1,646 1,394
Interest 0N SDRS ... ..ot - 14,927 - 14,927 18,272
Transfers from the General Resources Account to participants and prescribed holders
PUTCNASES! %5 sreuurss 5 5 5 0 4 & somaions 5 % 5 5 § 5 Voo i 6 6 © £ SNOSENit B 56 § § SOMERERomss & & 6 3 501,091 — - 501,091 3,500,261
In exchange for currencies of other participants . ............................. 1,577,043 - - 1,577,043 1,398,238
REMURETALION sicomvis v 6 ¢ v 5 sxssamsmans 5 & = o w1 soavsgiems s & & o STUEeRais § § & 53 SRTRPTI & 503 § 950,317 - - 950,317 946,840
Other
Refunds and adjustments . .. ........... . 3,706 - - 3,706 83,575
Total reCeIPES . . .o o 6,697,976 3,100,437 833,264 10,631,677 13,810,960

172




SDR Department

Statements of changes in SDR holdings
for the years ended April 30, 2005, and 2004

Financial statements | VIl

Schedule 1 (concluded)

(In thousands of SDRs)
General
Resources  Prescribed Total
Participants Account holders 2005 2004
Uses of SDRs
Transfers among participants and prescribed holders
Transactions by @greement . ... ... ... 2,620,477 - 419,123 3,039,600 1,139,971
Operations
LOANS ot — — - - 15,675
Settlement of financial obligations .. ......... ... .. ... i i 85,686 - 66,727 152,413 212,442
IMF-related operations
SAF/PRGF LOANS s s « & & susanavasuis s 5 & 1 sxomivaiins & ¢ o 4 vt 8 Sovuskinen & 6 6 & 9 o ssowoskons ' i - - 238,394 238,394 296,530
SAF repayments/and INEreSt ......p s 5 & & e 555 8 ¥ 8 0 ouamie i 5 5 6 88 aadid 2,639 - - 2,639 6,453
PRGF contributions and payments . .............oouuiiiiunniiiiiiinin. 209,293 - 123,613 332,906 312,939
PRGF repayments and interest .. ............ovuiiniiiiiiiiiiiii 488,884 - 95,888 584,772 303,415
PRGF-HIPC CONtAIbULIONS . .. oo oo 4,011 - 938 4,949 5,090
Postconflict Subsidy payment ....cos 5 s v v s swimna s v s v 5 ¢ wamemas o ¥ 5 ¢ 6 s o s - - 416 416 494
Transfers from participants to the General Resources Account
REPUICHASES! .. vchimerin o v o o o bheibicihios « 8 o o 4 nasoymae 8 & & 8 o dlE0bEE B 6 § BF HO0A0ATLH B 739,803 - - 739,803 2,981,392
CRAMEES . 5 57 sivssrves o 5 5 + v wommsvm & & % & 5 Suineline & & 5 5 & o s meroters & o o o o aseraica o 2,344,061 - - 2,344,061 2,455,568
QUOTA PAVITBIT oo 55 5% 5 5 emsi 5 4 4 00 EUBERY 45 559§ Eo0RNSY 5 % % 5.0 imaes 3 - - - - 15,675
Assessment on SDR allocation (NOte 2) ... ...t 1,646 - - 1,646 1,394
Transfers from the General Resources Account to participants and prescribed holders
PUICIASES 5 & & sislslisid s 5 5 5 5. osmueiais 5 6 5 5 5 SPHUSCRE0E 1§ § & § § § SWVSLRmrS & 3 3 5 & bt - 501,091 - 501,091 3,500,261
In exchange for currencies of other participants . ............................. - 1,577,043 - 1,577,043 1,398,238
REMUMBTAtION  iunmmyon o 5 & = & s-gxsomsvans & s & & 0 Suamegamsss & & 5 5 & 8 oGRS 5§ & & & o SHeLoNAHLS 0 - 950,317 - 950,317 946,840
Other
Refunds and adjustments .. ..........oiiii i - 3,706 - 3,706 83,575
Charges paid in the SDR department
NetCharges QUE! smysmrmnus & 5 & sl § 5 « 5 5 8 VEUSHUGH 5§ 5 5 4 5 COUSHES § 3 3 & § Soraems 5 157,921 — - 157,921 135,008
TOTAl USEE. .. o5 oy vovmns s s 95 78 nwmues 5 ¥ 55 £ Soaowss § 5 5§ § ¥ 5000008 53 4 § 5 § 0owan 6,654,421 3,032,157 945,099 10,631,677 13,810,960
Charges not paid When dUe ... ......ouuuieit i 2,805 - - 2,805 3,240
Settlement of Unpaid Charges: « . s 3 5 5 v & s 6 5 & 5§ & s i & § » 3 sk s (55,625) - - (55,625) (163)
Total holdings,end of the year . . . ... ... i 20,624,368 574,310 270,419 21,469,097 21,521,916

The ending balances contain rounding differences.
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Schedule 2
SDR Department
Allocations and holdings of participants
as at April 30, 2005
(In thousands of SDRs)
Holdings
Net Percent of (+) Above
cumulative cumulative (-) Below
Participant allocations Total allocations allocations
Afghanistan, Islamic Republic of 26,703 177 0.7 (26,526)
Albania - 68,685 - 68,685
Algeria 128,640 31,860 24.8 (96,780)
Angola - 147 - 147
Antigua and Barbuda - 6 - 6
Argentina 318,370 1,632,446 512.8 1,314,076
Armenia - 567 - 567
Australia 470,545 128,460 213 (342,085)
Austria 179,045 100,563 56.2 (78,482)
Azerbaijan - 9,430 - 9,430
Bahamas, The 10,230 68 0.7 (10,162)
Bahrain 6,200 552 8.9 (5,648)
Bangladesh 47,120 541 1.1 (46,579)
Barbados 8,039 52 0.7 (7,987)
Belarus - 11 - 11
Belgium 485,246 196,580 40.5 (288,666)
Belize - 1,667 - 1,667
Benin 9,409 63 0.7 (9,346)
Bhutan - 276 - 276
Bolivia 26,703 27,790 104.1 1,087
Bosnia and Herzegovina 20,481 852 4.2 (19,629)
Botswana 4,359 34,697 796.0 30,338
Brazil 358,670 214,793 59.9 (143,877)
Brunei Darussalam - 9,125 - 9,125
Bulgaria - 6,286 - 6,286
Burkina Faso 9,409 82 0.9 (9,327)
Burundi 13,697 151 14 (13,546)
Cambodia 15,417 380 2.5 (15,037)
Cameroon 24,463 201 0.8 (24,262)
Canada 779,290 604,045 115 (175,245)
Cape Verde 620 19 3:1 (601)
Central African Republic 9,325 100 il (9,225)
Chad 9,409 2,766 29.4 (6,643)
Chile 121,924 34,680 28.4 (87,244)
China 236,800 823,510 347.8 586,710
Colombia 114,271 116,919 102.3 2,648
Comoros 716 5 0.7 (711)
Congo, Democratic Republic of the 86,309 3,082 3.6 (83,227)
Congo, Republic of 9,719 1,935 19.9 (7,784)
Costa Rica 23,726 115 0.5 (23,611)
Cote d'lvoire 37,828 365 1.0 (37,463)
Croatia 44,205 285 0.6 (43,920)
Cyprus 19,438 2,630 13.5 (16,808)
Czech Republic - 4,666 - 4,666
Denmark 178,864 27,950 15.6 (150,914)
Djibouti 1,178 362 30.8 (816)
Dominica 592 58 9.8 (534)
Dominican Republic 31,585 1,963 6.2 (29,622)
Ecuador 32,929 6,437 19.5 (26,492)
Egypt 135,924 62,150 45.7 (73,774)
El Salvador 24,985 24,980 100.0 (5)
Equatorial Guinea 5812 440 7.6 (5,372)
Eritrea - - - -
Estonia - 54 54
Ethiopia 11,160 453 4.1 (10,707)
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Schedule 2 (continued)

SDR Department

Allocations and holdings of participants
as at April 30, 2005

(In thousands of SDRs)

Holdings
Net Percent of (+) Above
cumulative cumulative (-) Below
Participant allocations Total allocations allocations
Fiji 6,958 5,403 7.7 (1,555)
Finland 142,690 93,347 65.4 (49,343)
France 1,079,870 576,969 53.4 (502,901)
Gabon 14,091 273 1.9 (13,818)
Gambia, The 5,121 112 22 (5,009)
Georgia - 1,010 - 1,010
Germany 1,210,760 1,329,313 109.8 118,553
Ghana 62,983 10,655 16.9 (52,328)
Greece 103,544 18,175 17.6 (85,369)
Grenada 930 15 1.6 (915)
Guatemala 27,678 5,012 18.1 (22,666)
Guinea 17,604 109 0.6 (17,495)
Guinea-Bissau 1,212 434 35.8 (778)
Guyana 14,530 8,598 59.2 (5,932)
Haiti 13,697 1,774 13.0 (11,923)
Honduras 19,057 111 0.6 (18,946)
Hungary - 39,355 - 39,355
Iceland 16,409 55 0.3 (16,354)
India 681,170 2,974 0.4 (678,196)
Indonesia 238,956 61,565 25.8 (177,391)
Iran, Islamic Republic of 244,056 274,054 1123 29,998
Iraq 68,464 295,813 432.1 227,349
Ireland 87,263 58,455 67.0 (28,808)
Israel 106,360 10,682 10.0 (95,678)
Italy 702,400 115,004 16.4 (587,396)
Jamaica 40,613 266 0.7 (40,347)
Japan 891,690 1,805,260 202.5 913,570
Jordan 16,887 2,768 16.4 (14,119)
Kazakhstan - 793 - 793
Kenya 36,990 2,935 7.9 (34,055)
Kiribati - 10 - 10
Korea 72,911 23,413 321 (49,498)
Kuwait 26,744 119,948 448.5 93,204
Kyrgyz Republic - 16,022 - 16,022
Lao People’s Democratic Republic 9,409 9,901 105.2 492
Latvia - 97 - 97
Lebanon 4,393 21,374 486.5 16,981
Lesotho 3,739 394 10.5 (3,345)
Liberia 21,007 - - (21,007)
Libya 58,771 479,770 816.3 420,999
Lithuania - 68 - 68
Luxembourg 16,955 10,244 60.4 (6,711)
Macedonia, former Yugoslav Republic of 8,379 2,859 341 (5,520)
Madagascar 19,270 129 0.7 (19,141)
Malawi 10,975 420 3.8 (10,555)
Malaysia 139,048 130,510 93.9 (8,538)
Maldives 282 311 110.3 29
Mali 15,912 a7 2.1 (15,585)
Malta 11,288 31,063 2752 19,775
Marshall Islands - = - -
Mauritania 9,719 114 1.2 (9,605)
Mauritius 15,744 17,624 111.9 1,880
Mexico 290,020 301,814 104.1 11,794
Micronesia, Federated States of - 1,224 - 1,224
Moldova - 434 - 434
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Schedule 2 (continued)

SDR Department

Allocations and holdings of participants

as at April 30, 2005
(In thousands of SDRs)

Holdings
Net Percent of (+) Above
cumulative cumulative (-) Below
Participant allocations Total allocations allocations
Mongolia - 27 - 27
Morocco 85,689 67,750 79.1 (17,939)
Mozambique - 54 — 54
Myanmar 43,474 337 0.8 (43,137)
Namibia - 18 - 18
Nepal 8,105 6,218 76.7 (1,887)
Netherlands 530,340 501,592 94.6 (28,748)
New Zealand 141,322 22,644 16.0 (118,678)
Nicaragua 19,483 213 1.1 (19,270)
Niger 9,409 606 6.4 (8,803)
Nigeria 157,155 1,084 0.7 (156,071)
Norway 167,770 200,196 119.3 32,426
Oman 6,262 9,314 148.7 3,052
Pakistan 169,989 156,230 91.9 (13,759)
Palau - — - —
Panama 26,322 401 1.5 (25,921)
Papua New Guinea 9,300 352 3.8 (8,948)
Paraguay 13,697 86,530 631.7 72,833
Peru 91,319 2,193 2.4 (89,126)
Philippines 116,595 3,992 34 (112,603)
Poland - 47,570 - 47,570
Portugal 53,320 67,671 126.9 14,351
Qatar 12,822 23,940 186.7 11,118
Romania 75,950 3,148 4.1 (72,802)
Russian Federation - 1,497 - 1,497
Rwanda 13,697 19,027 138.9 5,330
St. Kitts and Nevis - 1 - 1
St. Lucia 742 1,508 203.4 766
St. Vincent and the Grenadines 354 5 1.5 (349)
Samoa 1,142 2,434 213.1 1,292
San Marino - 580 - 580
Sao Tomé and Principe 620 10 1.6 (610)
Saudi Arabia 195,527 346,658 177.3 181,131
Senegal 24,462 444 1.8 (24,018)
Serbia and Montenegro 56,665 13,609 240 (43,056)
Seychelles 406 4 0.9 (402)
Sierra Leone 17,455 24,101 138.1 6,646
Singapore 16,475 191,262 1,160.9 174,787
Slovak Republic - 883 - 883
Slovenia 25,431 7,438 29.2 (17,993)
Solomon Islands 654 4 0.6 (650)
Somalia 13,697 - — (13,697)
South Africa 220,360 222,820 101.1 2,460
Spain 298,805 219,070 73.3 (79,735)
Sri Lanka 70,868 2,459 3.5 (68,409)
Sudan 52,192 318 0.6 (51,874)
Suriname 7,750 1,180 15.2 (6,570)
Swaziland 6,432 2,474 38.5 (3,958)
Sweden 246,525 116,331 47.2 (130,194)
Switzerland - 12,128 - 12,128
Syrian Arab Republic 36,564 36,576 100.0 12
Tajikistan - 10,007 - 10,007
Tanzania 31,372 219 0.7 (31,153)
Thailand 84,652 550 0.6 (84,102)
Timor-Leste - - - -
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Schedule 2 (concluded)
SDR Department
Allocations and holdings of participants
as at April 30, 2005
(In thousands of SDRs)
Holdings
Net Percent of (+) Above
cumulative cumulative (-) Below
Participant allocations Total allocations allocations
Togo 10,975 99 0.9 (10,876)
Tonga - 252 - 252
Trinidad and Tobago 46,231 1,995 43 (44,236)
Tunisia 34,243 5,662 16.5 (28,581)
Turkey 112,307 167,300 149.0 54,993
Turkmenistan - - - -
Uganda 29,396 2,972 10.1 (26,424)
Ukraine - 8,683 - 8,683
United Arab Emirates 38,737 4,345 11.2 (34,392)
United Kingdom 1,913,070 201,656 10.5 (1,711,414)
United States 4,899,530 7,654,235 156.2 2,754,705
Uruguay 49,977 19,377 38.8 (30,600)
Uzbekistan - 109 - 109
Vanuatu - 944 - 944
Venezuela 316,890 4,988 1.6 (311,902)
Vietnam 47,658 455 1.0 (47,203)
Yemen, Republic of 28,743 20,504 71.3 (8,239)
Zambia 68,298 19,219 28.1 (49,079)
Zimbabwe 10,200 64 0.6 (10,136)
Above allocations 9,299,794 16,617,864 178.7 7,318,070
Below allocations 12,133,536 4,006,504 33.0 (8,127,032)
Total participants 21,433,330 20,624,368 o -
General Resources Account 574,310
Prescribed holders 270,419
Overdue charges 35,767
21,469,097 21,469,097

177



IMF ANNUAL REPORT | 2005

Deloitte.

Deloitte & Touche LLP

Suite 500

555 12th Street, NW
Washington, DC 20004-1207
USA

Tel: +1202 879 5600

Fax +1202 879 5309

www deloitte com

Independent Auditors’ Report

To the Board of Governors
of the International Monetary Fund
Washington, DC

We have audited the accompanying combined balance sheet of the Poverty Reduction and Growth Facility Trust (the “Company”) as of Apnl 30, 2005, and
the related combined statements of income, changes n resources, and cash flows for the year then ended. These combined financial statements are the
responsibility of the Company’s management. Our responsibility I1s to express an opinion on these combined financial statements based on our audit. The
Company's combined financial statements as of and for the year ended April 30, 2004, were audrted by other auditors, whose report dated June 7, 2004,
expressed an unqualified opinion on those statements.

We conducted our audit in accordance with International Standards on Auditing and auditing standards generally accepted in the United States of Amenca.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of matenal mis-
statement. An audit includes consideration of internal control over financial reporting as a basis for designing audit procedures that are appropnate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal control over financial reporting. Accordingly,
we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures In the financial statements,
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for our opinion.

In our opinion, such 2005 financial statements present fairly, in all material respects, the combined financial position of the Poverty Reduction and Growth
Facilty Trust at Apnl 30, 2005, and the combined results of its operations and its cash flows for the year then ended in conformity with International Finan-
cial Reporting Standards.

Our audit was conducted for the purpose of forming an opinion on the basic 2005 combined financial statements taken as a whole. The supplemental
schedules listed on pages 186 to 189 are presented for the purpose of additional analysis and are not a required part of the basic combined financial state-
ments. These schedules are the responsibility of Company management. Such 2005 schedutes have been subjected to the auditing procedures applied in
our audit of the basic combined financial statements and, in our opinton, are fairly stated in all material respects when considered in relation to the basic
combined financial statements taken as a whole. The 2004 schedules were subjected to auditing procedures by other auditors, whose report dated June 7,
2004, referred to above, stated that such information is fairly stated in all material respects when considered in relation to the basic 2004 combined finan-
cial statements taken as a whole.

p/oa o otecke LEF

June 14, 2005

Member of
Deloitte Touche Tohmatsu
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Poverty Reduction and Growth Facility Trust

Combined balance sheets
as at April 30, 2005, and 2004

(In thousands of SDRs)

Financial statements | WVII

2005 2004
Assets
Cash-and CaSh BUIVAIBILS: . .. .. vuamvuce o oo & 6 veoniooins 55 5 55 5 REBBIRAEH £ 5 854 diaben 6558 ¢ o slelalie 6 o 5% & b o oulsssi s s £ 5 4 £ 1,945,902 2,721,670
INVESIMENES (NOE 4) . o oottt ettt et e et e e e e e 3,900,371 3,035,128
LOBNS re0BIVADIE (NOTE DY & v i vuvirns s 5 65 6o mues ¥ 55 998 EOmmmn s i 4 £ 6 6 o SH0ERT 3 § ¥ § 6 & SO o & % % ¥ & 6 Owmmisgos ¥ 5 8 5 % we 6,588,065 6,699,728
INEErESt TECRIVADIE . . . o ittt s 25,669 20,915
TOtAl ASSOLS: cvmirsn i 4 ¢ & 55 5 BEEIEE S 53 6 8 & PG 5 5 § 5 § § QO RATEE § F 8§ S e R G b § T ¥ 6 OSSR 0§ e b 6 SRS e 6 4 8 e 12,460,007 12,477,441
Liabilities and resources
BOFTOWINESI(NOTEB): .« . -« + 22 o wosmisifhie s s = o somusmmnons & & o 5 o SLG0RIS & 8 B 505§ SGIB0RTs 4} 50 8 & HSRIO0Mi 6 % 5 6 6 05 LI B 5 8 4 £ 85 7,411,651 7,512,656
INtEreStPAYADIE: (s 5 5 5 « « v o svascmmucs 4 4 5 ¥ & Siessns & 5 % 5 © 0 5 PEGRTONO s & 4 % 6 6 wELERGRTe o 4 % 8 SR 4 8 o 8 % % SRR 4 8 6 % 47,477 34,518
ODET [IADITHIES esvems o o 5 o o o oisshsiiosodd 5 5 6 ¥ 5 AT 55 8 ¥ 659 2 SAIRios 55 5 5 3 SYF0aoNs 6 § 55900 & DATOEH 56 § 5 90§ et & v b v 6,399 4,483
TOtal ADIIItIES .« . o oottt et e 7,465,527 1,551,657
- R, T T T TTMTTIITTTTTTT™mTlTTy ' 4,994,480 4,925,784
Total iabilities aNd FBSOUICES . . . o v ottt ettt e ettt e e e e e e e e e e e 12,460,007 12,477,441
The accompanying notes are an integral part of these financial statements.
/s/ Michael G. Kuhn /s/ Rodrigo de Rato
Director, Finance Department Managing Director
Poverty Reduction and Growth Facility Trust
Combined statements of income and changes in resources
for the years ended April 30, 2005, and 2004
(In thousands of SDRs)
2005 2004
Balance, beginning Of the YEAY . . . . ... .ttt 4,925,784 4,898,250
INVeStMENnt iNCOME (NOTE 7) o oo\t ettt e e e et et e e e e e e e e 98,373 75,377
(TTETESEON OGNS oo o s 55 5 & foioDias 58 & 5 ¢ GEMENNN 6 4 § & 8 £ S ROFss 5 5 5 8 & 0 QSO § 6 5 § 6 & OMupausi & & § 5 8 S amwads & & & » & svars 32,961 33,587
INEEIESE BXPENSE . . o o e ettt ettt ettt e et e e e (126,912) (106,300)
Oher eXPENSES s s 5 &+ &8 armwiisis 5 5 5 § £ SUAEEF 3 8 1 8 86 SOTma § 5 5 5 5 osroili s 4 5 4 & ST & 4 % 3 8 4 WA ¢ 5 4 0 5 1 (2,986) (3,286)
0Perational iNCOME/(I0SS) . .+« « . vttt ettt e ettt e e e e e e 1,436 (622)
Contributions (NOEIBY s : & 7 s snsitn o 5 5 9 & snarvvasions & % 5v 0 5% swviwediits o & & 1 6 o sweni i (a8 4 4 oy ot SLUSOTRNOIA ' 0 o m o esemagions o » 3 o 1 58 26,668 34,326
Transfers from the Special Disbursement Account (Note 10) ... ... i 40,592 51,530
Transfers through the Special Disbursement Account to the PRGF-HIPC Trust (Note 10) .............. ... .. - (57,700)
Net inCOME/ChaNEESs iN TBSOUICES . .. . v v vt ttttt ettt ettt tet e et e ettt teteeesosiannnnas 68,696 27,534
Balance, end Of thE YEAT . .. ... ottt e 4,994,480 4,925,784

The accompanying notes are an integral part of these financial statements.
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Poverty Reduction and Growth Facility Trust

Combined statements of cash flows

for the years ended April 30, 2005, and 2004

(In thousands of SDRs)

2005 2004
Cash flows from operating activities
L T TTIiI T T1ITITI T rIIIIIT T TTTIIIT Ot vrveee 68,696 27,534
Adjustments to reconcile net income to cash generated by operations
e e T I Ty T (4,754) (1,936)
Changes in interest payable and other liabilities . .. ... .. . 14,875 (3,262)
Cash from credit to members:
Loan diSDUISEMENTS . . . ...t (770,672) (865,215)
LOAN TEPAYMENLS . . .\ oottt et e et e e 882,335 832,783
Net cash provided by/(used in) operating aCtivities . .. ... . ...ttt 190,480 (10,096)
Cash flows from investment activities
Net (disposal)/acquisition Of INVESIMENTS . . . .. ..ot (865,243) 169,924
Net cash (used in)/provided by investment aCtivities .. .............ouiuiiinntiin ittt (865,243) 169,924
Cash flows from financing activities
B OWINES . . .o 769,614 864,978
Repayment:of DOTTOWINGS: . .cuvurimic 5 5 5 5 o o svivasiimne & 5 & & o avararmsins o« 5§ & of avamaamans's & § @ o v WRHEWS 4 % ¥ 6 & § AT S B 6§ § 5 A (870,619) (784,176)
Net cash (used in)/provided by financing activities . . ... ... .. . (101,005) 80,802
Cash and cash equivalents, beginning Of Year .. ... ... ... ... i 2,721,670 2,481,040
Cash and cash equivalents, end of year . ... .........uitiiniiii it ie ittt ittt s 1,945,902 2,721,670

The accompanying notes are an integral part of these financial statements.
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Poverty Reduction and Growth Facility Trust

Notes to the combined financial statements
as at April 30, 2005, and 2004

1. Nature of operations

The Poverty Reduction and Growth Facility Trust (PRGF Trust or the Trust), for
which the IMF is Trustee, was established in December 1987 and was
extended and enlarged in February 1994 to provide loans on concessional
terms to qualifying low-income developing country members. The resources
of the Trust are held separately from the assets of all other accounts of, or
administered by, the IMF and may not be used to discharge liabilities or to
meet losses incurred in the administration of other accounts.

The operations of the Trust are conducted through a Loan Account, a Reserve
Account, and a Subsidy Account. Combining balance sheets and statements
of income and changes in resources for each of these accounts are provided
in Note 13 to these financial statements.

Loan Account

The resources of the Loan Account consist of the proceeds from borrowings,
repayments of principal, and interest payments on loans extended by the Trust.

Reserve Account

The resources of the Reserve Account consist of amounts transferred by the
IMF from the Special Disbursement Account and net earnings from invest-
ment of resources held in the Reserve Account and in the Loan Account.

The resources held in the Reserve Account are to be used by the Trustee, in
the event that borrowers’ principal repayments and interest payments,
together with the authorized interest subsidy, are insufficient to repay loan
principal and interest on borrowings of the Loan Account. The Trustee reviews
the adequacy of the Reserve Account semiannually to determine whether
sufficient resources are available to meet all obligations to the lenders to the
Loan Account.

Subsidy Account

The resources held in the Subsidy Account consist of contributions to the Trust,
including transfers of net earnings from the PRGF Administered Accounts, SDR
400 million transferred by the IMF from the Special Disbursement Account, net
earnings on loans made to the Trust for the Subsidy Account, and the net
earnings from investment of Subsidy Account resources.

The resources available in the Subsidy Account are drawn by the Trustee to
pay the difference, with respect to each interest period, between the interest
due from the borrowers under the Trust and the interest due on Loan Account
borrowings. To the extent that resources in the Subsidy Account are insuffi-
cient for subsidy operations, the Trustee will transfer to the Subsidy Account
resources in the PRGF-HIPC Trust Account not earmarked for assistance
under PRGF-HIPC operations.

2. Summary of significant accounting policies

Basis of accounting

The financial statements of the PRGF Trust are prepared in accordance with
International Financial Reporting Standards (IFRS). Specific accounting prin-
ciples and disclosure practices are explained further below.

The preparation of financial statements in conformity with IFRS requires
management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and lia-
bilities at the date of the financial statements and the reported amounts of
revenue and expenses during the reporting period. Actual results could differ
from those estimates.

Unit of account

The financial statements are expressed in terms of SDRs. The value of the
SDR is determined by the IMF each day by summing the values in U.S. dollars,
based on market exchange rates, of the currencies in the SDR valuation bas-
ket. The IMF reviews the SDR valuation basket every five years. The latest
review was completed in October 2000, and the new composition of the SDR
valuation basket became effective on January 1, 2001.The currencies in the
basket as of April 30, 2005, and 2004 and their amounts were as follows:

Currency Amount

Euro 0.4260
Japanese yen 21.0000
Pound sterling 0.0984
U.S. dollar 0.5770

As of April 30, 2005, one SDR was equal to 1.51678 U.S. dollars (one SDR
was equal to 1.45183 U.S. dollars as of April 30, 2004).

Foreign currency translation

Foreign currency transactions are recorded at the rate of exchange on the
date of the transaction. At the balance sheet date, monetary assets and lia-
bilities denominated in foreign currencies are reported using the closing
exchange rates. Exchange differences arising from the settlement of transac-
tions at rates different from those at the originating date of the transaction
and unrealized foreign exchange differences on unsettled foreign currency
monetary assets and liabilities are included in the determination of net
income.

Cash and cash equivalents

Cash and cash equivalents include short-term deposits with a maturity of
less than ninety days. These deposits are denominated in SDRs or other cur-
rencies and are carried at cost, which approximates fair value. Interest on
these instruments varies and is based on prevailing market rates.

Investments

Investments are made in fixed-term deposits, domestic government bonds of
the euro zone, Japan, the United Kingdom, and the United States, and obli-
gations of multilateral organizations. For deposits, the Trust may invest only in
obligations issued by institutions with a credit rating of A and above. For
other investments, the Trust may invest only in obligations issued by an
agency of a government and a multilateral organization with a minimum
credit rating of AA.

Investments in debt securities, classified as available-for-sale securities, are
measured initially at cost, including transaction costs. Subsequent to initial
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recognition, all available-for-sale assets are remeasured to fair value, based
on the quoted market price at the balance sheet date. Gains and losses aris-
ing from a change in the fair value of available-for-sale investments are rec-
ognized in the statement of income.

Investment income comprises interest income and realized and unrealized
gains and losses on investments, including currency valuation differences
arising from exchange rate movements against the SDR.

Loans

Loans in the Trust are initially recorded at the amount disbursed provided
that the present value of the cash flows from stated interest due and the
Subsidy Account is equal to or exceeds the disbursed amount. Thereafter, the
carrying value of the loans is amortized cost.

Loans are repayable in 5% to 10 years in semiannual installments. Interest
on loans accrues at the stated interest rate of 2 of 1 percent per annum. It
is the Trust’s policy to exclude from income, interest on loans that are six
months or more overdue. At each balance sheet date, the loans are reviewed
to determine whether there is objective evidence of loan impairment. If any
such evidence exists, an impairment loss is recognized to the extent that the
present value of estimated future cash flows falls below the carrying
amount.

Contributions

Contributions are reflected as increases in resources after the achievement
of specified conditions and are subject to bilateral agreements stipulating
how the resources are to be used.

Transfers

Internal transfers of resources within the IMF are accounted for under the
accrual method of accounting.

Administrative costs

The expenses of conducting the activities of the Trust are borne by the Gen-
eral Resources Account of the IMF. In financial years 2005 and 2004, the
reimbursements for these costs have been waived.

Comparatives

When necessary, comparative figures have been reclassified to conform with
changes in the presentation of the current year.

Accounting and reporting developments

In December 2003, the International Accounting Standards Board revised
International Accounting Standard 39, “Financial Instruments: Recognition
and Measurement,” which will become effective for financial year 2006. Upon
adoption of the revised standard, and as permitted by the transition provi-
sions, investments previously classified as available-for-sale will be reclassi-
fied as securities at fair-value-through-profit-and-loss. After the
reclassification, changes in fair value of the investments would continue to
be recognized in the income statement.

3. Financial risk management

In providing financial assistance to eligible country members and conducting
its operations, the Trust is exposed to various types of risks, including credit,
interest rate, exchange rate, and liquidity risks.
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Credit risk refers to potential losses on credit outstanding owing to the inabil-
ity, or unwillingness, of member countries to make loan repayments. To miti-
gate credit risk, the amount that eligible member countries may borrow is
limited to 140 percent of their IMF quotas under three-year arrangements.
Disbursements under PRGF arrangements are linked to performance criteria
and the IMF, as trustee, conducts periodic reviews to ensure that such criteria
are met. To protect the lenders to the Trust, resources are accumulated in the
Reserve Account. These resources are available to repay the lenders in the
event of delayed or nonpayment by borrowers.

Interest rate risk is the risk that future cash flows will fluctuate because of
changes in market interest rates. Interest rate risk on the Trust’s investments
is managed by limiting the investment portfolio to a weighted-average effec-
tive duration that does not exceed three years.

Exchange rate risk is the exposure to the effects of fluctuations in the prevail-
ing foreign currency exchange rates on the Trust’s financial position and cash
flows. Exchange rate risk on the Trust’s investments is managed by investing
in securities denominated in SDRs or in the constituent currencies, with the
same composition, of the SDR valuation basket.

Liquidity risk is the risk of non-availability of resources to meet the Trust’s
financing needs and obligations. The Trust conducts semiannual reviews to
determine the adequacy of the resources accumulated in the Subsidy and
Reserve accounts to meet liquidity needs. Resources in the Subsidy Account
are expected to exceed estimated needs and the balance in the Reserve
Account is projected to increase until it reaches the level sufficient to cover
all outstanding PRGF Trust obligations to lenders.

4. Investments

Investments consisted of the following at April 30:

2005 2004
(In thousands of SDRs)
Fixed-term deposits 1,185,595 234,845
Debt securities 2,714,776 2,800,283
Total 3,900,371 3,035,128
The maturities of the investments are as follows at April 30:
2005 2004
(In thousands of SDRs)
Less than 1 year 3,635,060 2,831,390
1-3 years 228,811 168,542
3-5 years 36,500 -
Over 5 years - 35,196
Total 3,900,371 3,035,128

5. Loans receivable

Resources of the Loan Account are committed to qualifying members for a
three-year period, upon approval by the Trustee of three-year arrangements
in support of the members’ macroeconomic and structural adjustment pro-
grams. Interest on the outstanding loans, which is repayable in ten equal
semiannual installments beginning 5% years after disbursement, is set at
the rate of %2 of 1 percent per annum. At April 30, 2005, the resources of
the Loan Account included cumulative advances from the Reserve Account
of SDR 75.2 million resulting from the nonpayment of principal by Zim-
babwe (SDR 74.7 million at April 30, 2004). Scheduled repayments of
loans by borrowers, including Zimbabwe’s overdue obligations, are summa-
rized below:



Period of repayment,
financial year ending April 30

(In thousands of SDRs)

2006 854,789
2007 726,142
2008 815,876
2009 820,642
2010 836,220
2011 and beyond 2,459,161
Overdue 75,235

Total 6,588,065

As of April 30, use of credit in the Trust by the largest users was as follows:
2005 2004

(In millions of SDRs and
percent of total PRGF credit)

Largest user of credit 1,028.2 15.6% 916.1 13.7%
Three largest users of credit 2,095.4 31.8% 1,920.4  28.7%
Five largest users of credit 2,655.9 40.3% 2,512.0 37.5%

The five largest users of credit as of April 30, 2005, were Pakistan, Zambia,
the Democratic Republic of the Congo, Ghana, and Tanzania.

6. Borrowings

The Trust borrows on such terms and conditions as agreed between the
Trustee and the lenders. Interest rates on borrowings as at April 30, 2005,
were at a weighted average rate of 1.69 percent per annum (1.40 percent
per annum as at April 30, 2004). The principal amounts of the borrowings
are repayable between 52 and 16 years after the first drawing.

Scheduled repayments of borrowings are summarized below:

Period of repayment,
financial year ending April 30

(In thousands of SDRs)

2006 1,506,062
2007 984,181
2008 828,799
2009 827,633
2010 832,087
2011 and beyond 2,432,889

Total 7,411,651

The following summarizes the borrowing agreements concluded as of
April 30:

Amount undrawn

2005 2004
(In thousands of SDRs)
Loan Account 4,092,456 4,856,812
Subsidy Account 58,435 65,167
Investment Ccome
Investment income comprised the following at April 30:
2005 2004
(In thousands of SDRs)
Interest income 142,021 119,077
Realized losses, net (7,915) (70,151)
Unrealized (losses)/gains, net (35,427) 26,647
Exchange rate losses, net (306) (196)
Total 98,373 75,377
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8. Contributions

The Trustee accepts contributions for the Subsidy Account on such terms and
conditions as agreed between the Trustee and the contributors. At April 30,
2005, cumulative contributions received, including transfers from the Special
Disbursement Account, amounted to SDR 2,456.7 million (SDR 2,430.0 mil-
lion at April 30, 2004).

9. Commitments under loan arrangements

An arrangement under the PRGF is a decision of the IMF, as Trustee, that
gives a member the assurance that the Trust stands ready to provide foreign
exchange or SDRs during a specified period and up to a specified amount in
accordance with the terms of the decision. At April 30, 2005, undrawn bal-
ances under 31 loan arrangements amounted to SDR 1,315.0 million (SDR
2,088.9 million under 36 arrangements at April 30, 2004).

10. Related-party transactions

The expenses of conducting the business of the Trust are paid by the
General Resources Account of the IMF and reimbursed by the Trust through
the Special Disbursement Account; transfers corresponding to these
expenses are made from the Reserve Account to the Special Disbursement
Account when and to the extent needed. The Executive Board of the IMF
decided to forgo such reimbursement to the General Resources Account,
amounting to SDR 54.4 million and SDR 57.7 million for the financial years
ended April 30, 2005, and 2004, respectively. For the financial year ended
April 30, 2004, the Executive Board decided that an amount equivalent to
the expenses should be transferred from the Reserve Account, through the
Special Disbursement Account, to the PRGF-HIPC Trust. (No such decision
was made for the financial year ended April 30, 2005.)

Cumulative transfers from the IMF, through the Special Disbursement Account,
to the Reserve Account and Subsidy Account as of April 30, 2005, amounted
to SDR 2,630.0 million and SDR 400 million, respectively (SDR 2,589.0 mil-
lion and SDR 400 million, respectively, as of April 30, 2004). The Subsidy
Account also receives contributions from member countries that had placed
deposits in the Poverty Reduction and Growth Facility Administered Accounts at
low interest rates. Net investment income transferred from the Poverty Reduc-
tion and Growth Facility Administered Accounts to the Subsidy Account
amounted to SDR 0.3 million and SDR 1.9 million for the financial years 2005
and 2004, respectively.

The Saudi Fund for Development (SFD) Special Account was established

at the request of the SFD to provide supplementary financing in associa-
tion with loans under the PRGF Trust. The SFD makes funds available

after a bilateral agreement between it and a recipient country has been
effected. The SFD places funds, denominated in SDRs, in the SFD Special
Account for disbursement to a recipient country simultaneously with dis-
bursements under a PRGF arrangement. These loans are repayable in ten
equal semiannual installments commencing 5% years after the date of
disbursement and interest on these loans is set at a rate of 2 of 1 percent
per annum.

The cumulative receipts and uses of resources for the Saudi Fund for Devel-
opment Special Account were SDR 100.9 million as of April 30, 2005 (SDR
97.9 million at April 30, 2004).
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12. Subsequent event

On June 11, 2005, the G-8 finance ministers proposed an initiative that
would involve debt relief, leading to full debt cancellation of outstanding
obligations, of member countries eligible for HIPC assistance. Under this
proposal, the cost of meeting the obligations of the eligible members

would be met from existing IMF resources. In situations where other existing
and projected debt relief obligations cannot be met from existing IMF
resources (for example, for the protracted arrears cases such as Liberia,
Somalia, and Sudan), donors have committed to providing the extra
resources necessary. IMF resources that will be considered to finance this
debt relief operation consist of available resources already earmarked to

provide debt relief or provide concessional financing (SDA, PRGF, and
PRGF-HIPC resources) for an estimated amount of approximately SDR

4.0 billion as of April 30, 2005. The precise modalities of the proposal have
not yet been developed. The G-8 finance ministers call upon all sharehold-
ers to support the debt relief proposals which would be put to the 2005
Annual Meetings.

13. Combining balance sheets and statements of income
and changes in resources

The balance sheets and statements of income and changes in resources for
each of the accounts in the PRGF Trust are presented below:

Note 13
Poverty Reduction and Growth Facility Trust
Combining balance sheets
as at April 30, 2005, and 2004
(In thousands of SDRs)
Loan Account Reserve Account Subsidy Account Combined
2005 2004 2005 2004 2005 2004 2005 2004
Assets
Cash and cash equivalents - 627,730 888,457 1,050,119 1,057,445 1,043,821 1,945,902 2,721,670
Investments (Note 4) 885,595 234,846 2,252,108 1,999,165 762,668 801,117 3,900,371 3,035,128
Loans receivable (Note 5) 6,588,065 6,699,728 - - - - 6,588,065 6,699,728
Accrued account transfers 23,275 20,202 56,196 48,095 (79,471) (68,297) - -
Interest receivable 23,827 19,866 1,789 961 53 88 25,669 20,915
Total assets 7,520,762 7,602,372 3,198,550 3,098,340 1,740,695 1,776,729 12,460,007 12,477,441

Liabilities and resources

Borrowings (Note 6) 7,391,721 7,488,707 - - 19,930 23,949 7,411,651 7,512,656
Interest payable 47,407 34,484 = = 70 34 47,477 34,518
Other liabilities 6,399 4,483 - - - - 6,399 4,483
Total liabilities 7,445,527 7,527,674 = - 20,000 23,983 7,465,527 7,551,657
Resources 75,235 74,698 3,198,550 3,098,340 1,720,695 1,752,746 4,994,480 4,925,784
Total liabilities and resources 7,520,762 7,602,372 3,198,550 3,098,340 1,740,695 1,776,729 12,460,007 12,477,441
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Poverty Reduction and Growth Facility Trust

Combining statements of income and changes in resources
for the years ended April 30, 2005, and 2004

(In thousands of SDRs)
Loan Account Reserve Account Subsidy Account Combined
2005 2004 2005 2004 2005 2004 2005 2004
Balance, beginning of the year 74,698 65,543 3,098,340 3,066,520 1,752,746 1,766,187 4,925,784 4,898,250

Investment income (Note 7) - - 61,646 48,856 36,727 26,521 98,373 75,377
Interest on loans 32,961 33,587 - - - - 32,961 33,587
Interest expense (126,828) (104,912) - - (84) (1,388) (126,912) (106,300)
Other expenses - - (1,491) (1,711) (1,495) (1,575) (2,986) (3,286)

Net operational income/ (loss) (93,867) (71,325) 60,155 47,145 35,148 23,558 1,436 (622)
Contributions (Note 8) - - - - 26,668 34,326 26,668 34,326
Transfers from the Special

Disbursement Account (Note 10) - - 40,592 51,530 - — 40,592 51,530
Transfers through the Special

Disbursement Account to the

PRGF-HIPC Trust (Note 10) - - - (57,700) - - - (57,700)
Transfers between:

Loan and Reserve Accounts 537 9,155 (537) (9,155) - - - -

Loan and Subsidy Accounts 93,867 71,325 - - (93,867) (71,325) - -

Net income/changes in resources 537 9,155 100,210 31,820 (32,051) (13,441) 68,696 27,534

Balance, end of the year 75,235 74,698 3,198,550 3,098,340 1,720,695 1,752,746 4,994,480 4,925,784
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Schedule 1
Poverty Reduction and Growth Facility Trust
Schedule of outstanding loans
as at April 30, 2005
(In thousands of SDRs)
PRGF Loan Account Structural Adjustment Facility!

Member Balance Percent Balance Percent
Albania 65,846 1.00 - -
Armenia 131,572 2.00 - -
Azerbaijan 102,093 165 - -
Bangladesh 148,500 2.25 - -
Benin 39,503 0.60 - -
Bolivia 89,103 1.35 - -
Burkina Faso 77,862 1.18 316 0.69
Burundi 33,550 0.51 - -
Cambodia 59,064 0.90 - -
Cameroon 202,081 3.06 - -
Cape Verde 7,380 0.11 - -
Central African Republic 21,184 0.32 - -
Chad 63,502 0.96 - -
Congo, Democratic Republic of the 526,767 8.00 - -
Congo, Republic of 12,029 0.18 - -
Cote d'lvoire 192,170 2.92 - -
Djibouti 13,357 0.20 - -
Dominica 4,205 0.06 - -
Ethiopia 115,022 1.75 - -
Gambia, The 15,600 0.24 - -
Georgia 165,745 2.52 - -
Ghana 294,799 4.47 - -
Guinea 71,769 1.09 - -
Guinea-Bissau 9,149 0.14 - -
Guyana 62,392 0.95 ~ -
Haiti 6,070 0.09 - -
Honduras 128,877 1.96 - -
Kenya 116,077 1.76 - -
Kyrgyz Republic 136,386 2.07 - -
Lao People’s Democratic Republic 23,398 0.36 - -
Lesotho 24,500 0.37 - -
Macedonia, former Yugoslav Republic of 17,182 0.26 - -
Madagascar 154,058 2.34 - -
Malawi 39,905 0.61 - -
Mali 87,845 1.33 - -
Mauritania 54,708 0.83 - —
Moldova 27,720 0.42 - -
Mongolia 27,384 0.42 - -
Mozambique 124,040 1.88 - -
Nepal 14,260 0.22 - -
Nicaragua 149,995 2.28 - -
Niger 84,290 1.28 - -
Pakistan 1,028,224 15.61 - -
Rwanda 58,788 0.89 - -
Sao Tomé and Principe 1,902 0.03 - -
Senegal 125,789 191 — -
Sierra Leone 125,030 1.90 - -
Somalia - - 8,840 19.43
Sri Lanka 38,390 0.58 - -
Tajikistan 87,834 1.33 - -
Tanzania 265,702 4.03 - -
Togo 15,204 0.23 - -
Uganda 119,968 1.82 - -
Vietnam 166,480 2.53 - -
Yemen, Republic of 198,150 3.01 - -
Zambia 540,430 8.20 36,350 79.88
Zimbabwe 75,235 1.14 - -

Total loans outstanding 45,506 100.00

6,588,065 100.00

1Since Structural Adjustment Facility (SAF) loans have been disbursed in connection with PRGF arrangements, the above list includes these loans,
under SAF arrangements. These loans are held by the Special Disbursement Account, and repayments of all SAF loans are transferred to the PRGF Reserve Account when received.
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Poverty Reduction and Growth Facility Trust

Cumulative contributions to and resources of the Subsidy Account
as at April 30, 2005

(In thousands of SDRs)

Contributor!
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Schedule 2

Amount

Direct contributions to the Subsidy Account

ANgenting .. ...t e e
BUSHANIE i 5 5 5 ¢ cvataummsms s 5 & 5 8 @ Suvemmnm s § v & & ¢ GEEEwESE & 5§ § ¥ 5 EVT § a5 ¢ 8 seeEE
Bangladesh ... ....c.ouviiiii i i e e e
(07117 T 1 PP

DENMAIK . .ottt e e

TIVEIB o ccosmmsnse 1 » o o o smosomson ¢ & o0 susmanoriogi & & 5 £ 8000 1 5 5 5 8 & sovemalnlels % 2 3 aolele

00T
LUXBIDOMIE 56 5 5 2 5 commsms 5 55 8 5 6 S0meimsn 5 § 5 5 § Ooiem & & = % « & SwEremss § & % 5 & wais
L1 ] (oo o0 St T . i
Netherlands: 7 s 5 + 5 savsiinisls 5 5 55 & 5 @ emmoans & 5 & 0 @ cromimsn o 5 o o o ARG @ @ @ o v 5 o
INOIWEY sieseincoie s 0 5 o 4 onsmusinsass o o & 5 & o SG0HIRE B 6 & & 8 SRMaee & 3 5 5 0 Saammin i 5 8 & § s

SWEHBI -.esesmvoi 5 o o sumnsssmesnse s o n & o o ondEHHGRGE B 5 5 ¥ 8 DI 4 5 5 ¢ 5 § ORISR B 8 § € 4 04
SWIZEMANA . . .o s
TUPKEY, . vovcrrins o 0 6 5 ¢ & BESaINRGE 5 5 5 5 8 5 Aol 55 ¢ & & olelomwh’s 5 8 o370 sspmalingsy s 5 & 3 o
United KINBOM . . ..o oo
UNMB SEAIEE . 5o 5o immmms 555055 pomemns s § § § pommmes s 5 8 o & S & % € ¥ 5 o

Total direct contributions to the Subsidy Account . ............ ... ... o

Net income transferred from PRGF Administered Accounts

AUSEIA" 52 Bt 5 5 5 # & sospemeusios 6 % 5 o 9 o5 stsisimNstens o % 15 & 6 ot ameiont o o o & 1 PRSI 10 2 & 21 8
LT T11T R T TR, T oy
BO SWANA . . ittt et s
CRIE 5 5 cs comnis 55 56 5 Duumms 5 8 5 8 5 & POmeies & & & & & o & &5 & & & SRR %3 ¥ 1 8 8
GIBEEE! . . vooviemese o o o o o sescsnsunus 1 5 5 5 5 § BAUEEiT e ¥ 5 ¢ & SRUGRE B R 5+ ¥ S S GUNMINEEH 8 05 ¢

INAONBSIA’ «..eomions @ ¢ oo v ocommmmmne s 5 6 3 5 5 SGREEH G S 5§ 5 GRENEs 85 S0 0 DomEan S 95 s
Iran, Islamic Republic of . . ... ... .
i N Iy O

Total net income transferred from PRGF Administered Accounts

Total contributions received .. . ...

Transfers from Special Disbursement Account . ............ ... .

Total contributions received and transfers from Special Disbursement Account
Cumulative net income of the Subsidy Account .. ............ ... ...
Resources disbursed to subsidize Trust lending . . ......... ... ... i

Total resources of the Subsidy Account .. ......... ... i

24,802
7,938
532
186,098
9,200

10,004
38,299
10,002
22,684
132,832

3,200
7,891
5,262
154,666
506,997

32,733
8,954
7,284

99,278

28,074

110,887
41,205
7,000
316,564
126,079

1,898,465

40,455
77,953
1,352
2,910
25,941

5,003
1,346
3,328

158,288
2,056,753

400,000
2,456,753
896,587
(1,632,645)
1,720,695

11n addition to direct contributions, a number of members also make loans available to the Loan Account on concessional terms. See

Schedule 3.
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Schedule 3
Poverty Reduction and Growth Facility Trust
Schedule of borrowing agreements
as at April 30, 2005
(In thousands of SDRs)
Interest rate Amount of Amount Outstanding
Member (in percent) agreement drawn balance
Loan Account
Prior to enlargement of PRGF
Canada Fixed! 300,000 300,000 37,660
France 0.502 800,000 800,000 50,476
Germany Variable3 700,000 700,000 85,469
Italy Variable3 370,000 370,000 34,546
Japan Variable? 2,200,000 2,200,000 273,786
Korea Variable® 65,000 65,000 2,207
Norway Variable? 90,000 90,000 5,927
Total prior to enlargement of PRGF 4,525,000 4,525,000 490,071
For enlargement of PRGF
Belgium Variable® 350,000 242,331 241,223
Canada Variable3 400,000 348,483 298,959
China Variable? 200,000 153,492 124,802
Denmark Variable3 100,000 100,000 100,000
Egypt Variable® 155,600 100,000 73,773
France Variable? 2,100,000 1,048,363 910,777
Germany Variable3 2,050,000 995,532 896,943
Italy Variable3 1,010,000 692,641 670,819
Japan Variable? 2,934,800 2,341,277 2,132,171
Korea Variable? 27,700 27,700 23,700
Netherlands Variable? 450,000 140,355 140,355
Norway Variable? 60,000 60,000 44,942
OPEC Fund for International Development Variable3 32,9654 36,990 33,173
Spain—Bank of Spain Variable® 425,000 123,946 123,946
Spain—Government of Spain (ICO) Fixed 67,000 67,000 55,772
Switzerland Variable? 401,700 194,199 144,700
Total for enlargement of PRGF 10,764,765 6,672,309 6,016,055
Resources held pending repayment - - 885,595
Total—Loan Account 15,289,765 11,197,309 7,391,721
Subsidy Account
Malta 0.50 1,365 1,365 1,365
Spain—Governmemt of Spain (ICO) 0.50 67,000 11,228 11,228
Pakistan 0.50 10,000 7,337 7,337
Total—Subsidy Account 78,365 19,930 19,930

'The loans under this agreement are made at market-related rates of interest fixed at the time the loan was disbursed.
The agreement with France made before the enlargement of PRGF (SDR 800 million) provides that the interest rate shall be 0.5 percent on the first SDR 700 million drawn, and at variable,
market-related rates of interest thereafter. The agreement with France made for the enlargement of the PRGF (SDR 2.1 billion) provides that the interest rate shall be 0.5 percent until the
cumulative implicit interest subsidy reaches SDR 250 million, and at variable, market-related rates of interest thereafter.
3The loans under these agreements are made at variable, market-related rates of interest.
“The agreement with the OPEC Fund for International Development is for an amount of $50 million, or SDR 33 million, based on the exchange rate of 0.659291 SDR per U.S. dollar as at

April 30, 2005.
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Schedule 4
Poverty Reduction and Growth Facility Trust
Status of loan arrangements
as at April 30, 2005
(In thousands of SDRs)
Member Date of arrangement Expiration date Amount agreed Undrawn balance
Albania Jun. 21,2002 Nov. 20, 2005 28,000 4,000
Azerbaijan Jul. 6,2001 Jul. 4,2005 67,580 12,870
Bangladesh Jun. 20, 2003 Jun. 19, 2006 400,330 251,830
Burkina Faso Jun. 11,2003 Aug. 15,2006 24,080 10,320
Burundi Jan. 23,2004 Jan. 22,2007 69,300 35,750
Cape Verde Apr. 10,2002 Jul. 31,2005 8,640 1,260
Chad Feb. 16,2005 Feb. 15,2008 25,200 21,000
Congo, Democratic Republic of the Jun. 12,2002 Jun. 11,2005 580,000 53,233
Congo, Republic of Dec. 6,2004 Dec. 5,2007 54,990 47,130
Dominica Dec. 29,2003 Dec. 28,2006 7,688 3,483
Gambia, The Jul. 18,2002 Jul. 17,2005 20,220 17,330
Georgia Jun. 4,2004 Jun. 3, 2007 98,000 70,000
Ghana May 9, 2003 May 8, 2006 184,500 105,450
Guyana Sep. 20,2002 Sep. 12,2006 54,550 27,790
Honduras Feb. 27,2004 Feb. 26,2007 71,200 40,687
Kenya Nov. 21,2003 Nov. 20, 2006 225,000 150,000
Kyrgyz Republic Mar. 15, 2005 Mar. 14,2008 8,880 7,620
Mali Jun. 23,2004 Jun. 22,2007 9,330 6,670
Mongolia Sep. 28,2001 Jul. 31,2005 28,490 16,280
Mozambique Jul. 6,2004 Jul. 5,2007 11,360 8,120
Nepal Nov. 19, 2003 Nov. 18,2006 49,910 35,650
Nicaragua Dec. 13,2002 Dec. 12,2005 97,500 41,780
Niger Jan. 31,2005 Jan. 30,2008 6,580 5,640
Rwanda Aug. 12,2002 Feb. 11,2006 4,000 1,142
Senegal Apr. 28,2003 Apr. 27,2006 24,270 13,860
Sierra Leone Sep. 26,2001 Jun. 25,2005 130,840 14,003
Sri Lanka Apr. 18,2003 Apr. 17,2006 269,000 230,610
Tajikistan Dec. 11,2002 Dec. 10,2005 65,000 19,600
Tanzania Aug. 16,2003 Aug. 15,2006 19,600 8,400
Uganda Sep. 13,2002 Sep. 12,2005 13,500 4,000
Zambia Jun. 16,2004 Jun. 15,2007 220,095 49,521

2,877,633 1,315,029
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Deloitte.

Deloitte & Touche LLP

Suite 500

555 12th Street, NW
Washington, DC 20004-1207
USA

Tei: +1 202 879 5600

Fax: +1 202 879 5309
www.deloitte.com

independent Auditors’ Report

To the Board of Governors
of the International Monetary Fund
Washington, DC

We have audited the accompanying balance sheet as of April 30, 2005, and the related statements of income, changes in resources, and cash flows for the
year then ended of the following entities:

Poverty Reduction and Growth Facility Administered Accounts (the “Accounts”)

- Austna

- Belgium

- Botswana

- Greece

- Indonesia

- Islamic Republic of Iran
» Portugal

These financial statements are the responsibility of Accounts management. Our responsibility is to express an opinion on these financial statements based
on our audit. The Accounts’ financial statements as of and for the year ended Apnl 30, 2004, were audited by other auditors, whose report dated June 7,
2004, expressed an unqualified opinion on those statements.

We conducted our audit in accordance with International Standards on Auditing and auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material mis-
statement. An audit includes consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Accounts’ internal control over financial reporting. Accordingly, we
express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for our opinion.

In our opinion, such 2005 financial statements present fairly, in all material respects, the financial position of the Poverty Reduction and Growth Facility
Administered Accounts at April 30, 2005, and the results of their operations and their cash flows for the year then ended in conformity with International
Financial Reporting Standards.

p.»é/mz o ovecke LIS

June 14,2005

Member of
Detoitte Touche Tohmatsu
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Poverty Reduction and Growth Facility Administered Accounts
Balance sheets

as at April 30, 2005, and 2004

(In thousands of SDRs)

Austria Belgium Botswana
2005 2004 2005 2004 2005 2004

Assets
Cash and cash equivalents ........................ 1,399 4,713 - - - -
Investments (Note 4) ... ... 3,601 10,287 - - — —
Advance payments to the PRGF Trust Subsidy Account . . . . . 31 67 - - - -
Interest receivable ... ........ ... - - - - — -

TOtAl BSSBEE o cive i s« « = 5 wbsbononis 5 5 % » v wmmsien % % 5 5 ¥ 4 5,031 15,067 - - - -
Liabilities and resources
Deposits (NOLE 5) <= s v svisvvimmnnsssrommrnazssos 5,000 15,000 - - - -
Interest payable . ........... .. 31 67 - - - -

Total ablHes 5o 55 v 55 v gvmusnn s v s oomunmnn e 5,031 15,067 - - - -
RESOUICES . .\ o vttt et - - - - - -

Total liabilities and resources . .................... 5,031 15,067 - - - -

Greece Indonesia Iran, I. R. of Portugal
2005 2004 2005 2004 2005 2004 2005 2004

Assets
Cash and cash equivalents ........................ - - - 25,000 - 1,571 1,838 2,754
Investments (Note 4) .. ... - - 25,000 - - 3,429 4,735 6,010
Advance payments to the

PRGF Trust Subsidy Account ... ................... - - - - - 23 32 42
Interest receivable ........... ... - - 192 1 - - - -

Total BSSELS] & cszursinss 55 5 ¢ 8 & PoRgapss & & § 5 PopEmEEE 2 8 - - 25,192 25,001 - 5,023 6,605 8,806
Liabilities and resources
DepoSits (NOE 5) .. vovvenneneiereeienesinins - - 25,000 25,000 - 5,000 6,573 8,764
Interest Payable: ..ccovws « s« v« ¢ cmmoman 4 @ 5 v e o < - - 28 - - 23 32 42

Total IADIITES .o 5% § vv o aemses s 3 6 5 8 o 0EwEEE 5 § - - 25,028 25,000 - 5,023 6,605 8,806
RESOUICES .\ vt e et et - - 164 1 — - — -

Total liabilities and resources . .................... - - 25,192 25,001 - 5,023 6,605 8,806

The accompanying notes are an integral part of these financial statements.

/s/ Michael G. Kuhn
Director, Finance Department

/s/ Rodrigo de Rato
Managing Director
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Poverty Reduction and Growth Facility Administered Accounts

Statements of income and changes in resources
for the years ended April 30, 2005, and 2004

(In thousands of SDRs)

Austria Belgium Botswana
2005 2004 2005 2004 2005 2004
Balance, beginning of theyear ...................... = = s 223 . -
Investment income (NOte 4) . .. ..................... 207 335 = 1,227 = 104
Other expenses .. ...........c.viieiiiiieannon.. (6) (13) - - - (4)
Interest expense on deposits .. ................... .. _(51) (102) - @) . (115)
Operational income/(10SS) . ...................... 150 220 - 828 - (15)
Transfers to the
PRGF Trust Subsidy Account ... ................... (150) (220) (1,051) - 15
PRGFBIPCTUSE cos s s 5 5 v avmomsn v 5 55 ¢ 5 cvvmnani 5545 & - = = = . .
Net income/changes in resources . .............. : - - (223) = =
Balance,end of theyear .......................... = = = = = =
Greece Indonesia Iran, I. R. of Portugal
2005 2004 2005 2004 2005 2004 2005 2004
Balance, beginning of theyear . ..................... - - 1 83 - - = =
Investment income (Note 4) ... ..................... = 84 510 402 7 81 136 143
Other expenses . ............irieuninieneennin. - 3) - - - (4) (4) (6)
Interest expense on deposits .. ..................... = ﬂ) ﬂ) = ~(2) (25) E) ﬁ)
Operational income . ................. ..., - 55 482 402 5 52 99 93
Transfers to the
PRGF Trust Subsidy Account . .. ................... (55) (67) (454) (5) (52) (99) (93)
PRGFHIPCTruSt . . ... = - (252 - = _= - _ =
Net income/changes in resources ............... - = _1@ ﬂ) = . = - -
Balance,endof theyear .......................... : —_ 164 1 = = = =

The accompanying notes are an integral part of these financial statements.
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Poverty Reduction and Growth Facility Administered Accounts

Statements of cash flows

for the years ended April 30, 2005, and 2004

(In thousands of SDRs)

Austria

Belgium

Botswana

2004

2005 (unaudited)

2004
2005 (unaudited)

2004
2005 (unaudited)

Cash flows from operating activities
Net income/ (loss)
Adjustments to reconcile net income to cash generated by operations

Changes in interest payable
Changes in interest receivable and other assets

Net cash used in operating activities
Cash flow from investment activities
Net disposal of investments
Net cash provided by/(used in) investment activities
Cash flow from financing activities
Repayment of deposits
Net cash used by financing activities

Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

- - = (223) - -
(36) (35) = (2) N (116)
36 35 - 225 - 116
6,686 7,456 - - - 4,893
6,686 7,456 - - - 4,893
(10,000)  (10,000) - (80,000) - (6,894)
(10,000)  (10,000) - (80,000) - (6,894)
4,713 7,257 - 80,000 - 2,001
1,399 4,713 - - - -
Greece Indonesia Iran, I.R. of Portugal
2004 2004 2004 2004

2005  (unaudited)

2005 (unaudited)

2005 (unaudited)

2005 (unaudited)

Cash flows from operating activities
Net income/ (loss)
Adjustments to reconcile net income to cash generated by operations

Changes in interest payable
Changes in interest receivable and other assets

Net cash used in operating activities
Cash flow from investment activities
Net disposal/ (acquisition) of investments
Net cash provided by/(used in) investment activities
Cash flow from financing activities
Repayment of deposits
Net cash used by financing activities

Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

- = 163 (52) - - = _
= (15) 28 an (23) - (10) (8)
- 15 (191) 69 23 = 10 8
- 4,968  (25,000) - 3429 120 1275 1,454
= 4,968 (25,000 - 3429 120 1275 1,454
- (7,000) - — (5,000 —  (2191) (1,753)
. (7,000) - — (5,000 - (2191) (1,753)
- 2,032 25000 25000 1,571 1,451 2,754 3,053
= = — 25000 - 1,571 1,838 2,754

The accompanying notes are an integral part of these financial statements.
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Poverty Reduction and Growth Facility Administered Accounts

Notes to the financial statements
as at April 30, 2005, and 2004

1. Nature of operations

At the request of certain member countries, the IMF established the Poverty
Reduction and Growth Facility Administered Accounts (“PRGF Administered
Accounts” or “Administered Accounts”) for the benefit of the Subsidy Account
of the PRGF Trust and PRGF-HIPC Trust Account. The Administered Accounts
comprise deposits made by contributors. The difference between interest
earned by the Administered Accounts and the interest payable on deposits is
transferred to the Subsidy Account of the PRGF Trust and PRGF-HIPC Trust
Account.

The resources of each Administered Account are held separately from the
assets of all other accounts of, or administered by, the IMF and may not be
used to discharge liabilities or to meet losses incurred in the administration
of other accounts.

2. Summary of significant accounting policies
Basis of accounting

The financial statements of the Administered Accounts are prepared in accor-
dance with International Financial Reporting Standards (IFRS). Specific
accounting principles and disclosure practices are explained further below.

The preparation of financial statements in conformity with IFRS requires
management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and lia-
bilities at the date of the financial statements and the reported amounts of
revenue and expenses during the reporting period. Actual results could differ
from those estimates.

Unit of account

The financial statements are expressed in terms of SDRs. The value of the
SDR is determined by the IMF each day by summing the values in U.S. dol-
lars, based on market exchange rates, of the currencies in the SDR valua-
tion basket. The IMF reviews the SDR valuation basket every five years. The
latest review was completed in October 2000 and the new composition of
the SDR valuation basket became effective on January 1, 2001. The curren-
cies in the basket as of April 30, 2005, and 2004 and their amounts were
as follows:

Currency Amount
Euro 0.4260
Japanese yen 21.0000
Pound sterling 0.0984
U.S. dollar 0.5770

As of April 30, 2005, one SDR was equal to 1.51678 U.S. dollars (1.45183
U.S. dollars as of April 30, 2004).

Cash and cash equivalents

Cash and cash equivalents include short-term deposits with a maturity of less
than ninety days. These deposits are denominated in SDRs or other curren-
cies and are carried at cost, which approximates fair value. Interest received
on these instruments varies and is based on prevailing market rates.
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Investments

Investments are made in debt securities which are classified as available-for-
sale securities.

The available-for-sale investments are measured initially at cost, including
transaction costs. Subsequent to initial recognition, all available-for-sale assets
are remeasured to fair value based on the quoted market price at the balance
sheet date. Gains and losses arising from a change in the fair value of avail-
able-for-sale investments are recognized in the statement of income.

Investment income comprises interest income and realized and unrealized
gains and losses on investments, including currency valuation differences
arising from exchange rate movements against the SDR.

Transfers

Internal transfers of resources within the IMF are accounted for under the
accrual method of accounting.

Administrative costs

The expenses of conducting the activities of the Administered Accounts are
incurred and borne by the General Resources Account of the IMF.

Accounting and reporting developments

In December 2003, the International Accounting Standards Board revised
International Accounting Standard 39, “Financial Instruments: Recognition
and Measurement,” which will become effective for financial year 2006.
Upon adoption of the revised standard, and as permitted by the transition
provisions, investments previously classified as available-for-sale will be
reclassified as securities at fair-value-through-profit-and-loss. After the
reclassification, changes in fair value of the investments would continue to
be recognized in the income statement.

Comparatives

When necessary, comparative figures have been reclassified to conform with
changes in the presentation of the current year.

3. Financial risk management

In conducting their operations, the PRGF Administered Accounts are exposed
to various types of risks, including interest rate and exchange rate risks.

Interest rate risk is the risk that future cash flows will fluctuate because

of changes in market interest rates. Interest rate risk on the PRGF Adminis-
tered Accounts’ investments is managed by limiting the investment portfolio to
a weighted-average effective duration that does not exceed three years.

Exchange rate risk is the exposure to the effects of fluctuations in the
prevailing foreign currency exchange rates on the PRGF Administered
Accounts’ financial position and cash flows. Exchange rate risk on the
investments is managed by investing in securities denominated in SDRs or
in the constituent currencies, with the same composition of the SDR valua-
tion basket.



4. Investments

Investments consisted of the following at April 30:

2005 2004
(In thousands of SDRs)
Fixed-term deposits 25,000 -
Debt securities 8,336 19,726
Total 33,336 19,726

The maturities of the Administered Accounts’ investments are as follows at

April 30:

2005 2004

(In thousands of SDRs)

Less than 1 year 32,833 19,395
1-3 years 503 331
Total 33,336 19,726
Investment income comprised the following at April 30:
2005 2004
(In thousands of SDRs)
Interest income 1,094 2,928
Realized losses, net (115) (696)
Unrealized (losses)/gains, net (119) 144
Total 860 2,376

5. Deposits
Austria

The Administered Account Austria was established on December 27, 1988,
for the administration of resources deposited in the account by the Austrian
National Bank. Two deposits (one of SDR 60.0 million made on December
30, 1988, and one of SDR 50.0 million made on August 10, 1995) are to
be repaid in ten equal semiannual installments beginning five and a half
years after the date of each deposit and ending at the end of the tenth
year after the date of each deposit. The deposits bear interest at a rate of
1% of 1 percent a year. The first deposit from Austria has been repaid in full.

Belgium

The Administered Account Belgium was established on July 27, 1988, for the
administration of resources deposited in the account by the National Bank of
Belgium. Four deposits (SDR 30.0 million made on July 29, 1988; SDR 35.0
million made on December 30, 1988; SDR 35.0 million made on June 30,
1989: and SDR 80.0 million made on April 29, 1994) have an initial matu-
rity of six months and are renewable by the IMF on the same basis. The final
maturity of each deposit, including renewals, will be ten years from the initial
dates of the individual deposits. The deposits bear interest at a rate of 2 of
1 percent a year. In accordance with an addendum to the account, effective
on July 24, 1998, the maturities of the first three deposits will be extended
by the National Bank of Belgium, for further periods of six months, provided
that the total maturity period of each deposit does not exceed five years. The
deposits are invested by the IMF as administrator, and the IMF as adminis-
trator pays the National Bank of Belgium interest on each deposit at an
annual rate of "4 of 1 percent. The difference between the interest paid to
the National Bank of Belgium and the interest earned on the deposits (net of
any cost to the IMF) was retained in the account and invested. As of January
31,2001, the Ministry of Finance of Belgium authorized a transfer of

SDR 8.2 million in net earnings to the PRGF-HIPC Trust. All deposits have
been repaid in full.
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Botswana

The Administered Account Botswana was established on July 1, 1994, for the
administration of resources deposited in the account by the Bank of
Botswana. The deposit, totaling SDR 6.9 million, is to be repaid in one install-
ment ten years after the date of deposit. The deposit bears interest at a rate of
2 percent a year. The deposit was repaid in full on March 1, 2004.

Greece

The Administered Account Greece was established on November 30, 1988,
for the administration of resources deposited in the account by the Bank of
Greece. Two deposits of SDR 35.0 million each (December 15, 1988, and
April 29, 1994) are to be repaid in ten equal semiannual installments
beginning five and a half years after the date of deposit and will be com-
pleted at the end of the tenth year after the date of the deposits. The
deposits bear interest at a rate of 2 of 1 percent a year. The two deposits
from Greece have been repaid in full.

Indonesia

The Administered Account Indonesia was established on June 30, 1994, for
the administration of resources deposited in the account by Bank Indonesia.
The deposit, totaling SDR 25.0 million, is to be repaid in one installment ten
years after the date the deposit was made. The interest payable on the
deposit is equivalent to that obtained for the investment of the deposit less 2
percent a year. Upon maturity in June 2004, the deposit was reinvested for
another ten years (according to the amendment of the instrument) and
investment income of 2 percent per annum (or any lesser amount if invest-
ment returns are below 2 percent) transferred to the PRGF-HIPC Trust.

Islamic Republic of Iran

The Administered Account Islamic Republic of Iran was established on June 6,
1994, for the administration of resources deposited in the account by the Cen-
tral Bank of the Islamic Republic of Iran (CBIRI). The CBIRI has made five
annual deposits, each of SDR 1.0 million. All of the deposits are to be repaid
at the end of ten years after the date of the first deposit. Each deposit bears
interest at a rate of 2 of 1 percent a year. All deposits have been repaid in full.

Portugal

The Administered Account Portugal was established on May 16, 1994, for the
administration of resources deposited in the account by the Banco de Portu-
gal (BdP). The BdP has made six annual deposits, each of SDR 2.2 million.
Each deposit is to be repaid in five equal annual installments beginning six
years after the date of the deposit and will be completed at the end of the
tenth year after the date of the deposit. Each deposit bears interest at a rate
of 12 of 1 percent a year.

6. Related-party transactions

The difference between the income earned by the Administered Accounts on
the amounts invested and the interest payable on the deposits of the
Administered Accounts, net of any cost, is transferred to the Subsidy
Account of the PRGF Trust and the PRGF-HIPC Trust Account. As of

April 30, 2005, and 2004, net investment income transferred from the
Administered Accounts to the Subsidy Account amounted to SDR 0.3 mil-
lion and SDR 1.9 million, respectively. Transfers to PRGF-HIPC Trust
amounted to SDR 0.3 million as of April 30, 2005 (there were no transfers
as of April 30, 2004).
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Deloitte.

Deloitte & Touche LLP

Suite 500

555 12th Street, N\W
Washington, DC 20004-1207
USA

Tel: +1202 879 5600

Fax +1 202 879 5309
www.deloitte com

Independent Audlitors’ Report

To the Board of Governors
of the International Monetary Fund
Washington, DC

We have audited the accompanying combined balance sheet of the Poverty Reduction and Growth Facility-Heavily Indebted Poor Countries Trust and Related
Accounts (the “Company”) as of April 30, 2005, and the related combined statements of income, changes in resources, and cash flows for the year then
ended. These combined financial statements are the responsibility of Company management. Our responsibility is to express an opinion on these combined
financial statements based on our audit. The Company’s combined financial statements as of and for the year ended April 30, 2004, were audited by other
auditors, whose report dated June 7, 2004, expressed an unqualified opinion on those statements.

We conducted our audit in accordance with International Standards on Auditing and auditing standards generally accepted in the United States of Amenca.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of matenal mis-
statement. An audit includes consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal control over financial reporting. Accordingly,
we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for our opinion.

In our opinion, such 2005 financial statements present fairly, in all material respects, the combined financial position of the Poverty Reduction and Growth
Facility-Heavily Indebted Poor Countries Trust and Related Accounts at April 30, 2005, and the combined results of their operations and their cash flows for
the year then ended in conformity with International Financial Reporting Standards.

Our audit was conducted for the purpose of forming an opinion on the basic 2005 combined financial statements taken as a whole. The supplemental
schedules listed on pages 204 to 207 are presented for the purpose of additional analysis and are not a required part of the basic combned financial state-
ments. These schedules are the responsibility of Company management. Such 2005 schedules have been subjected to the auditing procedures applied in
our audit of the basic combined financial statements and, in our opinion, are fairly stated in all material respects when considered in relation to the basic
combined financial statements taken as a whole. The 2004 schedules were subjected to auditing procedures by other auditors, whose report dated June 7,
2004, referred to above, stated that such information is fairly stated in all material respects when considered in relation to the basic 2004 combined finan-
cial statements taken as a whole.

p/mz o ovecke LLF

June 14, 2005

Member of
Deloitte Touche Tohmatsu
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PRGF-HIPC Trust and Related Accounts

Combined balance sheets
as at April 30, 2005, and 2004

(In thousands of SDRs)

Financial statements | VI

2005 2004
Assets
Cash and cash equivalents . ................. ooy 503,226 590,613
Investments (NOte 4) .. ... oo 705,406 569,013
Interest receivable ... ... ...t 2,272 1,311
TORAI ASSOLS .o ovne o s 6 5 5 S aavinsi & 5 5 5 5 § AOFH § 5§ § 5 § srompma 1,210,904 1,160,937
Liabilities and resources
Borrowings (NOte 5) ..o vv ittt 610,324 612,918
Interest:payable’ it s s x5« shesiuses o s 4 ¢ @ 0 i 0 0 5 o e 1277 1,319
TOLEN HABIIHES ..ocone v s o o oo womsmimamse e 0 6 6 o 6 SEESHETR & % 4 5 % a5l 611,601 614,237
RESOUICES: 5 & & oo 5 5 5 © & & @ suwsossis & & + 8 5 SHemakaia ‘s & o = 1 9 o saigni 599,303 546,700
Total liabilities and resources .. ................ovuuennn 1,210,904 1,160,937
The accompanying notes are an integral part of these financial statements.
/s/ Michael G. Kuhn /s/ Rodrigo de Rato
Director, Finance Department Managing Director
PRGF-HIPC Trust and Related Accounts
Combined statements of income and changes in resources
for the years ended April 30, 2005, and 2004
(In thousands of SDRs)
2005 2004
Balance, beginning of theyear ............... ... .. ..t 546,700 718,634
Investmentincome (Note 6) . . .......... ..o 22,408 20,879
INtErESt EXPENSE . ..t v vt et ettt ettt (2,053) (2,075)
Other XPENSES . . .. v vttt ettt ettt (254) (339)
Operational iINCOME . . ......ovviiiiiiiiiiii e 20,101 18,465
Contributions received ... ... ... 24,456 27,287
DISDUISEMENTS . o vttt e e et e e e (156,051) (275,141)
Transfers from the Special Disbursement Account . ............. 164,097 57,455
Net income (loss)/changes in resources . ................. 52,603 (171,934)
Balance, end Of the Year .. .cuwiesss csssmmpnns sy s swmmen i 599,303 546,700

The accompanying notes are an integral part of these financial statements.
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PRGF-HIPC Trust and Related Accounts

Combined statements of cash flows
for the years ended April 30,2005, and 2004

(In thousands of SDRs)

2004
2005 (Unaudited)
Cash flows from operating activities
Netincome/(10SS) ... ..o 52,603 (171,934)
Adjustments to reconcile net income to cash generated by operations
Change in interest receivable ...t (961) 2,869
Change ininterest payable . ........ ... ... ... (42) 21
Foreign currency translation: Investments . ......................c..i.... (9, 406) (5,573)
Borrowings ... 9,406 5,573
Net cash provided by/(used in) operating activities . ... ................... 51,600 (169,044)
Cash flows from investment activities
Net movement of investments . ........... .. ... . . ... (126,987) (246,511)
Net cash used in investment activities . . .................... ... ... ....... (126,987) (246,511)
Cash flows from financing activities
BOTTOWINES 505 5 66 55 6 6005555 5 ¥ £ 50850000 4 x4 & 5 ¥ rumemsnanss o 5 # 5 5 B & 2 2 & 5 0 3,000 6,220
Repayment of borrowing .. ... ... ... (15,000) -
Net cash (used in)/provided by financing activities ......................... (12,000) 6,220
Cash and cash equivalents, beginningofyear ............................... 590,613 999,948
Cash and cash equivalents,endofyear ..................coiiiiinennn. 503,226 590,613

The accompanying notes are an integral part of these financial statements.
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PRGF-HIPC Trust and Related Accounts

Notes to the financial statements
as at April 30, 2005, and 2004

1. Nature of operations

The Trust for Special PRGF Operations for the Heavily Indebted Poor Coun-
tries and for Interim PRGF Subsidy Operations (the PRGF-HIPC Trust or the
Trust) and Related Accounts comprise the PRGF-HIPC Trust Account, the
Umbrella Account for HIPC Operations, and the Post-SCA-2 Administered
Account. The PRGF-HIPC Trust Account comprises three subaccounts: the
PRGF-HIPC, PRGF and HIPC subaccounts. Combining balance sheets and
income statements and changes in resources for each of these accounts are
provided in Note 10. Transactions between the above accounts are elimi-
nated on combination in the combined balance sheets and combined
income statements and changes in resources.

PRGF-HIPC Trust

The PRGF-HIPC Trust, for which the IMF is Trustee, was established on Febru-
ary 4, 1997, to provide balance of payments assistance to low-income
developing members by making grants or loans to eligible members for the
purpose of reducing their external debt burden and for interim PRGF subsidy
purposes. The resources of the PRGF-HIPC Trust are held separately from the
assets of all other accounts of, or administered by, the IMF and may not be
used to discharge liabilities or to meet losses incurred in the administration
of other accounts.

The operations of the PRGF-HIPC Trust are conducted through the PRGF-HIPC
Trust Account and the Umbrella Account for HIPC Operations.

PRGF-HIPC Trust Account and Related Accounts

The resources of the PRGF-HIPC Trust Account consist of grant contributions,
borrowings, and other types of investments made by contributors; amounts
transferred by the IMF from the Special Disbursement Account and the Gen-
eral Resources Account; and net earnings from investment of resources held
in the PRGF-HIPC Trust Account.

The PRGF-HIPC subaccount holds resources that can finance either HIPC oper-
ations or interim PRGF subsidy operations; the PRGF subaccount holds
resources earmarked for interim PRGF subsidy operations, while the HIPC sub-
account holds resources earmarked for HIPC operations. PRGF-HIPC subac-
count resources used to finance HIPC operations through the HIPC subaccount
are repayable to the PRGF-HIPC subaccount and bear interest at a rate equal
to the average return on investments in the Special Disbursement Account.

The resources held in the PRGF-HIPC Trust Account are to be used by the
Trustee to make grants or loans to eligible members that qualify for assis-
tance under the HIPC Initiative and for subsidizing the interest rate on
interim PRGF operations to PRGF-eligible members.

Umbrella Account for HIPC Operations

The Umbrella Account for HIPC Operations (the Umbrella Account) receives
and administers the proceeds of grants or loans made to eligible members
that qualify for assistance under the terms of the PRGF-HIPC Trust. Within the
Umbrella Account, resources received are administered through the estab-
lishment of subaccounts for each eligible member upon the approval of dis-
bursements under the PRGF-HIPC Trust.

The resources of a subaccount of the Umbrella Account consist of

(1) amounts disbursed from the PRGF-HIPC Trust Account as grants or
loans for the benefit of a member, and (2) net earnings from investment
of the resources held in the subaccount.

The resources held in a subaccount of the Umbrella Account are to be used
to meet the member’s debt obligations to the IMF, or accounts administered
by it, in accordance with the schedule agreed upon by the Trustee and the

member for the use of the proceeds of the PRGF-HIPC Trust disbursements.

Post-SCA-2 Administered Account

The Post-SCA-2 Administered Account, which is administered by the IMF on
behalf of members, was established on December 8, 1999, for the tempo-
rary administration of resources transferred by members following the termi-
nation of the second Special Contingent Account (SCA-2) in the General
Department of the IMF, prior to the final disposition of those resources.

Resources received from a member's cumulative SCA-2 contributions,
together with the member’s pro rata share of investment returns, shall be
transferred to the PRGF-HIPC Trust or to the member, in accordance with the
member's instructions. The assets held in the Post-SCA-2 Administered
Account are held separately from the assets and property of all other
accounts of, or administered by, the IMF and may not be used to discharge
liabilities or to meet losses incurred in the administration of other accounts.

2. Summary of significant accounting policies
Basis of accounting

The financial statements of the PRGF-HIPC Trust and Related Accounts are
prepared in accordance with International Financial Reporting Standards
(IFRS). Specific accounting principles and disclosure practices are explained
further below.

The preparation of financial statements in conformity with IFRS requires
management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and lia-
bilities at the date of the financial statements and the reported amounts of
revenue and expenses during the reporting period. Actual results could differ
from those estimates.

Unit of account

The financial statements are expressed in terms of SDRs. The value of the
SDR is determined by the IMF each day by summing the values in U.S. dol-
lars, based on market exchange rates, of the currencies in the SDR valuation
basket. The IMF reviews the SDR valuation basket every five years. The latest
review was completed in October 2000 and the new composition of the SDR
valuation basket became effective on January 1, 2001.The currencies in the
basket as of April 30, 2005, and 2004 and their amounts were as follows:

Currency Amount
Euro 0.4260
Japanese yen 21.0000
Pound sterling 0.0984
U.S. dollar 0.5770
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As of April 30, 2005, one SDR was equal to 1.51678 U.S. dollars (one SDR
was equal to 1.45183 U.S. dollars as of April 30, 2004).

Foreign currency translation

Foreign currency transactions are recorded at the rate of exchange on the
date of the transaction. At the balance sheet date, monetary assets and lia-
bilities denominated in foreign currencies are reported using the closing
exchange rates. Exchange differences arising from the settlement of transac-
tions at rates different from those at the originating date of the transaction
and unrealized foreign exchange differences on unsettled foreign currency
monetary assets and liabilities are included in the determination of net
income.

Cash and cash equivalents

Cash and cash equivalents include short-term deposits with a maturity of
less than ninety days. These deposits are denominated in SDRs or other cur-
rencies and are carried at cost, which approximates fair value. Interest
received on these instruments varies and is based on prevailing market
rates.

Investments

Investments are made in fixed-term deposits; domestic government bonds
of the euro zone, Japan, the United Kingdom, and the United States; and
obligations of multilateral organizations. For deposits, the Trust may invest
only in obligations issued by institutions with a credit rating of A and
above. For other investments, the Trust may invest only in obligations issued
by an agency of a government and a multilateral organization with a mini-
mum credit rating of AA.

Investments in debt securities, classified as available-for-sale securities, are
measured initially at cost, including transaction costs. Subsequent to initial
recognition, all available-for-sale assets are remeasured to fair value, based
on the quoted market price at the balance sheet date. Gains and losses aris-
ing from a change in the fair value of available-for-sale investments are rec-
ognized in the statement of income.

Investment income comprises interest income and realized and unrealized
gains and losses on investments, including currency valuation differences
arising from exchange rate movements against the SDR.

Contributions

Contributions are reflected as increases in resources and are subject to bilat-
eral agreements stipulating how the resources are to be used.

Transfers

Internal transfers of resources within the IMF are accounted for under the
accrual method of accounting.

Administrative costs

The expenses of conducting activities of the Trust and related accounts are
borne by the General Resources Account of the IMF.

Comparatives

When necessary, comparative figures have been reclassified to conform with
changes in the presentation of the current year.
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Accounting and reporting developments

In December 2003, the International Accounting Standards Board revised
International Accounting Standard 39, “Financial Instruments: Recognition
and Measurement,” which will become effective for financial year 2006. Upon
adoption of the revised standard, and as permitted by the transition provi-
sions, investments previously classified as available-for-sale will be reclassi-
fied as securities at fair-value-through-profit-and-loss. After the
reclassification, changes in fair value of the investments would continue to
be recognized in the income statement.

3. Financial risk management

In providing financial assistance to eligible country members and conducting
its operations, the Trust is exposed to various types of risks, including interest
rate and exchange rate risks.

Interest rate risk is the risk that future cash flows will fluctuate because of
changes in market interest rates. Interest rate risk on the Trust's investments
is managed by limiting the investment portfolio to a weighted-average effec-
tive duration that does not exceed three years.

Exchange rate risk is the exposure to the effects of fluctuations in the prevail-
ing foreign currency exchange rates on the Trust’s financial position and cash
flows. Exchange rate risk on the Trust's investments is managed by investing
in securities denominated in SDRs or in the constituent currencies, with the
same composition of the SDR valuation basket.

4. Investments

Investments consisted of the following at April 30:

2005 2004
(In thousands of SDRs)
Fixed-term deposits 414,213 254,807
Debt securities 291,193 314,206
Total 705,406 569,013
The maturities of the investments are as follows at April 30:
2005 2004
(In thousands of SDRs)
Less than 1 year 687,839 564,272
1-3 years 17,567 4,741
Total 705,406 569,013

5. Borrowings

The Trust borrows on such terms and conditions as agreed between the Trust
and the lenders. Interest rates on borrowings at April 30, 2005, and 2004
varied between O percent and 2 percent a year. The principal amounts of the
borrowings are repayable in one installment at their maturity dates. Sched-
uled repayments of borrowings are summarized below:

Financial year
ending April 30

(In thousands of SDRs)

2006 _
2007 310
2008 20,066
2009 25,000
2010 277,416
2011 and beyond 287,532

Total 610,324




Borrowings, excluding the effect of foreign currency fluctuations, during the
financial year ended April 30, 2005, amounted to SDR 3.0 million (SDR 6.2
million for the financial year ended April 30, 2004). During the year ended
April 30, 2005, repayments amounted to SDR 15.0 million (none in 2004).

6. Investment income

Investment income at April 30 comprised:

2005 2004
(In thousands of SDRs)
Interest income 27,873 25,978
Realized losses, net (3,418) (7,722)
Unrealized (losses)/gains, net (2,087) 2,619
Exchange rate gains, net 40 4
Total 22,408 20,879

7. Transfers receivable and payable

At April 30, 2005, the HIPC subaccount had transfers payable to the PRGF-
HIPC subaccount arising from past disbursements to the Umbrella Account
under the HIPC Initiative in the amount of SDR 1,316.0 million, including
interest (SDR 1,012.0 million at April 30, 2004). Interest payable between
subaccounts is eliminated on combination.

8. Related-party transactions

The expenses of conducting the business of the Trust are paid by the General
Resources Account of the IMF.

Financial statements | VI

Cumulative transfers from the Special Disbursement Account of the IMF to
the PRGF-HIPC Trust amounted to SDR 573.8 million as of April 30, 2005
(SDR 409.7 million as of April 30, 2004). The PRGF-HIPC Trust also receives
contributions from member countries that had placed deposits in the Poverty
Reduction and Growth Facility Administered Accounts. Net investment income
transferred from the Poverty Reduction and Growth Facility Administered
Account to the PRGF-HIPC Trust amounted to SDR 0.3 million for financial
year 2005 (none in 2004).

9. Subsequent event

On June 11, 2005, the G-8 finance ministers proposed an initiative that
would involve debt relief, leading to full debt cancellation of outstanding
obligations, of member countries eligible for HIPC assistance. Under this
proposal, the cost of meeting the obligations of the eligible members
would be met from existing IMF resources. In situations where other exist-
ing and projected debt relief obligations cannot be met from existing IMF
resources (for example, for the protracted arrears cases such as Liberia,
Somalia, and Sudan), donors have committed to providing the extra
resources necessary. IMF resources that will be considered to finance this
debt relief operation consist of available resources already earmarked to
provide debt relief or provide concessional financing (SDA, PRGF, and
PRGF-HIPC resources) for an estimated amount of approximately

SDR 4.0 billion as of April 30, 2005. The precise modalities of the pro-
posal have not yet been developed. The G-8 finance ministers call upon all
shareholders to support the debt relief proposals, which would be put to
the 2005 Annual Meetings.
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Schedule 1
Post-SCA-2 Administered Account
Holdings, interest, and transfers
for the year ended April 30, 2005
(In thousands of SDRs)
Balance Transfers to Balance
Member beginning of year Interest earned PRGF-HIPC Trust end of year
Argentina 5,514 116 - 5,630
Dominican Republic 1,020 22 - 1,042
Jordan 1,159 24 - 1,183
Trinidad and Tobago 2,490 52 - 2,542
Vanuatu 49 1 - 50
Venezuela 30,358 639 - 30,997
Total at April 30, 2005 40,590 854 = 41,444
Schedule 2
PRGF-HIPC Trust Account
Contributions and transfers
for the years ended April 30, 2005, and 2004
(In thousands of SDRs)
Subaccount
PRGF-HIPC PRGF HIPC Combined
Period ended April 30, 2004
Belgium 3,745 - - 3,745
Belize 20 - - 20
Fiji 21 - - 21
Latvia 142 - - 142
Mexico 7914 - - 7914
Netherlands - 3,683 — 3,683
Nigeria 734 = - 734
Norway 1,156 - — 1,156
Poland 2,630 - - 2,630
South Africa 4,000 - - 4,000
St. Vincent and the Grenadines 11 - - 11
Switzerland 3,228 - - 3,228
Tonga 3 - - 3
23,604 3,683 - 27,287
Transfers from SDA 57,700 — - 57,700
81,304 3,683 - 84,987
Period ended April 30, 2005
Belgium 3,731 - - 3,731
Belize 20 - - 20
Mexico 8,119 - - 8,119
Netherlands - 3,790 - 3,790
Norway 1,089 - - 1,089
Indonesia 251 - - 251
Poland 258 - - 258
South Africa 4,000 - - 4,000
St. Vincent and the Grenadines 11 - - 11
Switzerland 3,187 - - 3,187
20,666 3,790 - 24,456
Transfers from SDA 164,097 - - 164,097
184,763 3,790 - 188,553
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Schedule 3
Umbrella Account for HIPC Operations
Grants, interest, disbursements, and changes in resources
for the years ended April 30, 2005, and 2004
(In thousands of SDRs)
Grants from
Opening PRGF-HIPC Interest Ending
Member balance Trust Account earned Disbursements balance
Period ended April 30, 2004
Benin 9,687 - 122 4,553 5,256
Bolivia 32,046 - 459 8,858 23,647
Burkina Faso 20,636 - 266 10,019 10,883
Cameroon 422 3,019 22 1,474 1,989
Chad 17 2,850 15 2,390 492
Congo, Democratic Republic of the - 1,131 9 567 573
Ethiopia 2,116 18,765 33 3,662 17,252
Gambia, The 40 - - 39 1
Ghana 170 15,150 114 15,253 181
Guinea 916 - 6 894 28
Guinea-Bissau 5 - - - 5
Guyana 9,906 23,741 255 8,093 25,809
Honduras 31 4,300 11 1 4,341
Madagascar 2,198 609 16 2,195 628
Malawi 24 4,628 23 2,847 1,828
Mali 33,975 - 291 8,881 25,385
Mauritania 16,883 - 221 6,949 10,155
Mozambique 47,511 - 693 9,178 39,026
Nicaragua 1,232 69,275 264 3,571 67,200
Niger 1,824 18,239 33 4,753 15,343
Rwanda 87 - 1 8 80
Senegal 27 25,636 39 6,174 19,528
Sierra Leone 14,095 14,750 125 23,601 5,369
Tanzania 55,688 - 729 15,775 40,642
Uganda 52,946 - 696 17,273 36,369
Zambia 118,827! - 783 118,133 1,477
421,309 202,093 5,226 275,141 353,487
Period ended April 30, 2005
Benin 5,256 - 75 2,885 2,446
Bolivia 23,647 - 362 11,294 12,715
Burkina Faso 10,883 11,595 229 10,485 12,222
Cameroon 1,989 - 18 1,984 23
Chad 492 1,375 5 808 1,064
Congo, Democratic Republic of the 573 1,131 16 1,138 582
Ethiopia 17,252 19,364 359 3,603 33,372
Gambia, The 1 - - 1 -
Ghana 181 69,239 900 13,866 56,454
Guinea 28 - 1 1 28
Guinea-Bissau 5 - - - 8
Guyana 25,809 17 434 8,744 17,516
Honduras 4,341 13,860 68 6,899 11,370
Madagascar 628 10,804 86 2,115 9,403
Malawi 1,828 - 10 1,810 28
Mali 25,385 - 429 9,133 16,681
Mauritania 10,155 - 163 3,827 6,491
Mozambique 39,026 - 678 9,313 30,391
Nicaragua 67,200 - 1,202 13,883 54,519
Niger 15,343 12,205 297 6,118 21,727
Rwanda 80 23,843 82 3,918 20,087
Senegal 19,528 4,602 301 13,181 11,250
Sierra Leone 5,369 - 51 5,357 63
Tanzania 40,642 - 678 9,879 31,441
Uganda 36,369 - 543 15,183 21,729
Zambia 1,4771 117,200 303 626 118,354
353,487 285,235 7,290 156,051 489,961

!Includes an additional grant contribution by the Netherlands to Zambia in the context of the HIPC Initiative.
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Schedule 4
PRGF-HIPC Trust Account
Cumulative contributions and transfers
as at April 30, 2005
(In thousands of SDRs)
Subaccount

Member PRGF-HIPC PRGF HIPC Combined
Algeria 412 - - 412
Australia - - 17,019 17,019
Austria - - 9,981 9,981
Bangladesh 1,163 - - 1,163
Barbados 250 - - 250
Belgium 25,930 - - 25,930
Belize 140 - - 140
Brazil 11,033 - - 11,033
Brunei Darussalam 4 - — 4
Cambodia 27 - - 27
Canada 32,929 - - 32,929
China 13,132 - - 13,132
Colombia 13 - - 13
Croatia 31 - - 31
Cyprus 544 - - 544
Denmark 13,068 - - 13,068
Egypt 37 - - 37
Estonia 372 - - 372
Fiji 21 - - 21
Finland 2,583 - - 2,583
France 55,892 - - 55,892
Gabon 458 - - 458
Greece 2,200 - - 2,200
Iceland 643 - - 643
India 390 - - 390
Indonesia 375 - — 375
Ireland 3,937 - - 3,937
Israel 1,189 - - 1,189
Italy 43,309 - - 43,309
Jamaica 1,800 - - 1,800
Japan 98,355 - - 98,355
Korea 10,625 - - 10,625
Kuwait 108 - - 108
Latvia 710 - - 710
Luxembourg 488 - - 488
Malaysia 478 - - 478
Malta 706 - - 706
Mauritius 40 - - 40
Mexico 39,977 - - 39,977
Morocco 49 - — 49
Netherlands - 23,809 16,3471 40,156
New Zealand 1,158 - — 1,158
Nigeria 6,150 - - 6,150
Norway 12,942 - - 12,942
Oman 73 - - 13
Pakistan 105 - - 105
Philippines 4,500 - - 4,500
Poland 5,000 - - 5,000
Portugal 4,430 - - 4,430
Russian Federation 10,200 - - 10,200
Samoa 3 - - 3
San Marino 32 — - 32
Saudi Arabia 978 - — 978
Singapore 249 - — 249
Slovak Republic 2,669 - - 2,669
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Schedule 4 (concluded)
PRGF-HIPC Trust Account
Cumulative contributions and transfers
as at April 30, 2005
(In thousands of SDRs)
Subaccount

Member PRGF-HIPC PRGF HIPC Combined
Slovenia g11 - - 311
South Africa 20,895 - = 20,895
Spain 16,550 - - 16,550
Sri Lanka 12 - - 12
St. Vincent and the Grenadines 55 - e 55
Swatziland 20 - - 20
Sweden 5,322 - - 5322
Switzerland 16,015 - - 16,015
Thailand 350 - - 350
Tonga 3 - - 3
Tunisia 136 - - 136
United Arab Emirates 353 - - 353
United Kingdom 23,551 - 33,837 57,388
United States - - 221,932 221,932
Vietnam 10 - - 10
495,490 23,809 299,116 818,415
Transfers from SDA 573,794 - - 573,794
Transfers from GRA 72,456 - - 72,456
646,250 - - 646,250
1,141,740 23,809 299,116 1,464,665

!includes an additional grant contribution by the Netherlands to Zambia in the context of the HIPC Initiative.
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Deloitte.

Deloitte & Touche LLP

Suite 500

555 12th Street, NW
Washington, DC 20004-1207
USA

Tel: +1 202 879 5600

Fax: +1202 879 5309
www.deloitte.com

Independent Auditors’ Report

To the Board of Governors
of the International Monetary Fund
Washington, DC

We have audited the accompanying balance sheet as of Apnl 30, 2005, and the related statements of income, changes in resources, and cash flows for the
year then ended of the following entities:

Other Administered Accounts (the “Accounts”)

+ Administered Account Japan

- Administered Account for Selected Fund Activities - Japan

+ Framework Administered Account for Technical Assistance Activities

- Administered Account - Spain

- Supplementary Financing Facility Subsidy Account

- The Post-Conflict and Natural Disaster Emergency Assistance Subsidy Account

These financial statements are the responsibility of Accounts management. Qur responsibility is to express an opinion on these financial statements based
on our audit. The Accounts’ financial statements as of and for the year ended April 30, 2004, were audited by other auditors, whose report dated June 7,
2004, expressed an unqualified opinion on those statements.

We conducted our audit in accordance with International Standards on Auditing and auditing standards generally accepted in the United States of Amenca.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material mis-
statement. An audit includes consideration of internal control over financial reporting as a basis for designing audit procedures that are appropnate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Accounts’ internal control over financial reporting. Accordingly, we
express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for our opinion.

In our opinion, such 2005 financial statements present fairly, in all material respects, the financial position of the Other Administered Accounts at April 30,
2005, and the results of their operations and their cash flows for the year then ended in conformity with International Financial Reporting Standards.

DA/ Alle & /oveck. LLF

June 14, 2005

Member of
Deloitte Touche Tohmatsu
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Other Administered Accounts
Notes to the financial statements

as at April 30, 2005, and 2004

1. Nature of operations

At the request of members, the IMF has established special purpose
accounts to administer contributed resources and to perform financial and
technical services consistent with the purposes of the IMF. The assets of
each account and each subaccount are separate from the assets of all
other accounts of, or administered by, the IMF and are not to be used to
discharge liabilities or to meet losses incurred in the administration of other
accounts.

Administered Account Japan

At the request of Japan, the IMF established an account on March 3, 1989,
to administer resources made available by Japan or other countries with
Japan’s concurrence that are to be used to assist certain members with over-
due obligations to the IMF. The resources of the account are to be disbursed
in amounts specified by Japan and to members designated by Japan.

Administered Account for Selected Fund Activities—Japan

At the request of Japan, the IMF established the Administered Technical
Assistance Account—Japan on March 19, 1990, to administer resources
contributed by Japan to finance technical assistance to member countries.
OnJuly 21, 1997, the account was renamed the Administered Account for
Selected Fund Activities—Japan and amended to include the administration
of resources contributed by Japan in support of the IMF's Regional Office for
Asia and the Pacific (OAP). The resources of the account designated for
technical assistance activities are used with the approval of Japan and
include the provision of scholarships. The resources designated for the OAP
are used as agreed between Japan and the IMF for certain activities of the
IMF with respect to Asia and the Pacific through the OAP. Disbursements can
also be made from the account to the General Resources Account to reim-
burse the IMF for qualifying technical assistance projects and OAP
expenses.

Framework Administered Account for Technical
Assistance Activities

The Framework Administered Account for Technical Assistance Activities (“the
Framework Account”) was established by the IMF on April 3, 1995, to receive
and administer contributed resources that are to be used to finance techni-
cal assistance consistent with the purposes of the IMF. The financing of tech-
nical assistance activities is implemented through the establishment and
operation of subaccounts within the Framework Account. Resources are to
be used in accordance with the written understandings between the contrib-
utor and the Managing Director. Disbursements can also be made from the
Framework Account to the General Resources Account to reimburse the IMF
for its costs incurred on behalf of technical assistance activities financed by
resources from the Framework Account.

Subaccount for Japan Advanced Scholarship Program

At the request of Japan, this subaccount was established on June 6, 1995,
to finance the cost of studies and training of nationals of member countries
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in macroeconomics and related subjects at selected universities and institu-
tions. The scholarship program focuses primarily on the training of nationals
of Asian member countries, including Japan.

Rwanda—Macroeconomic Management Capacity Subaccount

At the request of Rwanda, this subaccount was established on
December 20, 1995, to finance technical assistance to rehabilitate and
strengthen Rwanda’s macroeconomic management capacity.

Australia—IMF Scholarship Program for Asia Subaccount

At the request of Australia, this subaccount was established on June 5,
1996, to finance the cost of studies and training of government and central
bank officials in macroeconomic management so as to enable them to con-
tribute to their countries” achievement of sustainable economic growth and
development. The program focuses primarily on the training of nationals of
Asian countries.

Switzerland Technical Assistance Subaccount

At the request of Switzerland, this subaccount was established on August
27,1996, to finance the costs of technical assistance activities of the IMF
that consist of policy advice and training in macroeconomic management.

French Technical Assistance Subaccount

At the request of France, this subaccount was established on September 30,
1996, to cofinance the costs of training in economic fields for nationals of
certain member countries.

Denmark Technical Assistance Subaccount

At the request of Denmark, this subaccount was established on August 25,
1998, to finance the costs of technical assistance activities of the IMF that
consist of advising on policy and administrative reforms in the fiscal, mone-
tary, and related statistical fields.

Australia Technical Assistance Subaccount

At the request of Australia, this subaccount was established on March 7,
2000, to finance the costs of technical assistance activities of the IMF that
consist of advising on the design of policy and administrative reforms in the
fiscal, monetary, and related statistical fields, as well as to provide training in
the formulation and implementation of macroeconomic and financial
policies.

The Netherlands Technical Assistance Subaccount

At the request of the Netherlands, this subaccount was established on

July 27,2000, to finance projects that seek to enhance the capacity of the
members to formulate and implement policies in the macroeconomic, fiscal,
monetary, financial, and related statistical fields, including training programs
and projects that strengthen the legal and administrative framework in these
core areas.



The United Kingdom Department for International Development
(DFID) Technical Assistance Subaccount

At the request of the United Kingdom, this subaccount was established on
June 29, 2001, to finance projects that seek to enhance the capacity of the
members to formulate and implement policies in the macroeconomic, fiscal,
monetary, financial, and related statistical fields, including training programs
and projects that strengthen the legal and administrative framework in these
core areas.

Italy Technical Assistance Subaccount

At the request of Italy, this subaccount was established on November 16,
2001, to finance projects that seek to enhance the capacity of certain mem-
bers to formulate and implement policies related to fiscal, financial, and sta-
tistical standards and codes, including training programs and projects that
strengthen the legal and administrative framework in these core areas.

Pacific Financial Technical Assistance Centre Subaccount

At the request of Australia and New Zealand, this subaccount was estab-
lished on May 22, 2002, to finance activities of the Pacific Financial Techni-
cal Assistance Centre that seek to enhance the capacity of Pacific island
countries and territories to formulate and implement policies related to
macroeconomic, fiscal, monetary, financial, and statistical fields, including
training and activities that strengthen the legal and administrative framework
in these core areas.

Africa Regional Technical Assistance Centers Subaccount

At the request of France, Germany, Italy, the Netherlands, Norway, Sweden,
and the United Kingdom, this subaccount was established on August 9,
2002, to finance activities of the Africa Regional Technical Assistance Cen-
ters that seek to support the Poverty Reduction Strategy Paper process in
sub-Saharan African countries by fostering the capacity for sound macro-
economic management, strong fiscal institutions and financial systems, and
timely and accurate collection and dissemination of economic data, includ-
ing training and activities that strengthen the legal and administrative
framework in these core areas. The resources of this subaccount are con-
tributed by the above governments and other governments or official agen-
cies, including the Russian Federation, Luxembourg, China, and Switzerland,
that reached an understanding with the IMF subsequent to the establish-
ment.

Sweden Technical Assistance Subaccount

At the request of Sweden, this subaccount was established on November 25,
2002, to finance projects that seek to enhance the capacity of members to
formulate and implement policies in the macroeconomic, fiscal, monetary,
financial, and related statistical fields, including training programs and proj-
ects that strengthen the legal and administrative framework in these core
areas.

China Technical Assistance Subaccount

At the request of the People’s Republic of China, this subaccount was estab-
lished on May 23, 2003, to finance projects that seek to enhance the capac-
ity of members to formulate and implement policies in the macroeconomic,
fiscal, monetary, financial, and related statistical fields, including training
programs and projects that strengthen the legal and administrative frame-
work in these core areas.
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Technical Assistance Subaccount for Iraq

At the request of Australia, Canada, Italy, and the United Kingdom, this sub-
account was established on July 22, 2003, to finance technical assistance
activities that seek to enhance the capacity of Iraq to formulate and imple-
ment policies in the macroeconomic, fiscal, monetary, financial, and related
statistical fields, including training programs and activities that strengthen
the legal and administrative framework in these core areas. The resources of
this subaccount are contributed by the above governments and the govern-
ment of Sweden, which reached an understanding with the IMF subsequent
to the establishment.

Canada Technical Assistance Subaccount

At the request of Canada, this subaccount was established on January 28,
2004, to finance projects that seek to enhance the capacity of members to
formulate and implement policies in the macroeconomic, fiscal, monetary,
financial, and related statistical fields, including training programs and proj-
ects that strengthen the legal and administrative framework in these core
areas.

Middle East Regional Technical Assistance Center Subaccount

At the request of France and Lebanon, this subaccount was established on
August 20, 2004, to finance the technical assistance activities of the Middle
East Regional Technical Assistance Center (METAC). METAC seeks to support
the efforts of the participating countries/territories to achieve effective
macroeconomic management, strong fiscal institutions and financial sys-
tems, and timely and accurate collection and dissemination of economic
data, including training and activities that strengthen the legal and adminis-
trative framework in these areas. The current METAC’s participating coun-
tries/territories include the Islamic Republic of Afghanistan, Iraq, Jordan,
Lebanon, Libya, Sudan, Syria, West Bank and Gaza, and Yemen. The
resources of this subaccount are contributed by the above governments and
other governments or official agencies, including Egypt and Kuwait, that
reached an understanding with the IMF subsequent to the establishment.

Technical Assistance Subaccount to Support Macroeconomic
and Financial Policy Formulation and Management

At the request of Norway, this subaccount was established on September 29,
2004, to finance projects that seek to enhance the capacity of members to
formulate and implement policies in the macroeconomic, fiscal, monetary,
financial, and related statistical fields, including training programs and proj-
ects that strengthen the legal and administrative framework in these core
areas. The activities to be financed from the Subaccount will seek in the first
instance to enhance the capacity of Poverty Reduction and Growth Facility—
eligible countries to formulate and implement the strategies needed to
achieve the goals described in their Poverty Reduction Strategy Papers in
those core areas of competence of the Fund, including strengthening their
anti-money-laundering and countering-the-financing-of-terrorism legislation
and implementation capacity, and improving central bank functions and
operations in low-income countries.

Spain Technical Assistance Subaccount

At the request of Spain, this subaccount was established on March 2, 2005,
to finance projects that seek to enhance the capacity of members to formu-
late and implement policies in the macroeconomic, fiscal, monetary, financial,
and related statistical fields, including training programs and projects that
strengthen the legal and administrative framework in these core areas.
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Administered Account—Spain

At the request of Spain, the IMF established an account on March 20, 2001,
to receive and disburse resources up to $1 billion contributed by Spain for
Argentina. The resources of this account are to be used to assist Argentina in
the implementation of the adjustment program supported by the IMF under
the Stand-By Arrangement for Argentina approved on March 10, 2000, and
augmented on January 12, 2001.

Supplementary Financing Facility Subsidy Account

The Supplementary Financing Facility Subsidy Account administered by
the IMF was established in December 1980 to assist low-income develop-
ing country members to meet the costs of using resources made available
through the IMF’s Supplementary Financing Facility and under the policy
on exceptional use. All repurchases due under these policies were sched-
uled for completion by January 31, 1991, and the final subsidy payments
were approved in July 1991. However, two members (Liberia and Sudan)
overdue in the payment of charges remain eligible to receive previously
approved subsidy payments of SDR 2.2 million when their overdue charges
are settled. Accordingly, the Account remains in operation and has retained
amounts for payment to these members after the overdue charges are
paid.

The Post-Conflict and Natural Disaster Emergency Assistance
Subsidy Account

The Post-Conflict Emergency Assistance Subsidy Account for PRGF-Eligible
Members was established in May 2001 to administer contributed resources
for the purpose of providing assistance to PRGF-eligible members in support
of their adjustment efforts. The account was amended on January 21, 2005,
to provide for the subsidization of emergency assistance for natural disasters
for PRGF-eligible members. Contributions to this account will be used to pro-
vide grants to PRGF-eligible members that have made post-conflict and natu-
ral disaster emergency assistance purchases under the IMF General
Resources Account, effectively subsidizing the basic rate of charge on these
purchases to 0.5 percent per annum. The subsidy to each eligible member
would be prorated if resources are insufficient to reduce the basic rate of
charge to 0.5 percent.

)

Summary of significant accounting policies

Basis of accounting

The financial statements of the Other Administered Accounts are prepared in
accordance with International Financial Reporting Standards (IFRS). Specific
accounting principles and disclosure practices are explained further below.

The preparation of financial statements in conformity with IFRS requires
management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and lia-
bilities at the date of the financial statements and the reported amounts of
revenue and expenses during the reporting period. Actual results could differ
from those estimates.

Unit of account

Administered Account Japan, Administered Account for Selected
Fund Activities—Japan, and Framework Administered Account for
Technical Assistance Activities, and Administered Account—Spain

These accounts are expressed in U.S. dollars. All transactions and operations
of these accounts, including the transfers to and from the accounts, are
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denominated in U.S. dollars, except for transactions and operations in
respect of the OAP, which are denominated in Japanese yen, or transactions
in other currencies as agreed between Japan and the IMF. Contributions
denominated in other currencies are converted into U.S. dollars upon receipt
of the funds.

The Supplementary Financing Facility Subsidy Account,
the Post-Conflict and Natural Disaster Emergency Assistance
Subsidy Account

These accounts are expressed in terms of SDRs. The value of the SDR is
determined by the IMF each day by summing the values in U.S. dollars,
based on market exchange rates, of the currencies in the basket. The
IMF reviews the SDR valuation basket every five years. The latest review
was completed in October 2000 and the composition of the SDR valua-
tion basket became effective from January 1, 2001. The currencies in
the basket as of April 30, 2005, and 2004 and their amounts were as
follows:

Currency Amount
Euro 0.4260
Japanese yen 21.0000
Pound sterling 0.0984
U.S. dollar 0.5770

As of April 30, 2005, one SDR was equal to 1.51678 U.S. dollars (one SDR
was equal to 1.45183 U.S. dollars as of April 30, 2004).

Transactions and operations of the accounts are denominated in SDRs. Con-
tributions denominated in other currencies are converted into SDRs upon
receipt of the funds.

Cash and cash equivalents

Cash and cash equivalents include short-term deposits with a maturity of
less than ninety days. These deposits are carried at cost, which approximates
fair value. Interest on these instruments varies and is based on prevailing
market rates.

Contributions

Bilateral contributions are reflected as increases in resources after the
achievement of specified conditions and are subject to bilateral agreements
stipulating how the resources are to be used.

Payments to and on behalf of beneficiaries

Payments to and on behalf of beneficiaries are recognized when the speci-
fied conditions in the respective agreements are achieved.

Transfers

Internal transfers of resources within the IMF are accounted for under the
accrual method of accounting.

Foreign currency translation

Foreign currency transactions are recorded at the rate of exchange on the
date of the transaction. At the balance sheet date, monetary assets and lia-
bilities denominated in foreign currencies are reported using the closing
exchange rates. Exchange differences arising from the settlement of transac-
tion at rates different from those at the date of the transaction and unrealized
foreign exchange differences on unsettled foreign currency monetary assets
and liabilities are included in the determination of net income.



Administrative expenses

The expenses of conducting the activities of the Other Administered Accounts
are incurred and borne by the General Department of the IMF.To help defray
the expenses incurred by the IMF in the administration of the Administered
Account for Selected Fund Activities—Japan and the Framework Administered
Account for Technical Assistance Activities, reimbursement equal to 13 percent
of the expenses financed from the accounts is paid to the General Resources
Account from these accounts. The Administered Account—Spain pays the Gen-
eral Resources Account an annual fee of $40,000 for administrative costs
incurred. As at April 30, 2005, the administrative costs for the Administered
Account for Selected Fund Activities—Japan amounted to $2.3 million ($2.8
million at April 30, 2004), and for the Framework Administered Account for
Technical Assistance Activities $2.2 million ($1.6 million at April 30, 2004).
These amounts are included in payments to and on behalf of beneficiaries on
the statements of income and changes in resources.

Comparatives

When necessary, comparative figures have been reclassified to conform with
changes in the presentation of the current year.

The cumulative contributions to and disbursements from these administered
accounts are as follows:
April 30,2005 April 30,2004

Cumulative Cumulative Cumulative  Cumulative

Account contributions disbursements® contributions disbursements!

(In millions of U.S. dollars)

Administered Account Japan 135.2 72.5 135.2 72.5
Administered A for Selected

Fund Activities—Japan 2453 2317 224.4 209.3
Technical assistance 2117 207.2 200.6 188.3
Scholarships 18.3 15.8 16.7 13.4
Office of Asia and Pacific 9.3 8.7 8.1 16
Fi k Administered A t

for Technical Assistance Activities 82.7 60.6 58.3 40.8
Subaccount for Japan Advanced

Scholarship Program 13.2 12.3 1.7 10.5
Rwanda—Macroeconomic Management

Capacity Subaccount 1.5 1.6 1.5 1.6
Australia—IMF Scholarship Program

for Asia Subaccount 34 3.0 2.6 2.6
Switzerland Technical Assistance

Subaccount 16.1 12.1 114 10.0
French Technical Assistance Subaccount 1.2 0.5 0.8 0.5
Denmark Technical Assistance Subaccount 5.6 39 38 1.6
Australia Technical Assistance Subaccount 0.3 0.1 0.3 -
The Netherlands Technical Assistance

Subaccount 541 43 32 26
The United Kingdom DFID Technical

Assistance Subaccount 6.6 5.4 4.4 42
Italy Technical Assistance Subaccount 28 1.0 28 0.5
Pacific Financial Technical Assistance

Centre Subaccount 28 2.6 2.3 1.5
Africa Regional Technical Assistance

Centers Subaccount 149 10.0 8.7 4.8
Sweden Technical Assistance Subaccount 1 05 11 0.1
China Technical Assistance Subaccount 0.2 0.1 0.2 -
Canada Technical Assistance

Subaccount 15 0.6 15 -
Technical Assistance Subaccount for Irag 45 21 2.0 0.3
Middle East Regional Technical

Assistance Subaccount 3 0.5 - -

Technical Assistance Subaccount to

Support Macroeconomic and

Financial Policy Formulation and

Management 0.6 - - -
Spain Technical Assistance Subaccount - - - -
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(concluded)
April 30, 2005 April 30,2004
Cumulative Cumulative Cumulative  Cumulative
Account contributions disbursements! contributions disbursements®

(In millions of U.S. dollars)

Administered Account—Spain 835.5 835.6 835.5 835.6
(In millions of SDRs)
The Post-Conflict and Natural
Disaster Emergency Assistance
Subsidy Account 20.6 23 9.6 1.9

IDisbursements had been made from resources contributed to these accounts as well as from interest
earned on these resources.

Resources of the Supplementary Financing Facility Subsidy Account in
excess of the remaining subsidy payments are to be transferred to the Spe-
cial Disbursement Account. At April 30, 2005, and 2004, subsidy payments
totaling SDR 2.2 million had not been made to Liberia and Sudan and were
being held pending the payment of overdue charges by these members.

Administered Account Japan

The account can be terminated by the IMF or by Japan at any time. Any remain-
ing resources in the account at termination are to be returned to Japan.

Administered Account for Selected Fund Activities—Japan

The account can be terminated by the IMF or by Japan at any time. Any
resources that may remain in the account at termination, net of accrued lia-
bilities under technical assistance projects or in respect of the OAP, are to be
returned to Japan.

Framework Administered Account for Technical
Assistance Activities

The Framework Account or any subaccount thereof may be terminated by the
IMF at any time. The termination of the Framework Account shall terminate
each subaccount thereof. A subaccount may also be terminated by the con-
tributor of the resources to the subaccount. Termination shall be effective on
the date that the IMF or the contributor, as the case may be, receives notice
of termination. Any balances, net of the continuing liabilities and commit-
ments under the activities financed, that may remain in a subaccount upon
its termination are to be returned to the contributor.

Administered Account—Spain

The account will be terminated when Argentina repays all the resources that
were disbursed from the account to Argentina, or at an earlier time as agreed
between Spain and the IMF, following consultations between Spain and
Argentina. Any remaining resources in the account at termination are to be
returned to Spain.

The Post-Conflict and Natural Disaster Emergency Assistance
Subsidy Account

The account can be terminated by the IMF at any time. Any remaining bal-
ances after discharge of all obligations of the account upon the account’s
termination are to be returned to the contributors in proportion to their
contributions.
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AfDB
AFRITAC
AMF
AML/CFT
APEC
ASEAN
BCEAO
BIS
CAC
CAEMC
CARTAC
CCA
CFF
CIS
COFER
CPIA
CPIS
CSo
DQAF
DSBB
ECB
ECCU
ECOSOC
ECOWAS
ECU
EFF
EMU
ENDA
EPCA
ERM, ERM2
ESAF
EU

FATF
FCC

FDI
FSAP
FSSA
FY

GAB
GDDS
GDP
GFSR
GNP
GRA
HIPC
1AIS
IAS
ICFTU
IDA

IEO

IF

IFF
IFFIm
IFI

IFRS
IFS
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Acronyms and abbreviations

African Development Bank

Africa Regional Technical Assistance Center

Arab Monetary Fund
Anti-money-laundering/combating the financing of terrorism
Asia-Pacific Economic Cooperation

Association of South East Asian Nations

Central Bank of West African States

Bank for International Settlements

Collective action clause

Central African Economic and Monetary Community
Caribbean Regional Technical Assistance Center
Contingent claims approach

Compensatory Financing Facility

Commonwealth of Independent States
Composition of Official Foreign Exchange Reserves
Country Policy and Institutional Assessment (World Bank)
Coordinated Portfolio Investment Survey

Civil society organization

Data Quality Assessment Framework
Dissemination Standards Bulletin Board

European Central Bank

Eastern Caribbean Currency Union

UN Economic and Social Council

Economic Community of West African States
European currency unit

Extended Fund Facility

European Economic and Monetary Union
Emergency Natural Disaster Assistance

Emergency Post-Conflict Assistance

European Monetary System’s exchange rate mechanism
Enhanced Structural Adjustment Facility

European Union

Financial Action Task Force

Forward commitment capacity

Foreign direct investment

Financial Sector Assessment Program

Financial System Stability Assessment

Financial year

General Arrangements to Borrow

General Data Dissemination System

Gross domestic product

Global Financial Stability Report

Gross national product

General Resources Account

Heavily Indebted Poor Countries

International Association of Insurance Supervisors
International Accounting Standard

International Confederation of Free Trade Unions
International Development Association (World Bank)
Independent Evaluation Office

Integrated Framework

International Finance Facility

International Finance Facility for Immunization
International financial institution

International Financial Reporting Standards
International Financial Statistics

IIF
IMFC
I-PRSP
ITD
JSA
LIA
MDB
MDG
METAC
MTBF
MTEF
NAB
NGO
NPV
OAP
0BP
OECD
OED
OFC
OIA
OPEC
0o™™
PFTAC
PIN
PPM
PRGF
PRS
PRSP
RAP
RAP
ROSC
SAF
SCA-1
SDA
SDDS
SDMX
SDR
SGP
SIMSDI

SRF
SRP
S&P

TA
TAIMS
TiM
TRS

UN
UNCTAD
UNDP
VAT
WAEMU
WCC
WCL
WEO
WTO

Institute for International Finance

International Monetary and Financial Committee

Interim Poverty Reduction Strategy Paper

International Tax Dialogue

Joint staff assessment

Lending into arrears

Multilateral Development Bank

Millennium Development Goal

Middle East Technical Assistance Center

Medium-term budgetary framework

Medium-term expenditure framework

New Arrangements to Borrow

Nongovernmental organization

Net present value

IMF’s Regional Office for Asia and the Pacific

Office of Budget and Planning

Organization for Economic Cooperation and Development

Operations Evaluation Department (World Bank)

Offshore financial center

Office of Internal Audit and Inspection

Organization of Petroleum Exporting Countries

Office of Technical Assistance Management

Pacific Financial Technical Assistance Center

Public Information Notice

Post-program monitoring

Poverty Reduction and Growth Facility

Poverty Reduction Strategy

Poverty Reduction Strategy Paper

Resource Allocation Planning

Rights Accumulation Program

Report on the Observance of Standards and Codes

Structural Adjustment Facility

First Special Contingent Account

Special Disbursement Account

Special Data Dissemination Standard

Statistical Data and Metadata Exchange

Special drawing right

Stability and Growth Pact (European Union)

Survey of Implementation of Methodological Standards for
Direct Investment

Supplemental Reserve Facility

Staff Retirement Plan

Standard and Poor’s

Technical assistance

Technical Assistance Information Management System

Trade Integration Mechanism

Time-reporting system

United Nations

UN Conference on Trade and Development

United Nations Development Program

Value-added tax

West African Economic and Monetary Union

World Council of Churches

World Confederation of Labor

World Economic Outlook

World Trade Organization
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