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A Global lnstitution

The lnternational Monetary Fund is a specialized agency of the

united Nations system set up by treaty in 1945 to help pro-

mote the health of the world economy. Headquartered in Wash-

ington, D.C., it is governed by its almost global membership of
184 countries.

The IMF is the central institution of the international monetary

system-the system of international payments and exchange

rates among national currencies that enables business to take
place among countries.

The IMF's statutory purposes include facilitating the balanced

expansion of world trade, promoting the stability of exchange

rates, avoiding competitive currency devaluations, and helping

in the orderly correction of a country's balance of payments

problems.

To achieve these goals, the IMF

r Monitors economic and financial developments and policies,

in member countries and at the global level, and gives policy

advice to its members based on its 60 years of experience.
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r Lends to member countries with balance of payments prob-

lems, to provide temporary financing in support of adjust-

ment and reform policies aimed at correcting the underlying
problems.

r Provides the governments and central banks of its member

countries with technical assistance and training in its areas

of expertise.

By working to strenghen the international financial system and

to accelerate progress toward reducing poverty, as well as pro-

moting sound economic policies among all its member coun-

tries, the IMF is helping to make globalization work for the
benefit of all.

This Annual Report of the Executive Board of the /MF reports on

the activities of the Board during the financial year May 1,

2003, through April 30, 2004. Most of the Report consists of
reviews of Board discussions of the whole range of IMF policy

and operations. Fufther information is provided on the Fund's

website: www.imf.or!.
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Ihe openlng sesslon

of th6 Jolnt IMF-

Wbrld Bank Annual

Mestlngs ln Dubal,

Unlted Arab Eml-

ratos, Septembor

2003-the flrst

tlme the svont had

boen held ln the
Mlddle EasL

rf hc INll-': rvolk in F\'2(X).1 took plircc tlurins a

I rvclconte rccovcrv irt thc rvollrl ccon()nlv lrficr the
slorvdorvu ol200l-02. (llrrtrrrl (,1)l) qrrrrvtlt irr lrX)3
alrnost reached its long,-tcrnr trcrtd ritle o{'4 PC1cc111,

whilc inflation rernainctl strtrrlrrctl. World tradc
growth also picke<l up, arrcl nct privatc capitirl tlorvs to
cnrcrgi ng market a rrcl clcvclopi ng corr n t rics i trcreascd,

as cnrerging market bonrl sprcacls rtarrolvcrl.

'l hc slrengther-ring global rcc()vcry rvas lctl by thc
Llnited States and ir nunrbcr ol'r\sian ccononries,
including China. (iontirruirrg lorv inte resl latcs in the
rrtlvancecl ccor-ron-rics, in an cnvironlrrcnI ol'nrorc
clcclitrlc nronetarv policics anrl expirnsiortarv llscal
policics in severrl countrics, contri[rtrtcrl to the
inrprove rrent in glotraI groivtIr. 'l he strrrnq [re rtirrnr-
itncc ot- a nunrber of cntcruinli ntarkct ccottor.t.tics

re llcctccl nteasures take n irr rcLcnl )'e.ll\ to itttProt,c
tlrrir flt'xilrility rttttl rcsilir'rtt r.'.

l)urirrg I,'Y2(n4, the IMlrcorttinucd to rvork with its

rnenrlrer cuuntrics to lirstcr sustirincd growlh arttl

tlrrlncial stability-arrtl rcducc poverty in its krw-incrlnre
nrcnrbers-througl.r its srr rveillarrcc activit ics ancl policy
irdvice; lcncling in support of stabilization ;tntl rcfirrnr
progrilnrs; and tecl-rnical assistancc in lirrnrtrlittinu souncl

I,r,lici.'r .rrrd lruildirrS. t'olrttrl iltsl it ttt iottr.

ancl l\larch 2(X).1. llv Nlarch, thc gkrbal ecor.ror.nic

rec()\'e ry hircl stre ngthcne cl arttl [lnraclenecl, ancl

[)irectors asrcctl lhat lhc fircus of policl'efftrrts
shoulcl lrc on nrcdiurn-le nn nrcasures that lvoulcl
rurtcle rpirt thc sustainability ol'growth whilc rcbuilcl-
ing roor-n firr nrlrncrrver to rcsponcl to possible firturc
shocks. 'l hcy obscrvctl tlrat nranaqing the transitiou
to a higl-rcr intcrcst rate cnvironnrent woulcl bc a kev

challcngc. l)ircctors also agrcctl that tl-re relatively
benign conditions in nraturc arrd cnrerginu flnancial
rnarkcts providcd a winckrrv of opportunity to fircus
policv attcnti()n ()n struclural refilrnrs.

'I'l.rc Ftrrrd cornplcted Article lV (country) consulta-
tions u,ith I I5 nrcnrbcrs. It cor.rlinuecl to enrphasizc
flnancial scctor strrvcillrurcc. Iint]er the INlF-\\irrld
[]a n k Firrnnci al Sector Assessilteilt Program ( I- SA l) ) ,

introcluccrl in 1 999, ovcr l (X) countries have either
unclertakcn lrn [;SAl) cxcrcisc <lr lirrnrally cornnrittcrl
to do so; 5li asscssnrcnts hrrvc lrccn completec]. l)ur-
ing tl.rc 2003 I'SAl'} cxcrciscs in both (iermany ancl

Japan, thc lrund contributcd to cftrmestic debatcs on
flnancial scctor rclirrnr. Signilicant rcf<rrnrs rclatctl to
FSAI) cxcrciscs irrc undcr rvay irt scveral developing
courttrics, includins'lhnzania and lirnisia. In acldi-
tion, as of cnr'l-Aplil ir2.l l(cports on the Oirseriancc
of Stanclards ancl (bclcs (lt()S(.s) har] been conr-
plctcd firr I0(r ccononrics ircr()ss I2 areas of intcrcst.

Surveillance

,\s irt prcvious years, a nrajor [)irrt ol'thc INI[:'s activi-
tics during the flnancial ycar wcrc dircctl,v rclatcd to
its responsibility firr ovcrsecinq thc irrtcrnationirl
nronctary system ancl lhc ccouor.rric, llnancial, ancl

cxchangc rate policics ol' nrcnrlrcr corrntrics.

'l hc llxecutive Boarcl contlucterl ils tlvicc ycarly conr-
prche rrsive irssessn)ents of the worLl economic out-
/ook ancl global financial stability in August 2(X)3

Crisis Prevention and Resolution

[)trring the llrrancirrl ycrrr, thc I]VlF's lirard and stirll'
ttlok furthcr stcps lo nrakc }ruurl survcillance nrore
cffecl ivc.

'l'l.re lruncl sharpcncd its arralytical to<lls-for cxam-
plc, debt sustainability assessnrents itncl balance
sheet analysis-ancl conrplclcd drafi guiclelincs on

financial soundness indicotors.



Aftcr the conrplctiort in ()ctobcr 100.1 ol'thc ll-
ntontlr pilot Progritrtt o1'thc []ttttti attcl the \\irrld
Ilank firr asscssinn uttti-money-laundering/combot-
ing the financing of terrorisrr (r\\1I./(.1: l ) rcgirne s,

the []oarcl clccidccl that this rvork shoultl [re incltrdcd
in all Irinanciirl Scctor r\ssessrlenl I)rogriutt rcp()rts

and Of f .shore [ii na ncial ( .cttlcr ( ( )[r(. ) rrsscssrlcrtts.
'l hc []oarrl cnrlorsetl thc ,l0 + ii l{ccotnnrctttlittiotts ol'

thc Financial ,\ctiort'litsli Irorce rls thc nc\\', exp111111i

starttlard lirr r\l\l L/( Illl rlsscssrncnts.

'fhe llrxrrrl alsrr rcvicu,crl the OFC- ossessn ent pro-
grant,'l'<t datc, 4I of'the .14 iuriscliclions contactecl bv

tlre IlVlIr hlrvc untlcrqonc initirrI ilsscssrt)er)(s.

(livcrr thc irrrportarrcc ol' good dato for surveillunce,
cluring I'Y2004 thc Iirirrd cx[)ilrl(led, clil'ctivc frtrttrary
2(X)-5, thc cillcgories ol'rlatit that rttctttltcrs irlc oblisetl
to proviclc to thc lrunrl under Arliclc VIII, Scctiort 5,

ancl set out a procccluritl lianrcwork tirr crrtirrcing this

obligation.

llcsiclcs working on crisis [)rcvcnti()n tools, thc IMI'
s<lught witys t() cnsurc thc tttorc ortle rly rcsoltttiott of
criscs tlrat do occur. With thc Irurttl's cttcottrirge rttcrtt,

the nunrlrcr of cnrcrging nrrtrktt coutrtries thrtt arc

inclucling collective action clauses ((lA(ls) in thcir
irttcrnittional sovcrcigtt lroncls isstrcd utrdcr Ncrv Ytrrk

law,. n,herc (lA(ls havc rtot bccn thc nrarkct stattdard,

has grou'n (to lti as o1'enrl-April 2(X)4). Sovercig,n

boncls contairring ()r\Os rtccoruttctl firr rttorc thlrt 70

percent of thc total volunrc ol'sovcrciqn lrortds issucci

clr-rring thc sccorrcl hirlf'of'200-l and carlr' l(X)4.

Lending Policies and Facilities

-lir bctter nrcct thc cvolving nccds ol- its urcnrtrcrs, the

IMF nraclc a nuurbcr o1-cl.ltrtgcs to its lcnrling policies

and fircilitics tluring lhc ycar rtrtd rcviovcrl thc dcsisn
of sevcral progtlnrs attcl thc policy contlitiotts that
brlrrowing cor.lnlrics arc cxpcctc(l to nrect.

lnvestors in Manila

check asset prices. The

Philippines has included

collective action clauses-
promoted by the IMF

to facilitate crisis

resolution-in its

sovereign bonds issued

under New York law.

-l'he 
Funcl's Contingent Credit

fi ns5-1111 inst ru nrcrtt i tt tnld uct'tl itr
l9c)9 to pr<lvicle a precautionarv lirlc
of clelertse tirr countrics vulncrlble to

contaqion cicspi 1g sourtci lirndantcn-
tals-expircc-I, uttttscr'|, on Novcrttlrcr
.30, 200-1. Subse tprcntlr', thc lllll
began exploring the scopc lirr irtlrrpt-

inu precatrtionarv arrilngcntcnts as an

i n:trtuttcnt li,t rrisi: [)l'r'\ r'rlti(rrl.

'l'he Il\'1F rcvic\\'cd the policv irrtrnc-
rvork relrtlittg lo lltt ttttilto it't rut'totlttts

that excc'ed norrnal lirnits ( "exceptionol dccess").

llaser'l on the recornnrendations o1-Ihc Indcpcntlcrrt
Ilvaluation ()fllcc, thc Funcl introtlrrceri ex post assess-

ments of IMF-supported programs.

'l'hc Fund's Indepetdent Evoluotion Ofice issuctl

two rcports-one or) the nrlc ol'thc |und in clrpitirl

ilccount crises in llrazil, Inrloncsia,ltrtcl Korca, altd

another on fiscal acljustnrcnt in IMlr-suppt)l'tcd pro-

Srarns. The lattcr rcport tirtrncl thltl s<ltttc colltltl()lt
crit icisn.rs-nota[rly, thirt I Nl t- -su p porl crl [)ft )gra nr s

aclopted a "orte-sizc-llts-aIl" irpp1'1r1rch, rve rc inllcri
ble, and caused a tlcclirrc in sociirl spcrrdirrg \vcrc

luot supported by the cvitle ncc.

Support for Low-lncome Countries

'l'l.re nrain olrjcctivc o1' thc INI l]'s rvork u'ith lox'
ir.tconre countrics is tlecp arttl litstirts p()\'ertv

rcduction, as elaborated in thc LjN's \lillcnniLrrn
I )evelopnren t (ioals ( I\l I )( is ). \\trrki ns ckrselv rvith
thc \\trrltl llank, irncl in the contcxt of thc polio'
frtrmervorks .\et out i n cou tt t rics' l)ovcrl v llctl uct iort

Stratcgv Pape15, the lN'lF pnrvitlcs its lorv-incotnr:

menrbers rvith policv :rdvicc, tcchnicirI assistitrtce, and

concessional loans undcr thc l)ovcrty l{ccluc{ion arttl
(lrowth Facility (PIl.(ilr), arrd nrakcs qrants turclcr thc
I leavily Indebted [)oor (]outtlrics (I III)(l) Initiative.

[)urir.rg the financial ycar,.]6 courttrics reccivcd dis-

bursements totaling Sl)t{ tl65 rnilliorr (li l.-l billion)
uncler their PRGF arrongefirents. 'll'n ncw l)ll(il;
arrangenrents, with lM[] loan cornrnitntcnts totalirtg
Sl)ll 955 nrillion ($1.4 billion), wcrc a[)Provctl. As of
April 30, 2004, 36 nrcnl[)cr courttrics'arliusttucnt attcl

rcfrlrrn prolirilnrs rvcrc lrcin{.r supportcrl b,v l)l{( iI
arrange nlerlts n,ith t()lal crlnrtuittttcrtts ol'SI)ll 4.4 tril-
lion ($6.4 billion).

As of April -30, 2(x)4, the [;uncl hac] conrnrittctl
Sl)R. l.ll billion ($2.6 [rillion) itt srattls and r]isburscrl

,ld
Schoolboy in front of
his parcnts'shop in

Aksum, Ethlopia-ono
of fivo low-income

count.les to reach theh
completlon polnts

under the HIPC

lnitlatlve durlng

FY2004.

If,€'
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Highlights

Regular and Concessional

Lending (Disbunsement)
(ln billlons of SDRs, financial year)

Sl)lt 1.2 billion ($1.7 billion) in FIIPCassis-
tance. l\t'errd-April, 27 countrics I.rad reachccl

thcil decisiorr points urrclcr the enhancecl

I IIIr(. Initiativc, and Ethiopia, (luvana,

Nicirrirsrra, Nigcr, and Scnesal hacl reachcd

thcir conrpletion points, bringing the total ttr
l-J countrics.

'l hc Ii\ll: ancl \\trrkl llank collaborated on thc
tirst Globol Monitoring Report on Policies
and Actions for Achieving the MDGs and
Related Outcomes, rvhich n'as discussed [r,v

thc ioint Iltllr/\Vorld llank [)evelopr.nent
(irnrntittcc in April 2tX)4.

Irr N'larch 2(X)4, thc IIVIF's F.xccutive lloarcl
discussed the bencflts of subsidizing thc ratc
ol'chrrrgc t'or emergency assistance t<l I)l{(lF-
cligitrlc counlries hit lry natural t.lisasters ancl

askcd staff to [)re [)ilre specific proposals filr
inr plcnrcntat ion.

(iivcn corrccrns that nrany low-income coun-
trics will lrc urrablc to achier,e the Ml)(ls with-
orrl incrcased cxtcrnal assistance, the stafl.s of
thc II!1 I:antl the \\trrlcl Ilank have p11rp1;5g11 x

debt susttritrnbility framework to guide both
IIre borrow'irtg, tlccisions of tl-rese courttrics
anci thc lcndin1i ancl grant-alkrcation clecisions

ol' ol'llciirl crrditors ancl donors.

'lir 
e nhancc aid prcclictabiIiti,and eftlctivc-

ness, thc l]turcl is rl'rlrkir-rq on donor hanno-
rrizutit'ttr rr,ith thc I)eve lopr-nent Assistance
(.orn nr i t tcc ot' the ()rganization lor Econor.r.tic
(iooPCI.x1i1,r11 rrntl l)cvckrpnrent (OL,Cl)) ancl

thc rrultilatcrirl clcvclopnrcnt banks.

Trade

;\ fi'rv nrontlrs attcr thc Doha Round trade
tnlks stallcd iu (lanctin in September 2003, the

Iruncl's Manag,ing l)ircctor and tl.re World
Ilrrnk's l)rcsiclcnt scnt a joint letter to heads of
statc artd gove rrrnrcrtt as well as flnance ancl

tradc urinistcrs slrcssirrg thc irnportance of the
strcccssfirl conrplction of the round, and, in

l)articulilr, thc inrPortauce of Iiberalizirrg irgri-
crrltural tracle ancl the neec.l firr greater flexibil-
it,v in irpplving lrade regulations with rvhiclr
p()or c()unlrics lnay be unable to conrply.

lrr i\pril l(X)4, thc Il\1F's tloard approvecl a

ncrv tlnancirrg poli+,, thc Trade Integration
Mechanism, untler rr,hich the Fund n,ill hclp

countries sullering tcnrp()rar\, lralance of pav-
nrents shortlrrlls arisins Ironr Iraclc Iiberaliza-
tion by othcr countrics.

'l lre lrrrrrcl irlso prx'irlcd technical assistance
to it rturnlrcr ol courrtrics in custon.ts ancl tax

ancl tariff rclirrnr; collaborale d w,ith other
ltgcncies antl clonors in thc Irrtcgrirtcd I-rarnc-
rvo rk tir r'l'rarle- I{cla tccl'lL'ch n ical r\ssist ance to
hclp incorporate trade rcfirrnrs in natirlnal
povcrtv rcduct ion st riltcgics; iclcn t i flccl poterl -

tial risks ancl hclpctl authoritics r.ulde rstancl

the bencflts o['inte nriltional intcgration; and

stutlictl the inrpact of trade rcfirrnrs on lncnr-
ber cotrntrics.

Technical Assistance and Training

'l'hc IMIr provicles tcchnical assistance to
n.tcnrbcr countrics and traiuing lilr their offi-
cials, both irt its Washirrgton, l).(1., I.readcluar-

tcrs atrcl at rcgiortal ccntcrs.

'l-hc antourtt of technical assistailce provided
lrv tl.rc Fund incrcrtscr] in ]rY2(X)4 lo 3(r7 pcrson-
ycars, fhrnr -156 in |Y200-1. Sub-Saharan Afl'icl
cortlinuccl lo lrc thc largcst rccipicrrt region, but
tcchnical assistancc incrcascci irr the Asia-Pacilic
rcgion, irr part lrccausc ol'thc assistance pro-
viclcd to post-conflict countries such as
(.irrnlxrdia irntl '[ inror-l.este, rrncl incrcasecl

assistancc to (lhina, Inclortcsia, rrnd 1\{ongolia.

i\ nunrbcr ol'countrics in ccntral ancl e aste rrt
Europc rcceivccl tcchnical assislance relatcd to
thcir prcpartrtiorr firr joining thc Fiuropcirn

Union on lvlay l, 200.1.

In Nlay 2(X)1, thc Iruntl opcnccl its sccorrcl

regioilal technical assistance cen fer in Africa.
Wcst AI:l{l'l A(1, rvhich is locatccl in l}anrako,

Mali, rvill serve llcnin, Ilurkina l'aso, (htc
cl' Ivoire, ( iLri rrcrr, ( iui nca- []issau, Mali,
Mauritanirr, Nigcr, Serrcgal, anil 'lirgo.

Extenml finanrcing accountcd lirr 29 pe rce nt ol'
total irssistancc tlclivcrccl by thc IMF ilr t"'Y2(X)4.

Governance, Cooperation, and
Transparency

At thc II\,1| \\(rrlcl Ilank April 2(X)4 ntcctings,
thc (irnrnrunique' of thc Intcrnational Mone-
tarv ancl [-inancial (]onurrittcc (tlVlF'(l) called
tirr continucrl e llirrts to cnhance the capacitt'

IRegular
facilities

Concessional
facilities

0

IMF Crcdit Oubtandingl
(ln biilions of SDRS, end of financial year)
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r Lxcludes concessional lending.



rlf cleveloping countries to participatc nrorc

elfectively in INIF decision I.r.rakirtg, ancl crrllecl

firr tl'rc lloard to continue working on quotas,

v o i ce, and representation. Th e l )evcl op nt ct t t

Cornrnittee circr.rlated a prulposecl roacl ntal'r

on pnlcedurcs and next steps.

-l'he lllard also reviewed the Funcl's frans-
parency policy. Publication of Articlc IV
countrv re ports increirsed in FY2004-ncarli'
three-firurths of tl-re Fund's nrenrlrer countrics
agrcccl to publish at least one countrv rcport,
.r ntl rtc.trll .rl I dr rcuntents :tt rtt tttit rizi ttg,

countries' policy intentions were publishcd.
'lir tirrther enhance transparency, thc lloard
cstablished a policy of presumecl [>ut still
voluntary publication for all reports orr tltc
usc ol'Fund resources atrd prost-prog,ratn

rnonitoring, as well as Article [V reports.

Financial 0perations

'['l-rc irlprovcnrent in globirl ccottortric cotr-

ditions ancl increased resilience of nrany

enrcrging nrarket econonries werc reflectctl

in reducecl demancl for IMF lending.

New commitments under thc F'uncl's rcgtrlar

loan fircilitics clropped frorr Sl)R. 29.4 [rillion
($42.7 billion) in FY2003 to SI)l{ 14.5 [rillion
(52l.l billion) in FY2004. 

-lirgethcr, Argcntina
ancl llrazil accounted for rnore than t)0 pcr-
ccnt of total nerv comntitrnents. 'l'hc I-uncl

also approved or augmentecl Stand-[]v
Arrangenrents rvith the Dominican I{epublic,
(lnatenrala, Paraguay, and LIkrainc, antl

lluruncli received SDR 9.6 million ($ 13.!)

rnilli,rrr ) in prrst-crrnflict cmcrgcncy itssis

tancc. (I"or lencling to low-incon.rc courtIrics,
sce above.)

-l'he 
Frrrrcl's outstanding credi, reachccl an all-

tinre high of Sl)l{ 70 billion (S I 0 I .6 billion ) in
Septenrber 2003 but declinecl to Sl)l{ 62.2 bil-
lion (590.-3 irillion) by the end of the flnancial

year, SI)R 1.5 billion (55.1 billion) less thittt it

year earlier, mostly owing to large net repirv-

r.nents by llraz.il, irnd to a lesser extent, Russia

ancl lirrkey.

'l'hc t M F's one-yex forward commitment
capacity-the cluota-based resources available

firr new lcnding over the next l2 ntonths, rvhich
provides the n.rair.r measure of the IMF's licltrid-

itv or lending capacitv had

declined to Sl)lt 5tt [rillion
($84 billion) at end-April
2(X)4 frorn SI)lt (rl [rillion
($89 billion) a ycar carlier,
prirrarily becausc ol' thc
Fund's large cournritrnents
kr Areentina ancl llrazil.

Human Resources, 0rganization, and
Administration

Scveral senior pers<tnnel chltnscs lotlk place.

Managing I)ircctor I krrst K(ihler rcsigned in
March 2004 to acccl)t thc rtonrination lirr the
Presidency o1'( icrrnany, to which he was

elected in May. Hc rvas succccrlcrl in June 2004

by lLodrigo c1e llato, rvho scrvccl as Spain's

N{inister ol l.couonrv antl \/icc l)rcsiclent for
Ecor.romic Alf irirs cluriIrg 20()()-()4. I)eputv
Nlanaging I)ircctor li.drrartlo r\nittrt left the
Fund in iune 200-1, rrncl [)cputv Nlartagirtg

I)irector Shigernitsu Sugisaki re tirecl in Januarv
2004. Nir. Aninat rr,as succcctlccl by Agustin
(larstens, firrnrcr I )cputy Sccrctitrv of Finirnce

in Mexico, anil Mr. Sugisaki by'lirkatoshi Kato,

whtl has ltcltl iruportrtnl I)()\l\ in tl()vr'rnmcrtt,
business, and aca<lcnriit in fapan. Raghuram (i.
Itajan, Professor of'I"inirncc rrt thc Universitv ol'
Chicago, succeetlecl Kcttttcth Ilogotf as the

Fund's Econontic (lourtscllor rtnd I)irector ol
tl.re llesearch l)cpirrtnrcnt in ()ctober 2003.

There rr'ere illso sor.r.rc departntental changes,
'l'he European il l)cprrrlnrcnt, lirrmed in 1992

to r'vork u,itl-r thc Ilr countries of'tl-rc fbrr-ner

Soviet Union, was clissolvcd itIrd resPonsibility
fur tl-rese courrtrics rvits triursfi'rred partly to
the Europearr l)cp11tv1lc111 irnd partly to the
Middle East artr.l (lcrrtral Asirr l)cpartment.
-l'he Afiican [)eP111111g;11 rvirs rcorsanized to
irttrcrtsc its eficct ivcttcsr.

'fhe IN,iF's net odministrotive expenses in

FY2004 rverc S747.(r nrillion, a .3.ti percent
increase ovcr last t'citr's e xl'rcncliture outturn,
tl.re kxvest suclr incrcasc sincc IrY1997. Ex-

penditures rvere rvcll urtdcr buclgct. Fifliciency
gains, lower-tha n -pro.iectecl pcrson nel ancl

travel costs, ancl h i ghcr- tha rr -tirrccast reim -

bursements contribr.rtctl t<l thc underrun in
net expenditures; i n acldition, conti n gencies

were not utilizccl.'l'[re I-untl continuec] to
modernize its inte rnal lrudgct pnrcedures.

Thon-Managng Dlt€ctor Horst

K0hler vlsltlng Madagascar ln July

2fi)3. Mr. l(6hler reslgned in Maldr

2004 to accept th€ nomlnatlon 6r
the Pr€sldency of Germany.

PRGF-New Commitmentsl
(/n mill,ons of SDRS,linancial yeat)
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HIPCs-Dem Reductionl
(ln biilions of U.S. dollars, in 2003
n et- p rcsent-ua I u e tem s )
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traditionaltraditional HIPC additional

relief relief relief bilateral
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lFor the 2 7 countries that had reached

their decision points as of April 30, 2004
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Message from the Managing Director

71 
lthough rttv sir{nattrrt' ill)})c,lr\

I \on this Anrttrirl llcport, tht'

IN'lF's activities during tl.re past

financial year took placc trndcr the

leadership of rny precleccssor,

Horst Ktihler-who scrvctl as

Managing Director and (lhair of
the Executivc lloarcl lionr N'lay

2000 to March 2004-ancl ol'his

first deput1., Anne O. Krucgcr, rvho

wirs Acting Mrrniruing, I )irccttrr

until I ttrok uP ury lrositi,rtt in

Ir.rne. Theirs is the crerlit lilr lcacl-

ing the IMF's work iltrring thc

year.

The beginnirrg ol- rrry te rrrr eoirr-

cides with the 60th anniversary of
the IMF and thc \(orltl tlank. I

have been consiclering thc plst

achievements of tl.re Funcl ancl the

lessons to bc lcarnctl I'rorn its

experience, ancl also kloking to its

future. Whether kroking back or

looking ahead, I see thc IMI"s

ntairt role as pronroting eeorrornic

and financial stability ancl in.rpnlv-

ing the prospects firr sustainecl

growth worldrvicic.'l'his is thc

Fund's core nrandate, as rclevirnt

to the challeng,es tlrirt corrrrtrics

face in the early tlventy-flrst cen-

tury as it was at thc encl of Wrrrld

War II.

llut what it takes to prornote sucl.r

economic and financial stability

has changed rnarkedly sincc 1 944

because of gkrlral clcvcloprncnts. In

recent years, thc IN'lF has aclapted

rnany of its tools and clesigned new

ones-in the arcas ol- su rvcillance,

lcnding, arrtl tcchrric.rl irssistirnce-

to strertlithcrt ils w,rrk ort crisis

prevention antl resolution, and to

enhirncc its contribution to

poverty rctlrrctiorr i rr lorv- inctlrur
countries.

q'

I believe that tl.rese initiatives con-

tinued to show rcsults in flnancial

yeirr 2(X)4. 1 hc glolrirl cronornic

recovery gathereci pacc and

broadenecl, afie r a relatively mild

slorr'dotvlr, rvith irrllirt ion lcnritirr-

ir.rg subduecl. A nunrber of Iow-

income countries that l-rave n-rade

progress in curlring, irrl'lirtiorr,

establishing lretter control of
fi nances, antl irtrplcrncnt iug,

reforms have ex1'rericnced signifi -

ccnt int [rr()vctrcrtls irt cc()r]()ntic

perfirrnrarrcc, lrcncfiting the poor.

In fact, Aiiica saw its best gror,vth

perforrlancc sincc the nrid- 1990s.

The inte rnational finarrcial system

cor.rtir.ruccl to cl isplay remarkable

resilicnce in thc wake of the

shocks of recent ycars-including
sharp ecluity nrarkct cleclines, the

terrorist attacks ol 9/ I I , and the

Irarl war-ancl I anr sure that this

rvas due, in part, to the increased

safeguarcls and policy improve-

ments put ir.r place over the past

decacle.

The year also saw tl.re consolida-

tion of many reccnt I-'und initia-

tives. One of the nrost inrportant

of these has bccn tl.re push for

nr()re t rilns[]irrcrtcv itt ccottonric

policies artcl devclopnrents. Dur-

ing the year, thc IMF released

more irrrrl lrct lcr i nlirrrnirtion

about its activities ancl its member

countries' ccolror-rr ics than ever

before: three-[ourths of the Fund's

country rcports were published, as

were alrnost all policy papers. This

increased trirnspare ncy promotes

greater accountabilitv and helps

markets assess risks rlrore accu-

rately. In the area of surveillance,

intensive hcalth chcck-ups of
financial sectors continued to be

carried out through the F-inancial

Sector Assessrnent Progran-t

(FSAP) introduced in 1999. The



I:und rtlso ltottetl sottre of its
innovativc tools such irs (lct)t

sustirinatrilitv asscssr.ttcr.t ts itntl

balirrrcc shcct an:rlysis-so thirt it

ciln nrorc cl'li'ctivcly cvaluirtc tltc

vr-rlnerirbililics ol, antl risl<s licccl

[ry, countries antl rcgions.

A dynarrric slotr.ll nrirrkct ccolr-

onrv rvill tcnrl to expericncc

occrrsionrrl rriscs. rtncl thc Ii\4 lr's

rolc rnust thcrr lrc to hclp tlrc

countrics irtlcctcd, bv provitlinu

policv irdvicc itntl littanciirl sup-

port, to nritigilte the inrpact ot'

thc criscs. shortcn lhe ir tlur;ttiort,

irncl rcstore sta[rilitv anrl grotvth.
'l'hnrushout thc vear, thc I:unr'l

t,rok lltt'lltel \l(lr\ t() ittt111,,1.' 1,'

.rlrilitv t,r lrtlI r'r'rolrt'.'r i:t'r,

inclutling [rv prornotinu collcc-

Iirt' ltcliort .l.ltrr.s itt rovt't'tigtt

[rontls and clarif yinq policics ort

cxccptional acccss to []rrrtri

resorlrccs in capitirl ilccor.lnt

criscs. ['u ttr] -stt pJ)orte(l [)t.t)grilttls
incrcasinrly rcllcctccl tlrc g,uitlc-

Iincs on strcirnrlirtcd corttlitiortal-

itv introtluccd in l(X)1. ()nc ol'

lhc lcssons ol'rccent ycars is lhat

thc IIVII ucccls to sav "no" l()

potcntial borrou,crs selcct ivcll',

perhaps nrore asscrtivclv, ltrttl,

atrove all, rrrorc prcdictablv, thiur

it has in thc Prrst. \\t nrav hiri'c t<r

think ol n'avs of linking ;lccess t()

[]unci rcsourccs nlorc cxplicitlv to

a c()unlr\"s policl'etkrrts belirrc ir

crisis arrti, pcrhaps, to its rcsport

sivcncss t<l thc surveiilance

proccss ancl its adherencc ttl

i rr tenrat ional tinrtncial stanclanls

and coclcs.'l'hc ()ontingcrrt

(lrcclit Lirrcs, which e'xpirecl dur-

ing, thc ycar, took steps in this

rli rcct iort, artcl the issue of possi

blc irllcrrrative [rrecauti()narv
ilrrirnr.tcnrents is or-t ottr rvorh

p 11)gril l)1.

,\nothe r lirctrs of flnancial vcar

l(X).1 rvas thc Ii\lF's role in the

onqoing \\'ar on povertv in lorr'-

inconrc c()untrics. 
-I'he 

UN's l\lil-
le nnir.rnr I)evclopnrent (ioals

(,\lt)(is) proi'iclc clear obiectivcs

lirr lrrw irtcortte countrics ancl

thcir partners in the interrtational

con.r r.n u r.r ity. 
-Ihc 

I NI F -\\(rrlcl

ll.rrrk joirrt l\rvertv Retluctiort

Stratcgy Papcr (Pl{SP) approirch,

trlgethcr rvith the enhanced

I leirvily I nclebtccl Poor (louutrics

(lIII'O) [nitiative, both intro-

rlucctl in 1999, clefine the llretton

Woorls institutions' basic lp-

l)nr.ttlt [() p()\ e l'tv rctlttctiott.

I bclici,c it is thc right approach,

and durins t'Y2004 \.ve continuc(l

to scc sigr.rs that this approach is

lrcarinq fiuit. Nevcrth.'less, firr'-

nriclirblc obstacles renrain, as

hishli{htcd in the June 100.1

()lobtrl llortitirrirt llcporr on the

progrcss cotrrtt ries rtrc ntakirrg

torvirrtl thc l\1 t)( is. lrspccitrlly

irnportirnt lirr tlcvclopinu

courrtrics is a successlrtlcon-

clusion to thc [)oltrt l{ottrtd ol'

I rrrtlc ttcilotirtti()rts lx'lltul itt

2(X) l, irlthough it is a rnust lirr

rrll count rirs.

I irnr lrroutl to lrc lcitrlittg an

irrstittrtion lhat has suclt strrng

trirrlitions ol-scrvirtq ils tltc

tirruur lirr srrcccsslirl inlcrna-

I ir rtl.1| 11 1, 11r1'1.1I i( )t), ol lt lt t'lli ttrl

ll'ortt rr'sr'iut lt .ttttl ll,,ttt ('\l)('ri-

cncc, .rncl o1- cortstarttlv aclapt

inq its t()()ls t() nrect thc ncctls

ol it .lt.tttsitts qlolr,tl r'ttvitott

ntcrtt. ,\s I look rrhc;rrl, I rrnr

tottlltlr'ttt llrt'rt' rr ill (()tltitltt(' t()

bc thc hallnrirrks ol.thc Ir\1t:

A1 ) A,/^ /
Rodrigo cle Ilato
r\Jrlrrrglll I ) i rt t o r tt t t r I

( .'htir ol tltc lr,tct lrlirr' /krrrrr/

Deputy Mana$ng
Dlrectorc
on April 30,2004

tr
\

Anne 0. l(rueger
FiIst Deputy Managing

Director

Agustin Carctens
Deputy Managing Director

a
Takatoshl l(ato
Deputy Managing Director

vlr



Executive Board
on April 30,2004

Uf ted States

SirLr(l /\rirl) a

t
ril

Nancy P Jacklin
It/ltg Lruttlsagar

Jeroen Kremers
Yuriy G. Yakusha

Ken Yagi

lilichio Kitahara

Luis Marti
A4olses Schrvarfz

Sri Mulyani lndrawati
lsmail Alowi

Abbas Mirakhor
Mohammed Daiii

Karlheinz Bischofberger
GerI A,4erssner

Aflilenia, Bosila

an(l Houegovrna,

Bulgaria, C()al a. Cyprus,

Gmrgra, lsracl. fYR

l\4acedonia, Moldova,

Netlrcr ards, R0nrania,

Ukrarne

Costa Ri(ia,

El Salvador, Gualoilralir,

H0nduras, Moxi(x),

Nicaratlra, Sl)irir,
Vonoluel il

Brr|0 D,tftrssa ailt

Canrbod a. Frlr,

lrdonesril, Lao PD R

Ma aysra. N4yanilar.

Nel)al Silrgapoftr.

Tlra af(i. Tonila.

Vrolfa llr

Alglranistar. Algeriir

Ghana, lslanlic

R{)plrt)li{r ol lrail,

N,4or0ooo. Pakisliln,

Tu n isra

Pier Carlo Padoan

Harilaos Vittas

lsmaila Usman
Peter.J. Ngun)bullu

Murilo Portugal

Roberto Ste/ner

All)a. i.r. Greeo),

Itaiv. Valta
Porl-rgri, San NIarin

T []ot--rlst(l

A'go a Botswaila.

B!rufdi, Eritrea

Eth opia The G.rmbi

Kerrra Lesotho,

l\4a atri Mo;ram:lrqur

Nanlb a, Nigenir,

S e.'a teone, Si)uth

A1r ce Suden,

Sr,az and, lanz rnia.

UBaICa. Zarnbiir

BiaTil,0olornbia,

Dornrfican Rep rblic

Ecuador GLyaf r,

Ha,t Prnana,

Surare.Trinidad
ailC i3trago

,4

Sulaiman M. Al Turki

Ahdallah S. Alaztaz

Russian Foderation

Aleksei V. Mozhin

Andrei Lushin

Nolo: A 1cilralrv0 Excc!1 v0 D[oclors arc rf(lrcatd n ]talics
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Pierre Duquesne
S6bastien Boitreaud

lan E. Bennett
Charles X.0'Loghlin

A. Shakour Shaalan
oussama T. Kanaan

B.P Misra

R.A..layatissa

France

Antigua and

Barbuda, The Bahamas,

Barbados, Belize,

Canada, Dominica,

Grenada. lreland,

Jamaica. St. Kitts and

Nevis, St. Lucia,

St. Vincent and

the Grenadines

Bahrain, Egypt, lraq,

Jordan, Kuwait,

Lebanon, Libya,

lraldives, 0man, Qatar,

Syrian Arab Republic,

United Arab Emirates,

Yem en

Bangladesh,

Bhutan, lndia,

Sri Lanka

Tom Scholar
Martin A. Brooke

Jon A. Solheim
Benny Andetsen

WANG Xiaoyi

GE HuayonE

Guillermo Le Fort

Hector Torres

United Kingdom

Denmark. Estonia,

Finland, lceland,

Lawia, Lithuania,

Nonflay, Sweden

China

Argentina, Bolivia,

Chile, Paraguay, Peru,

Uruguay

Willy Kiekens
lohann Prader

Michael J. Callaghan
Michael H. Reddell

FtivZutbti\g
Wieslaw Szczuka

Damian Ondo Mafre

Laurean W. Rutayisie

Austria, Belarus,

Belgium, Czech Republic,

Hungary, Kazakhstan,

Luxembourg, Slovak

Repu bl ic, Slovenia, Tu rkey

Australia, Kinbati,

Korea, Marshall lslands,

Federated States of

l\,licronesia, Mon gol ia,

New Zealand, Palau,

Papua New Guinea,

Philippines, Samoa,

Seychelles, Solomon

lslands, Vanuatu

Azerbaijan, Kyrgyz

Republic, Poland,

Serbia and Montenegro,

Switzerland, Tajikistan,

Turkmenistan. tlzbekistan

Benin, Burkina Faso,

Cameroon, Cape Verde,

Central African Republic,

Chad, Comoros, Dem,

Rep. ol the congo, Rep. of

Congo, COte d'lvoire,

Djibouti, Equatorial

Guinea, Gabon, Guinea,

Guinea Bissau,

l\,ladagascar, Mali,

Mauritania. Mauritius,

Niger, Rwanda, SaoTomd

and Principe,

Senegal, Togo
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Senior Officers
on April 30,2004

Gerd Hdusler, Counsellor

Raghuram G. Rajan, Economic Counsellor

Area Departments

Abdoulaye Bio-Tchan6

Director, African Department

David Burton

Director, Asia and Pacific Department

Michael C. Deppler

Director, European Departmentl

Mohsin S. Khan

Director, Middle East and Central Asia Departmentl

Anoop Singh

Director, Western Hemisphere Department

Functional and Speclal Servlces Departments

Eduard Brau

Director, Finance Department

Teresa M. Ter-Minassian

Director, Fiscal Affairs Department

Leslie Lipschitz

Director, IMF lnstitute

Gerd Hdusler

Director, lnternational Capital Ma rkets Depa rtment

Franqois P Gianviti

General Counsel, Legal Department

Stefan lngves

Director, Monetary and Financial Systems Department

Mark Allen

Director, Policy Development and Review Department

Raghuram G. Rajan

Director, Research Department

Carol S. Carson2

Director, Statistics Depa rtment

lThe European I Department, European ll Department, and Middle Eastern

Department were reconfigured on November 1,2003, to form the European

Department and the Middle East and central Asia Department.

lnformation and Liaison

Thomas C. Dawson ll

Director, External Relations Department

Hiroyuki Hino

Director, Regional 0ffice for Asia and the Pacific

Flemming Larsen

Director, offices in Europe

Reinhard Munzberg

Director and Special Representative to the UN, 0ffice at the
United Nations

Support Servlces

Margaret R. Kelly3

Director, Human Resources Department

Shailendra J. Anjaria

Secretary, Secretary's Department

Brian C. Stuart
Director, Technology and General Services Department

0tflces

Barry Potter

Director, office of Budget and Planning

Alain Coune

Director, 0ffice of lnternal Audit and lnspection

Claire Liuksila

Director, 0ffice of Technical Assistance Management

Montek Singh Ahluwalia

Director, lndependent Evaluation office

Jeanette Morrison

Chief, Editorial and Publications Division

2Robert Edwards will assume the position of Director, Statistics Department,

when Carol Carson relinquishes her responsibilities as Director on Septem-

ber 1, 2004.
3Jorge Mdrquez-Ruarte assumed the position of Director, Human Resources

Department, when Margaret Kelly relinquished her responsibilities as Director

on July 5,2004.
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Letter of Transmittal
to the Board of Govetnors

August 27,2004

Dear Mr. Chairman:

I have the honor to present to the Board of Governors the Annual Report of the Executive Board for

the financial year ended April 30, 2004, in accordance with Article XII, Section 7 (a) of the Articles

of Agreement of the International Monetary Fund and Section l0 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, 2005, are presented

in Section 8. The audited financial statements for the year ended April 30, 2004, 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 IX.

) AJ^/

Rodrigo de Rato

Managing Director and Chair of the Executive Board

xi
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7.1 One-Year Foruard Commitment Capacity,

1994-April 2004

b 8.1 Projected Share of Resources by 0utput Category,

FY2005

27 8.2 IMF organization Chart

8

I
9

56

57

73

87

92

The IMF's financial year is May 1 through April 30.

The unit of account of the IMF is the SDR; conversions of IMF financial data to U.S. dollars are approximate and provided for conven-

ience. As of April 30, 2004, the SDR/U.S. dollar exchange rate was US$ 1 - SDR 0.68879, and the U.S. dollay'SDR exchange rate was

SDR 1 - US$1.45183.The year-earlier rates (April 30,2003) were US$1 - SDR 0.722589 and SDR 1 - US$l.38391.

The following conventions are used in this Report:

- to indicate that the figure is zero or less than half the final digit shown or that the item does not exist;

- between years or months (for example, 2003-04 or January-June) to indicate the years or months covered, including the

beginning and ending years or months;

/ between years or months (for example 2003/04) to indlcate a fiscal orfinancial year.

'Billion" means a thousand million; 'trillion' means a thousand billion; minor discrepancies between constituent flgures and totals are

due to rounding.

As used in this Report, the term "country' does not in all cases refer to a territorial entity that is a state as understood by international

law and practice. As used here, the term also covers some territorial entities that are not states but for which statistical data are main-

tained on a separate and independent basis.
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IMF Surveillance-
Promoting Growth and Stability

A ne of the core resoonsibilities of the Interna-
L,ltional Monetary iund is to maintain a dialogue

with its member countries on the national and inter-
national consequences of their economic and finan-
cial policies. This process of monitoring and

consultation, referred to as surveillance, is mandated
under Article IV of the IMF's Articles of Agreement
and lies at the heart of the Fund's efforts to prevent
crises.

The IMF exercises this responsibility of surveillance

in several ways (see Box l I ). Highlights of its surveil-
lance activities during financial year 2004 follow.

r As part of the Fund's surveillance of the global
economy, the Executive Board conducted its twice-
yearly comprehensive assessments of the World
Economic Outlook in August 2003 and March 2004.

Against the background of prospects for a gradual-
albeit moderate-global economic recovery, Direc-
tors in August 2003 called for macroeconomic
policies to remain appropriately supportive and for
reinvigorated structural reform efforts. By March,
the nascent recovery had strengthened and broad-
ened, and Directors agreed that the focus of policy
efforts should be on medium-term measures that
would underpin the sustainability of the recovery

while rebuilding room for maneuver to respond to
possible future shocks. In addition, they observed
that managing the transition to a higher interest
rate environment would be a key challenge.

r Also in August 2003 and March 2004, the Board
discussed developments in financial markets

worldwide, based on Global Financial Stability
Reports prepared by the staff. In August 2003,

Directors noted that financial markets had

remained resilient, notwithstanding continued
lackluster economic growth, but expressed their
concern about several downside risks, with a focus

on the policy implications of these market develop-
ments. By March 2004, with the prospects for
fi nancial stability appearing brighter, Directors
stressed, among other things, that relatively benign
conditions in mature and emerging markets pro-
vided a window of opportunity to focus policy
attention on several key structural reforms.

r The Board completed 115 consultations with indi-
vidual member countries as mandated under Arti-
cle IV of its Articles of Agreement.

r Executive Directors discussed regional develop-

ments on several occasions. In particular, they dis-

cussed euro area policies (September 2003), the

adoption of the euro by central European members
(February 2004),and developments and policies in
the Central African Economic and Monetary Com-
munity (November 2003).

Country Surveillance

To conduct surveillance in accordance with Article IV
an IMF staff team visits each member country to
meet government and central bank officials and col-
Iect and analyze economic and financial information.
The consultations cover recent economic develop-
ments and the exchange rate, monetary, fiscal, and
relevant structural policies the country is pursuing.
The Executive Director for the member country usu-

ally participates as an observer. The team generally

also meets with other groups-such as members of
legislative bodies, trade unions, employer associa-

tions, academics, and financial market participants.
The IMF staff team normally prepares a concluding
statement, or memorandum, summarizing the find-
ings and policy advice ofthe staffteam and leaves this
statement with the national authorities, who have the

option of publishing it.

3
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With its nearly universal membership of 184

countries, the IMF serves as an international

forum where members can monitor global,

country, and regional economic develop-

ments. IMF surveillance takes three main

forms:

monitor and discuss developments in
individual countries.

t Country ("Bilateral") Surveillance. As man-

dated by Article lV, the Executive Board

holds regular consultations with each

member country on its economic and

financial policies, and the international

repercussions of these policies. Through

these 'Article lV" consultations, which are

based on staff reports, the IMF aims to

identify policy strengths and weaknesses,

indicate potential vulnerabilities, and

advise countries on appropriate and cor-

rective policy actions.The IMF also con-

ducts bilateral surveillance through the

Financial Sector Assessment Program, or

FSAP (see Section 2).

t Global ("Multilateral") Surveillance. The

IMF's Executive Board regularly reviews

global economic and financial market

developments.The reviews are based partly

on the staff's World Economic 1utlook

On their return to headquarters, IMF staff members prepare
a report describing the economic situation in the country
and the nature of the poliry discussions with the national
authorities, and evaluating the country's policies. The Execu-

tive Board then discusses the report. The views of the coun-
try's authorities are conveyed to the Board by the country's
Executive Director. The views expressed by the Executive
Directors during the meeting are summarized by the Chair
(or Acting Chair) of the Board, and a written summing up is

produced. Subject to the approval of the member country
concerned, the full Article IV consultation report and a Pub-
lic Information Notice (PIN), containing a summary of the
Board discussion and background material, are released to
the public. The country authorities may authorize release of
a PIN even if they do not wish to release the full report. In
FY2004, the Board conducted 115 Article IV consultations
with member countries (see Thble 1.1). All PINs and the
Article IV reports that the authorities have agreed to release

are published on the IMF website.

In addition, the Board assesses the economic conditions in,
and policies of, member countries borrowing from the IMF
in the context of its discussions on the lending arrange-
ments that support the member countries'economic pro-
grams. The Board also holds frequent informal meetings to

reports and the Global Financial Stability

Reports, both of which are prepared twice

a year. ln addition, the Board holds more

frequent, informal discussions about world

economic and financial market develop-

ments. Activities in mature and emerging

financial markets are monitored continu-

ously, including in a daily internal report

prepared by the stafi.

. Re$ional Surveillance.Io supplement coun-

try consultations, the llvlF also examines

policies pursued under regional anange-

ments. lt holds regular discussions with

such regional economic institutions as the

European Commission, the European Cen-

tral Bank, the Central African Economic

and Monetary Community, the Eastern

Caribbean Cunency Union, and the West

African Economic and Monetary Union.

The IMF also takes part in policy discussions

of finance ministers, central bank governors,

and other officials in a variety of groups, such

as the Group of Seven major industrial coun-

tries, the Group of 24, and the Asia-Pacific

Economic Cooperation Forum. (See also Sec-

tion 6 on governance.)

Global Surveillance

The Executive Board's conduct of
global surveillance relies heavily on
two staff reports-the Woild Eco-

nomic Outlook and the Global Finan-
cial Stability Report-as well as on
regular sessions on world economic
and market developments.

World Economic 0utlook

The Board's twice-yearly reviews of
the World Economic Outlook are an

integral part of the Fund's ongoing
surveillance of economic develop-
ments and policies in its member
countries and of the global economic
system. These surveys of prospects
and policies are the outcome of a
comprehensive review of world eco-
nomic developments and analyze
short-term and medium-term
prospects for the world economy as

well as for individual countries and
country groups. They draw for the most part on informa-
tion gathered through the staff's consultations with mem-
ber countries and provide a framework for assessing the
relationships among the economic policies of Fund
members.

In FY2004, the Board discussed the Woild Economic Outlook
on two occasions-in August 2003 and in March 2004. (See

Box 1.2 for a chronology of key economic developments
during FY2004.)

World Economic )utlook, Autust 2003

At the time of the August 2003 World Economic Outlook dis-
cussion, economic data in some countries and forward-
looking indicators, particularly in financial markets,
pointed to a strengthening of global growth in the second

half of 2003 and 2004, and Executive Directors noted the
prospects for a gradual-albeit moderate-recovery.

Given this environment, Directors called for macroeco-
nomic policies to remain appropriately supportive and
for reinvigorated structural reform efforts to strengthen
confidence and reduce vulnerabilities over the medium
term. In particular, monetary policies in industrial coun-
tries should remain supportive for the time being, and-

4
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Table 1.1

Country Board Date PIN lssued Statf Report Publlshsd

Afghanistan, lslamic State of
Algeria

Angola

Antigua and Batuuda
Australia

Austria

Azerbaijan

Bahamas, The

Bangladesh

Belgium

Belize

Bolivia

Bosnia and Hezegovina
Botswana

Burkina Faso

Burundi
Canada

Central African Republic
Chad

Chile

China

Comoros

Congo, Republic of
Cote d'lvoire
Czech Republic

Djibouti
Dominican Republic
El Salvador
Equatorial Guinea

Edtrea

Estonia

Finland
France

Gabon

Gambia, The

Georgia

Germany

Ghana

Greece

Guinea

Honduras

Hong Kong SAR

Hungary

lceland
lndia

lran, lslamic Republic of
lreland
lsrael
It ly

Jamaica

Japan

Jordan

Ka?akhstan

Kenya

Kiribati

Korea

Kuwait
Lesotho

Libya

Lithuania

November 21,2003
Januaty 14,2004
July 25,2003
october 24,2003
october 22,2003

November 24,2003
May 14,2003
)uly 2,2003
June 20,2003
February 13,2004

March 24,2004
July 7,2003
February 25,2004
March 24,2O04
June 11,2003

January 23,2004
February 18,2004
Apil 2,2004
Ivlarch 19,2004
August 18,2003

october 31,2003
April 30,2004
June 13,2003
March 31,2004
August 22, 2003

January 7,2004
August 29,2003
July 18,2003
November 72,2003
May 2,2003

0ctober 22,2003
october 8,2003
october 8,2003
November 10,2003
March 8,2004

october 17, 2003
November 3,2003
May 9,2003
May 16,2003
July 16,2003

l\'lay 5,2003
l\ltay 16,2003
lvlay 2,2003
August 22,2003
July 18,2003

August 25, 2003
July 30,2003
April 19,2004
November 7,2003
June 9,2003

August 20, 2003
4pfl2,2004
May 28,2003
May 2,20O3
June 16,2003

February 20,2004
February 9,2004
)anuary 21,2004
August 18,2003
September 5,2003

December 22,2003
Janvaty 29,2004
September 10,2003

october 29,2003

November 26,2003
June 4,2003
July 23,2003
July 1 1, 2003
February 27,2004

April 16,2004
August 20,2003
March 5,2004
July 30,2004
June 30,2003

February 10,2004
lvlarch 10,2004
April 14,2004
April 29,2004
August 20,2003

November 18,2003
l\,lay 14,2004
June 30,2003
Apil21,2004
September 5, 2003

March 19,2004
october 14,2003
December 22,2003
December 9,2003
July 1,2003

october 27, 2003
october 17, 2003
october 29,2003
November 20,2003
May 18,2004

November 7,2003
November 6,2003
lilay 16,2003
June 11,2003
August 14,2003

lVay 30,2003
lVay 9,2003
August 29,2003
August 21, 2003

September 5,2003
August 5,2003
April 29,2004
November 13,2003
March 23.2004

September 5,2003
April 28,2004
June 17,2003
July 9,2003
July 7,2003

February 25,2004
February 25,2004
February 5,2004
october 23, 2003
September 9,2003

December 22,2003
February 10,2004
September 10,2003

0ctober 29,2003

November 26, 2003
June 6,2003
July 23,2003
July 11,2003
February 27,2004

April 16,2004
August 20, 2003
March 16,2004
July 30,2004
June 30,2003

February 20,2004
lr4arch 10,2004
June 10,2004
April 29,2004
September 26,2003

June 30,2003

January 9,2004

March 19,2004

December 9,2003
July 1,2003

0ctober 27, 2003
october 17, 2003
0ctober 29,2003
February 5,2004
May 18,2004

November 7,2003
November 6,2003
May 21,2003
June 1 1, 2003
August 14,2003

l\,lay 30,2003
l\'lay 9,2003
August 29, 2003

September 5,2003
August 6,2003
June 3,2004
November 13,2003
March 23,2004

September 5,2003
May 4,2004
July 18,2003
July 9,2003

February 25,2004
July 12,2004
February 5,2004
0ctober 23,2003
September 11,2003
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Table 1.1

Country Board Dat6 PIN lssued Statt Rsport Publlshod

Luxembourg

Malaysia

Mali
Malta
Marshall lslands

Mauntania
l\4auritius

Mexico

[4oldova

Mozambique

Myanmar
Nepal

Netherlands
Netherlands AnUlles

New Zealand

NoMay
0man
Palau

Panama

Papua New Guinea

Peru

Philippines
Poland

Portugal

Russian Federation

st. Kitts and Nevis

Samoa
SdoTom6 and Principe

Saudi Arabia

Seychelles

Singapore
Slovak Republic
South Africa

Spain
Sri Lanka

Sudan
Sunname
Swaziland

Sweden

SwiEerland

Syrian Arab Republic

Thailand
TimorLeste
Togo

Trinidad and Tobago

Tunisia

Ukraine

United Kingdom

United States
Uruguay

Uzbekistan

Vietnam
Yemen, Republic of
Zambia
Zimbabwe

April28,2004
February 9,2004
December 15,2003
August 18,2003
)anuary 26,2004

July 18,2003
June 30,2003
october 15, 2003
Januaty 26,2004
December 10,2003

March 17,2004
August 22, 2003
July 30,2003
June 4,2003
April 30,2004

March 22,2004
october 6,2003
February 27,2004
March 22,2004
June 4,2003

February 23, 2004
N,larch 5,2004
June 9,2003
March 15,2004
May 2,2003

October 24,2003
June 2, 2003
March 17,2004
0ctober 10,2003
February 20,2004

March 15,2004
July 23,2003
August 20, 2003
March 19,2004
March 5,2004

october 31,2003
october 17, 2003
February 9,2004
July 25,2003
May 23,2003

April 30,2004
August 25, 2003
July 14,2003
April 28,2004
June 23, 2003

July 25,2003
Iv'lay 14,2003
I\,larch 3,2004
July 30,2003
July 11,2003

l\,lay 19,2003
october 3, 2003
December 22, 2003
April 7,2004
June 6,2003

May 4,2004
March24,2004
)anuary 72,2004
September 3,2003
February 13,2004

August 13, 2003
August 6,2003
october 30,2003
February 2,2004
December 22,2003

September 5,2003
August 8, 2003
June 13,2003
May 5,2004

March 31,2004
october 22,2003
March 2,2004
March 26,2004
June 25,2003

May 28,2004
March 30,2004
June 19,2003
March 22,2004
May 9,2003

November 4,2003
June 30,2003
April 2,2004
December 5,2003

April 26,2004
August 5,2003
July 7,2004
April 2,2004
March 12,2004

December 19,2003
November 19,2003
May 25,2004
August 5,2003
June 2, 2003

September 17,2003
July 28,2003
May 13,2004
.luly 10,2003

August 7,2003
June 13,2003
[,larch 5,2004
August 5,2003
August 4, 2003

December 1,2003

July 16,2004
Juty 28,2003

May 5,2004

)anuaty 72,2004
September 3,2003

october 10,2003
october 14,2003

February 18,2004
l\4arch 5,2004

September 5,2003
August 8,2003
June 13,2003
May 5,2004

4pm2,2004

April 1,2004

June 25,2003

May 28,2004

June 25, 2003
March22,2004
May 30,2003

June 30,2003
January 19,2004

4pm 26,2004
August 5,2003
July 1,2004
4pm2,2004
March 16,2004

December 19,2003
November 19,2003

August 5,2003
)une 2,2003

)uly 28,2003

August 4,2003

August 21,2003
June 19,2003
lMarch 5,2004
August 5,2003
August 7,2003

December 5,2003

July 21,2004
July 28,2003
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with inflationary pressures very moderate-Directors con-
sidered that most regions had scope for further monetary
easing if the recovery faltered or inflation significantly
undershot policy objectives. The orderly depreciation of
the dollar was generally welcomed. Going forward, most
Directors agreed that the cooperative approach, which
would be needed to underpin the global adjustment
process, would be helped by currency adjustments that
were more broadly spread, with several emerging Asian

economies being relatively well placed to handle greater

upward exchange rate flexibility.

Directors agreed that fiscal policy would have much less

room for maneuver. While automatic stabilizers should gen-

erally be allowed to operate, they stressed that greater prior-
ity would need to be given to credible, high-quality fiscal

consolidation to address both the recent deterioration in
the fiscal outlook of the largest economies and the impend-
ing pressures of population aging. Directors also called on
industrial and emerging market economies to make sus-

tained further progress in vigorously implementing ongo-
ing structural reforms.

Directors underscored the particular importance of a

successful outcome of the World Trade Organization
(WTO) Cancrin Ministerial meeting in September 2003 in
curbing protectionist pressures and achieving further trade

Iiberalization, which would help strengthen confidence in
the economic recovery. Progress with agricultural
reforms-especially in the largest industrial economies-
would be critical for boosting the growth prospects of
developing economies and making progress with poverty
reduction. In this context, Directors expressed strong sup-
port for the initiatives being taken by the IMF and the

World Bank to strengthen their support for developing
countries'efforts to liberalize their trade regimes.

World Economic Outlook, March 2004

The nascent recovery apparent in mid-2003 had begun to
spread by the time of the Board's second meeting on the

World Economic Outlook. Directors welcomed the strength-
ening and broadening of the global economic recovery, not-
ing especially rapid upturns in the United States and

emerging Asia; a sharp pickup in industrial production and

global trade; strengthened business and consumer confi-
dence; and positive investment growth in most regions. A
broad-based rally in financial markets, including a rise in
equity prices, a further drop in bond spreads, and a

rebound in private financing flows to emerging markets,

supported the recovery. Although growth had picked up
and oil and commodity prices had moved up, worldwide
inflation remained subdued-a reflection of continued
excess capacity, still-weak labor markets, and competitive
pricing in both domestic and global markets.

I MF Survei llance-Promoting Growth and Stability

Directors noted the significant upward revision to the

global growth forecasts for 2004 and 2005, with the strength
ofthe ongoing recovery pointing to upside risks in the short
run. However, Directors also highlighted a number of down-
side risks. The terrorist attacks in Madrid of March I l,
2004, and developments in the Middle East were sobering

reminders of the continuing geopolitical uncertainties
under which the global outlook was being shaped. Although
recent exchange rate adjustments had been helpful given the

large global current account imbalances, most Directors
cautioned that these imbalances would still remain large,

thereby posing risks of potentially disorderly currency
movements and increased protectionist pressures. Most
Directors also pointed to possible increased market volatil-
ity and adverse consequences for private consumption in
countries with buoyant housing markets that could result

from an abrupt increase in interest rates from their cur-
rently very low levels.

Against the backdrop of the improved global outlook, Direc-
tors agreed that the focus of policy efforts should be on
medium-term measures that would underpin the sustain-

ability of the recovery while rebuilding room for maneuver

to respond to possible future shocks. Managing the transi-
tion to a higher interest rate environment in most countries
where growth was strengthening was a key challenge facing

monetary policy in the period ahead. While the situation
was likely to vary significantly among countries, depending

on the evolving pace and nature of the recovery, Directors
expected that, as the recovery continued, interest rates in
most countries would need to rise toward more neutral lev-

els. In this context, they considered it especially important
that central banks communicate their policy intentions
clearly to the financial markets to reduce the risk of abrupt
changes in expectations, and that rate increases, when they
actually occur, be well anchored on fundamentals.

To support an orderly resolution of the global imbalances

in the context of sustained growth in the world economy,

Directors called for the membership to adopt a credible and

cooperative strategy that would facilitate the medium-term
rebalancing of demand across countries and regions. The

main pillars of this strategy should be a credible medium-
term fiscal consolidation effort in the United States; an

acceleration of structural reforms in the euro area; further
banking and corporate reforms in fapan; and a gradual shift
toward more exchange rate flexibility combined with addi-
tional structural reforms to support domestic demand, in
most of emerging Asia. Reiterating the critical importance
of open markets for supporting broad-based global eco-

nomic growth and poverty reduction in low-income
countries, Directors called for a timely resumption and

successful conclusion of multilateral trade negotiations
under the Doha Round.
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Box 1.2

The global economic recovery gained traction

during 2003, with growth nearly reaching its

longterm trend rate (Figure 1.1). With

accommodative policy stances in the indus-

trial countries and renewed confidence

beginning in the second quarter of 2003,
economic growth strengthened and broad-

ened. Growth in world trade volume also

picked up, buttressed by increases in intra-

regional trade in Asia, involving especially

China and Japan. Net private capital flows to

emerging market and developing countries

increased as portfolio investment rebounded,

and foreign direct investment (FDl) also

picked up. Emerging market bond spreads

nanowed and many emerging market sover-

eigns took advantage of the low interest rates

to issue debt.

Although the recovery became increasingly

broad-based, its pace and nature varied sig-

nificantly. During the financial year, growth

was most rapid in the emerging market coun-

tries ofAsia, particularly China, and the

United States, and least well established in

the euro area.Ihe recoveries in the United

States and Japan gained steam-spurred by

the growth of private consumption and a

rebound in business investment in the United

States, and the growth of net exports, busi-

ness investment, and consumption in Japan.

More than in the corresponding stage of most

previous cycles, employment growth in the

United States was subdued during much of

the financial year, turning up only toward the

end.

The euro area showed some signs of recovery

beginning in the second half of 2003, but
growth remained well below its potential and

domestic demand growth was lackluster.

Cyclically induced job losses were less pro-

nounced in the euro area, but the gradual

recovery was insufiicient for unemployment to

fall from its nearly I percent rate.

ln FY2004, the recovery broadened to include

improved GDP growth in all emerging market

regions. ln many cases, the recoveries were

export-led, but, gradually, the strengthening of

domestic demand began to contribute to
growth.

Growth improved in most countries of Lat,n

America.Ihere was a sharp rebound in eco-

nomic activity in Argentina following its deep-

est recession in 20 years. Brazil's growth

picked up during the financial year, but in a

number of other countries, notably Venezuela

and Bolivia, political uncertainties continued

to undermine growth. As of end-FY2004, eco-

nomic activity, initially spurred by exports,

was becoming more reliant on domestic

demand.

EmergngAsia continued to experience the

fastest growth, with those countries affected

early in the financial year by the Severe Acute

Respiratory Syndrome (SARS) epidemic mp-

idly recovering.The region accounted for

about half of world output growth in 2003,

demonstrating lts importance as an engine of
global expansion. China continued to grow

strongly, exhibiting incipient signs of overfieat-

ing toward the end of the financial year.

lndia's growth accelerated, reflecting both

cyclical and structural factors.

Central and eastern Europe maintained rela-

tively strong growth despite the slu8lgish per
formance of its largest trading partner, the

euro area. ln some countries, current account

deficits widened as rapid credit gowth and

expansionary fiscal policies fueled imports.

Net FDI inflows contributed less to growth

than in the previous year, but, in most coun-

tries, the risks of a capital flow revelsal were

held in check. Higher global oil prices, as well

as positive domestic factors, increased growth

in the oil-exporting countries of the former

Soviet Union. oil importers in the region also

experienced strong GDP growth on the back

of robust domestic demand.

Ihe Middle East also benefited from rising oil

prices and increased oil production (including

restored capacity in lraq).Toward the end of

FY2004, however, the intensification of hostili-

ties in lraq raised the prospect of renewed

disruptions in oil supply.

Growth in Africa strenghened during ff2004,
supported by improved macroeconomic poli-

Figure 1. 1
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cies, favorable weather, the abatement of

conflicts, and debt relief under the HIPC

(Heavily lndebted Poor Countries) lnitiative.

Higher oil and non-fuel-commodities prices

also helped sustain higher growth rates in a

number of exporting African countries.

With the firming recovery, producer and non-

fuel-commodities prices rose. oil prices sur-

passed levels seen before the lraq war, owing

to increased demand as well as to uncertain-

ties about supply stemming from geopolitical

risks. Consumer price inflation remained

relatively subdued, in part reflecting substan-

tial excess capacity and moderate wage

increases. The dollar depreciated during the

financial year on a trade-weighted basis.

To\i,ard the end ofthe financial year, however,

the dollar steadied, and the euro fell back

from its peak. EmergingAsian currencies also

depreciated on a trade-weighted basis,

accompanied by a further significant buildup

in official reserves in countries with relatively

inflexible exchange rate regimes.

Monetary policies remained accommodative

in most countries, although in some cyclically

advanced counuies (including the United

Kingdom) interest rates were raised, and, in

others, policymakers were readying markets

for such an event. Fisca/ policles were varied.

Looser fiscal policy in the United States

helped to spur growth during much of the

year, but the Stability and Growth Pact con-

(May 2003 = 100)

strained the use of fiscal policy in some euro

area countries.

|nlne majorfinancial narkets, nominal bond

yields reached a four-decade low in the United

States in mid-2003. Encouraged by abundant

global liquidity, broadening economic growth,

and the improving credit quality of both

mature and emerging market borrowers,

investors increasingly favored riskier assets. As

a result, credit spreads on mature and emerg-

ing bond markets nanowed, and the cost of

default protection fell. Toward the end of the

financial year, as expectations of an upturn in

policy rates in the United States gathered,

market participants began to unwind carry

tmdes and to reduce risk exposures.

Global equiA markets rallied strongly on

expectations of continued strong global

growth and associated improvements in

corporate earnings, as well as low interest

rates (see Figure 1.2).The S&P 500 rose

45 percent from its March 2003 lows before

retracing part of those gains as interest rate

expectations changed near the end of the

financial year. European equities followed a

similar pattern, rising 50 percent from their

mid-March 2003 trough before surrendering

part of those gains by the end of the financial

year. ln Japan, stocks rallied almost 60 per-

cent, as the growth of the Japanese economy

strengthened, before falling back slightly,

along with other mature market indices.
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A rise in risk appetite and a search for yield

fueled strong inflows into emergingmarkets.

Driven by improving fundamentals and abun-

dant liquidity, the spread on the EMBI+ fell

precipitously from 756 basis points in late

January 2003 to a near-record low of 384

basis points in early January 2004 (see Figure

1.3). Low nominal yields and strong investor

demand facilitated increased bond issuance

by emerging market borrowers, as many

sought to lock in attractive financing costs by

prefi nancing their future funding requirements.

Emerging market bond issuance in the primary

market touched a record monthly high in Jan-

uary 2004 and totaled some $40 billion in

.lanuary-April, covering more than half of the

calendar yea/s financing needs. Some 56 per-

cent of total issuance during this period was

from nonsovereign entities. Brazilian debt

experienced one of its longest rallies in history,

with continually nanowing spreads for 15

straight months. Similarly, having peaked at

over 1,100 basis points in March 2003,the

spread onTurkey's EMBI+ sub-index fell by

almost three-fourths in less than a year. How-

ever, by the end of the financial year, spreads

on emerging market bonds had started to rise

again as bond yields in the United States rose

in anticipation of an increase in policy rates.

Primary issuance of equities in emerging mar-

kets was also strong during the financial year,

although investor appetite dimmed as the year

came to a close.
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Directors emphasized that the relatively benign economic
outlook provides an advantageous window ofopportunity
to address vulnerabilities. In particular, efforts to restore sus-

tainable medium-term fiscal positions should be pursued
vigorously. In most industrial countries, these will need to
involve, in addition to timely fiscal consolidation, credible
and high-quality measures to reform pension and health
care systems. In addition, for emerging market and other
developing countries the priority should be to address
remaining public debt sustainability concerns through tax
reforms to reduce revenue volatility, steps to strengthen fiscal
institutions, and measures to improve the structure of debt.

Major Currency Areas

Directors welcomed the recent strong growth in the United
Srnres. With the impact of past fiscal and monetary stimu-
lus gradually waning, they considered that the sustain-
ability of the recovery would increasingly depend on
continued solid investment and productivity growth and
a pickup in employment, which had so [ar been lagging.
In view of the weak labor market and low inflation,
Directors supported the U.S. Federal Reserve's decision to
maintain a very accommodative monetary policy stance.
In the future, Directors observed, the ground should con-
tinue to be laid for a move toward a more neutral mone-
tary policy stance. While recognizing that the expansionary
fiscal policy pursued by the U.S. authorities in recent years

had supported U.S. growth and had had a positive impact
on global output, Directors underscored that the priority
hence[orth would be sustained fiscal consolidation. On
the basis of the IMF staff 's analysis of the global impact
of U.S. fiscal policy, most Directors supported the con-
clusion that a more ambitious fiscal consolidation path
than currently envisaged would produce significant bene-
fits, in particular by containing the risk that higher real

interest rates would crowd out productive investments.
Accordingly, these Directors urged the U.S. authorities to
establish a viable fiscal framework with the objective of
returning the budget to balance (excluding Social Security)
over the medium term and to undertake reforms to
strengthen the financial position ofSocial Security and
health care programs.

The recovery in the euro area remained subdued. While
prospects for stronger domestic-led growth were being
supported by an expected pickup in fixed investment,
Directors saw the pass-through effects of euro apprecia-
tion, the ongoing balance sheet restructurings, and the
Madrid bombings'possible impact on confidence as factors
that had the potential to dampen the outlook. In view of
this fragile environment, Directors supported the continu-
ation of the current monetary policy stance until convinc-
ing signs of a self-sustaining recovery in domestic demand

emerged. Regarding fiscal policy, countries with weak
budget positions should aim for a sustained adjustment of
underlying imbalances, to achieve fiscal consolidation
within the Stability and Growth Pact framework. Directors
welcomed the recent progress on structural reforms,
including the Agenda 201 0 initiative in Germany and pen-
sion reforms in France. They considered, however, that to
increase sustainable long-term growth and improve the
euro area's ability to adjust to shocks, more would need to
be done. In particular, in anticipation of future demo-
graphic changes, Directors observed that product and labor
markets should be strengthened further, and labor force
participation and productivity growth increased.

ln lapar4 the strength ofthe recovery had continued to
exceed expectations substantially, with welcome signs of a

pickup in private consumption to complement exports and
business investment as the main engines of growth. Defla-
tionary pressures had also eased, and the authorities had
made progress in strengthening the bank and corporate sec-

tors. Directors encouraged the Japanese authorities to build
on these achievements by making further strong efforts to
sustain the recovery. In this context, they recommended
continued quantitative monetary easing to bring a decisive
end to deflation, adoption of a well-defined fiscal consoli-
dation plan to tackle the very difficult budgetary situation,
and further reforms of the financial and corporate sectors,
particularly of smaller banks and enterprises.

Directors discussed the IMF staff 's analysis of the industrial
countries' experiences with structural reforms, which pro-
vided useful insights on how to move forward. While
reforms had, in general, progressed fastest in areas that
yielded the most immediate benefits, the experience over
the past two decades showed that the end of a protracted
period of slow growth provided a particularly favorable
environment to embark on more difficult reforms. In such

an environment, policymakers and voters remain aware of
the costs of weak growth; at the same time, the economic
recovery under way mitigates any short-term adjustment
costs. Directors accordingly encouraged policymakers to
take advantage ofthe recovery to press ahead with their
structural reform agendas, including by carefully exploiting
the complementarities between different reform areas.

Emerging Market and other Developing Countnes

Turning to emerging nmrket and other developing cormtries,
Directors welcomed the recovery, which had been aided by
improved fundamentals, strong private capital inflows,
and historically low spreads. GDP growth was expected
to strengthen in most regions, although the outlook-
particularly in countries where public debt remains high-
could be affected by a deterioration in external financing
conditions-for example, as a result of an abrupt or unex-
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pected increase in interest rates. Directors acknowledged
that, in addition to abundant liquidity in global financial
markets, the decline in emerging market bond spreads also

reflected the considerable progress being made by many
countries in strengthening their fundamentals and improv-
ing the structure of their public debt.

The Board was encouraged by the improved outlook for
Latin America, with stronger domestic demand beginning
to contribute to an initially export-led recovery. To sustain

the prospects for a further firming of the recovery, countries
would need to continue making strong efforts to reduce

their vulnerabilities to a possible deterioration in the global

financial market environment and to further strengthen

investor confidence. A number of countries in the region
face a challenge in addressing pressing social needs against a

backdrop ofstill high public debt levels. In this context,
Directors stressed the importance of implementing broad-
based reform strategies aimed at achieving strong and sus-

tained growth. These strategies should be combined with
well-targeted social programs and investments.

Directors highlighted the exceptionally strong growth in
emerging Asia, which was underpinned by accommodative
macroeconomic policies, growing domestic demand,

competitive exchange rates, and the recovery in the infor-
mation technology sector. Economic activity in the region
was supported by buoyant growth in China. With growth
accelerating and some financial imbalances emerging,
many countries in the region would need to gradually
tighten macroeconomic policies in 2004-05. In a number
of countries, accelerated fiscal consolidation may be war-
ranted, along with strengthened prudential oversight of
the banking system to ensure that lenders appropriately
evaluate and manage risks. Most Directors considered that
timely, gradual steps by China toward greater exchange

rate flexibility-combined with progress on developing the

exchange markets and strengthening the banking sector-
would contribute to price stability over the longer term by
containing the continuous buildup of international
reserves. Such steps would also facilitate similar moves by
other countries in the region facing a need for monetary
tightening and allow the region as a whole to contribute to
more balanced growth globally. Directors discussed the
implications of China's rapid growth and integration for
the global economy, and they noted that, while China
itself clearly stands to gain the most from this process, the

rest of the world will also continue to enjoy long-term
benefits from China's economic emergence, as already
evidenced by dynamic productivity gains. To maximize
these gains, Directors underscored the importance of
continued further efforts by all countries to increase the
flexibility of their economies to foster the mobility of
resources among sectors.

IMF Surverllance-Promoting Growth and Stabrlity

The robust economic performance in most other emerging
market countries was welcomed by the Board. Prospects for
continued strong growth remain favorable across regions,

provided timely actions continue to be taken to address vul-
nerabilities and further strengthen the foundations for pri-
vate-sector-led growth. For many countries in central and

eastern Europe, it was important to press ahead with fiscal

consolidation efforts, in particular in those countries where

a sharp widening in the current account deficit calls for
firm action to reestablish budgetary discipline. ln the Com-
monweahh of Independeti States (CIS) countries, the prior-
ity should be to continue with reforms to improve the

investment environment, strengthen banking systems and
judicial frameworks, and dismantle intraregional trade
barriers. Directors highlighted the importance of fiscal

consolidation in most oil-exporting countries in the
Middle East to reduce their vulnerability to oil price fluc-
tuations. For the region as a whole, a more stable security
situation and reduced geopolitical tensions will-along
with employment-generating reforms-be key to accelerat-
ing medium-term growth.

Credit booms in emerging market economies, particularly
the risk that such booms may presage sharp economic
downturns and financial crises, were also examined by
Directors. Credit booms are difficult to foresee, and author-
ities need to remain vigilant, especially in situations where

rapid credit growth is accompanied by other signs of
macroeconomic imbalance, such as current account deficits,

investment booms, and increases in the relative prices of
nontradables. Containment of credit booms usually
requires strengthened surveillance of the banking system

and close scrutiny of corporate borrowing during periods of
rapid growth.

Directors were encouraged by the continued improvement
in Africa's economic performance, and the expectation that
growth will accelerate further in the period ahead. A sus-

tained further effort to accelerate growth and reach the Mil-
lennium Development Goal of halving poverty by 2015

remains nevertheless a pressing priority. This will require
promoting stronger private sector activity and investment;

reducing vulnerability to exogenous shocks; developing
infrastructure; and strengthening institutions, governance,
and transparency; as well as strong efforts to avoid the resur-

gence of civil conflicts. Directors welcomed recent regional

initiatives to accelerate progress in these areas, including the

African Peer Review Mechanism and the African Union's
adoption of a Convention on Preventing and Combating
Corruption. They also emphasized that additional assistance

from the international community would remain critical for
Africa's development and called for increased aid, continued
debt relief, and-most important-greater access to indus-
trial country markets.
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lraq was one of the founding members of the lnternational Monetary

Fund in 1946. Between 1980 and 2002, however, because of inter-

nal political developments, three wars, and international sanctions,

the IMF had little ofiicial contact with the government of lraq. With

the fall of Saddam Hussein's government in March 2003, the IMF

reestablished contact with lmqi officials worting with the lraqi Gov-

erning Council. A number of missions were fielded to Baghdad until

the bombing of the UN compound in August 2003 led to the suspen-

sion of IMF travel to lraq.lle dialogue between the Fund and lraq

has since continued at locations outside lraq. Fund stafi have con-

centrated their work in two areas: (1) developing a macroeconomic

framework and (2) providing technical assistance. ln addition, the

Fund's Managing Director is represented on the lnternational Advi-

sory and Monitoring Board (IAMB), which was set up according to

the directives of the UN Security Council to ovelsee the audits of the

Development Fund for lraq, the oil-export proceeds that go into the

Development Fund, and the financial controls in place in the spend-

ing ministries.

Early work on the macroeconomic framework served as input into

the initial needs assessment that was prepared for the donors con-

ference in Madrid in october 2003. During this conference, which

was attended by representatives from 73 countries and 20 interna-

tional organizations, donors pledged some $33 billion in grants and

loans in support of the reconstruction of lraq in 2003-07. ln April

2004, the Fund participated in a meeting at the U.S. State Depart-

ment in Washington at which the core group of donors and institu-

tions began preparations forthe lnternational Reconstruction Fund

Facility for lraq.

Fund staff worked on a debt sustainability analysis in consultation

with lraqi officials and representatives of the Coalition Provisional

Authority (CPA). After contacting 50 countries that are not members

of the Paris Club to get information about any outstanding loans to

lraq, the Fund estimated that debt to non-Paris Club crediton is
probably about $60-$65 billion, compared with about $42 billion

to Paris Club creditors and $15 billion to commercial creditors.This

analysis was provided to the Paris Club in late May 2004 for their

consideration of possible debt relief for lraq.Ihe G-8 summit in

June declared that an agreement on debt relief based on the IMF'S

work on the debt sustainability analysis should be reached by the

end of 2004, after the G-8 and Paris Club members have consulted

among themselves and with non-Paris Club crediton. 0n June 8,

2004, the UN Security Council endorced the formation of the

interim government of lraq, which assumed power upon the dissolu-

tion of the CPA on June 28. The interim government is intended to

serve until an elected transitlonal government takes office, which

should happen by December3l, 2004, or,atthe latest, January

31,2005.The UN endorsementshould pave the way for interna-

tional recognition of the interim government and make possible the

normalization of lraq's relations with the Fund.

The IMF has been a lead provider oftechnical assistance in lraq

since the summer of 2003. lt has provided extensive technical

assistance in a number of areas, including the introduction of a new

currency, central bank and commercial bank legislation, the pay-

ments system, budget execution and public expenditure manage-

ment, tax policy, revenue administration, and the compilation and

dissemination of economic statistics. Training programs for lraqi offi-

cials have also been provided in the macroeconomic, fiscal, mone-

tary, and statistical areas.

Global Financial Stability Repoft

Another key tool for the IMF's monitoring of global econo-
mic activity is the Global Financial Stability Report (GFSR),

which, like the World Economic Outlook, is published twice
a year. The GFSR focuses on the world's financial markets,
covering developments in both mature and emerging mar-
kets and analyzingtopical structural issues relating to the
global financial system. The report aims to identifr poten-
tial fault lines in the global financial system, in an effort to
help head off systemic crises. The Executive Board dis-
cussed two reports-one in August 2003 and another in
March 2004.

Global Financial Stability Report, Autust 2003

At their August discussion, Directors noted that financial
markets had remained resilient during the first half of 2003,

notwithstanding continued lackluster economic growth,
geopolitical uncertainties, and high market volatility. How-
ever, some concerns remained, associated with risks related
to the macroeconomic outlook, rising long-term bond
yields, the potential for weak corporate earnings, and the
vulnerability of emerging bond markets to a correction.

Several policy implications of market developments were

noted by Board members. They urged authorities in major
financial centers to persist in reforms to shore up market
foundations, including strengthening corporate governance
to restore investor confidence; bolstering the regulation and
supervision of insurance companies; and improving the
accounting practices and regulation of defined-benefit pen-
sion funds.

Although the external financing climate for emerging
market countries improved somewhat in 2003, Directors
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cautioned that public sector debt in these countrles
remained high and that there was no room for complacency
by borrowers. They urged countries to take advantage of
enhanced access to international capital markets to press

ahead with the implementation of sound policies and
improve the structure of their Iiabilities, including extend-
ing maturities and reducing the dependence on dollar-
linked debt. Directors noted that several countries had
undertaken successfu I liability-management operations.
They also welcomed the use of collective action clauses
(CACs) in recent sovereign bond issues.

The discussion in the Global Financial Stability Report of
the volatility of capital flows to emerging markets was wel-

comed by Board members, and they agreed that foreign
direct investment should be encouraged. However, Direc-
tors pointed out that, while capital flows were inevitably
somewhat volatile, sound economic policies and trans-
parenry could help countries make flows more stable. There
was also much that emerging market countries could do
to "self-insure" against the effects of volatility, including
managing assets and liabilities; adapting exchange rate

arrangements to the degree of capital account openness;

strengthening domestic financial institutions; enhancing

supervision and regulation; and developing local securities
markets. Directors noted that developing efficient and sta-

ble local sources of finance had become all the more rele-
vant since emerging markets as a group had become net

exporters ofcapital in recent years. Directors also discussed

the implications of increased holdings of international
reserves by some countries.

Global Financial StabiliA Report, March 2004

Financial market conditions had strengthened by the time
of the Executive Board's GFSR discussion in March 2004,

and the prospects for global financial stability appeared
brighter. Directors noted that the improved outlook was

supported by a firming of the global economic recovery,
rising corporate earnings, and a strengthening of corporate
balance sheets. Emerging market borrowers, many of which
had taken steps to put their public finances on a sounder
footing and improved the structure of their domestic and
external debt, were benefiting from higher export demand
and commodity prices.

Global Financial Market Surveillance

In response to this improved outlook and the exceptionally
low short-term interest rates, Directors noted, global finan-
cial markets had staged a strong, broad-based rally in 2003.

While low short-term interest rates were continuing to
influence investor behavior and were, in some cases,

encouraging increased risk taking in search for yield, most
mature and emerging market indices appeared to be point-

IMF Surveillance-Promoting Growth and Stability E

ing to a period of consolidation, with investors showing
renewed caution and increased discrimination.

The improved outlook for financial stability was not with-
out risks, Directors emphasized, noting that risks would
require vigilant monitoring, not least because of their inter-
connected nature. A first set of risks stemmed from the
environment of prolonged low interest rates and abundant
liquidity. In this environment, asset valuations may be

pushed beyond levels justified by fundamental improve-
ments, eventually necessitating a transition to higher inter-
est rates in mature markets. Such an outcome may have

broader ramifications, including increased bond market
volatility ifinvestors were to revise their interest rate out-
look abruptly-as they did during the 1994 sell-off in
global fixed-income markets-or if asset valuations that
were predicated on an unusually low level of risk-free rates

were corrected abruptly. To guard against these risks,
Directors encouraged policymakers to develop timely and
forward-looking communication strategies that encourage
investors to base their decisions on fundamentals rather
than on the expectation that interest rates will be kept
indefinitely at very low levels. Directors noted that the
potential effects of higher interest rates on emerging market
economies were being mitigated owing to the progress that
many of them have made in reducing vulnerabilities, while
stronger world growth would also help offset the impact of
higher interest rates.

The potential for market instability arising from large
global external imbalances, including the possibility that
adverse developments in the currency markets might spill
over into other asset markets, was also discussed. The
depreciation of the U.S. dollar against other major curren-
cies had so far been orderly. Most Directors considered that,
in view of the substantial capital flows that the U.S. econ-
omy will continue to need to attract, the risk of a pro-
nounced currency depreciation-possibly resulting in
higher U.S. dollar interest rates and a correction in asset

valuations-can nevertheless not be dismissed. A strong
and sustained cooperative effort-aimed at ensuring a

smooth adjustment of global imbalances over the medium
term-would remain a key policy priority for the interna-
tional community.

Turning to the improved external financing environment
for emerging market borrowers, Directors observed that the
improved credit quality of many emerging market borrow-
ers and low interest rates in the major financial centers

contributed to the impressive compression of spreads on
emerging market bonds in 2003. Directors commended
many emerging markets for steps taken in the current favor-
able market environment to meet a substantial part of their
borrowing needs, improve their debt structures, and extend
maturities. The correction in 2004 of the downward
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exchange rate overshooting that occurred in 2003 in many
Latin American economies was expected to enhance debt
sustainability in these countries. Directors also welcomed
the trend toward making the inclusion of collective action
clauses in sovereign bond issues an industry standard.
Notwithstanding the encouraging performance of the
region as a whole, some countries appear to have relaxed
their fiscal and structural reform efforts. Unless they take

timely corrective action, Directors cautioned, these coun-
tries face a heightened risk of exposing their underlying vul-
nerabilities in the event of a turnaround in the current
favorable external financing environment.

Board members welcomed the continued strengthening of
the balance sheets of the household, corporate, and bank
sectors over the course of 2003, as corporate and household
sectors continued to build up liquidity and rising asset val-

ues strengthened net worth. Nevertheless, rising interest
rates may increase the debt service burden, particularly in a

number of European countries where debt levels of the cor-
porate sector remain high. Directors noted that the fall in
long-term yields had increased refinancing activity in the
U.S. mortgage market, reopening the possibility of hedging
activity that might amplifr yield movements. They wel-
comed, in this context, proposals to strengthen the regula-

tion of the U.S. mortgage agencies and address the implicit
government guarantee.

The relatively benign overall conditions in mature and
emerging markets, Directors stressed, provided an advanta-
geous window of opportunity to focus policy attention on
several key structural reforms to underpin financial stability
over the longer run. In mature markets, scandals in the
mutual funds industry and some companies, such as Par-

malat, again underscored the need to build on efforts to
improve corporate governance and strengthen market
foundations. In particular, Directors called for steps to
strengthen scrutiny by investors and regulators of firms
with complex ownership and capital structures, as well as to
enhance public oversight ofauditing practices. Priorities on
emerging market countries'agenda should include further
reductions in the level and vulnerability of public debt,
development of local capital markets, and continued strong
efforts to improve the climate for foreign direct investment,
which had remained at disappointingly low levels in spite of
the general rebound in capital flows.

RiskTransfer and the lnsurance lndustry

The Board discussed a range of regulatory and disclosure
issues raised by the transfer of risk from banking to non-
banking institutions in mature markets, including the hedge

fund industry, where, despite closer counterparty and
investor monitoring, there appears to be a need for broader
and more systematic transparency of exposures and prac-

tices. Directors noted that future staff work would focus on
the hedge fund and pension fund industries.

Directors observed that the reallocation of credit risk to the
insurance sector, together with improvements in risk man-
agement in the sector, appeared to have contributed to
enhanced overall financial stability. Moreover, by allocating
a greater share of their portfolio to credit instruments,
many life insurers had availed themselves of a more pre-
dictable return. While the investment in credit instruments
by insurers deserves to be supported, Directors stressed that
this would need to go hand in hand with continued efforts
to improve risk management and regulatory oversight of
the sector. Recommended improvements include wider
implementation of risk-based capital standards by regula-
tors; enhancement of supervisory resources in many mature
market jurisdictions; increased information sharin g among
supervisors; and strengthened disclosure requirements.
Directors welcomed the current debate on international
accounting standards for insurers and looked forward to the
development ofconverging standards that provide an accu-
rate reflection of insurance companies' financial positions.
Directors noted that disclosure should be comprehensive
and include information on sensitivities and risks. While
rating agencies play a helpful role in disseminating informa-
tion on risks, Directors cautioned that they should not be a

substitute for appropriate supervision.

lnstitutional lnvestors in Emerging Markets

As to the institutional investor base for claims on emerging
markets, Directors saw the development of a stable investor
base as a key element in reducing the volatility of capital
flows to emerging markets. While ongoing changes have

been contributing to a welcome broadening and diversifi-
cation ofthe investor base, the decline in dedicated-
relative to crossover-investors may also have increased
the volatility of capital flows. Another source of potential
volatility arises from the impact that even small changes in
the portfolio positions of institutional investors can have

on emerging markets, given the large size of the assets

under the management of these investors. Directors
agreed that the factors influencing the changing nature of
the investor base as well as their policy implications-
including for debt-management policies and practices in
emerging markets-would require continued careful analy-
sis. They emphasized the importance of adequate trans-
parency and disclosure regarding both government policies
and corporate developments, with investor relations pro-
grams being a particularly useful instrument. In addition,
Directors noted that the development of an efficient mar-
ket infrastructure in emerging economies would be helpful
in attracting institutional investors from both mature and
domestic markets.
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Directors also commented on the supervisory and regula-
tory implications of the expanding portfolios of nonbank
institutional investors in emerging markets, in particular
the rapid growth of pension funds. In view of the growing
imbalance between the assets under the management of
these funds and the available securities, close coordination
would be required between changes in the regulatory frame-
work, the development of local capital markets, and the
gradual easing of limits on foreign investment by pension
funds to increase their opportunities for portfolio diversifi-
cation. Directors viewed the development of local securities
markets as key to ensuring proper risk management by the
insurance industry. In view of the rapid growth and increas-
ing sophistication of the activities of local institutional
investors involved in both local and international markets,
Directors observed that it would also be important to perse-

vere with strong efforts to enhance the risk-management
skills ofboth investors and regulators.

Reglonal Surveillance

Euro Area Policies

In September 2003, the Executive Board discussed euro area

policies and the trade policies of the European Union (EU).

Euro area authorities faced many policy challenges, Direc-
tors noted. In particular, economic growth had come to a

virtual standstill since the last quarter of 2002, with net

exports and investment declining, and unemployment on
the rise. Moreover, challenges loomed, with the aging of the
population and slowing of labor force growth becoming an

increasing drag on potential output growth, fiscal sustain-
ability, and old-age income security. EU enlargement, while
ofbenefit to all concerned, would also be a source ofnew
challenges. Directors advised that meeting these challenges

successfully would require a sustained shift toward more
forward-looking national policies and the vigorous imple-
mentation of structural reforms. While adversity had begun
to induce such forward-looking policies, notably on the
structural side, the Board noted that it was essential that
these potentially promising steps be sustained once difficul-
ties recede.

Directors considered that the weakness of area-wide activity
reflected a number of shocks as well as structural rigidities
and policy lapses. The shocks included the bursting equity
bubble, low business and consumer confidence, reduced
external demand, the correction of the euro to longer-run
equilibrium levels, and geopolitical uncertainties. Rigidities
in labor markets and lesser reliance on market-based
financing had, in some measure, contained the effects of the
shocks, but they had also slowed both the post-bubble and
intra-area adjustments. As a result, the area-wide stagnation

I MF Surveillance-Promoting Growth and Stability

was expected to be overcome only gradually, with growth
remaining subpar well into 2004. Board members were
encouraged, however, by improvements in survey and con-
fidence indicators, which signaled a gradual pickup in
growth during the second half of 2003. They saw the risks
to the outlook as having become more balanced.

Despite the possible implications of the recent appreciation
of the euro for the area's short-term prospects, Directors
viewed the appreciation as beneficial on balance, noting
that it had helped curb inflation and that the competitive-
ness of the euro area was back to its long-term average.

Most Directors agreed that the euro area had borne a dis-
proportionately large share of the burden of adjustment to
a weaker dollar and called for a more equitable global distri-
bution of any further adjustment burden to reduce imbal-
ances in the global economy and to achieve balanced
growth in the major currency areas.

Monetary policy had done well and had established its cred-
ibility. It has been in line with inflation and output develop-
ments, and the monetary framework has been appropriately
modified based on the experience of the past five years. In
particular, the European Central Bank's (ECB's) clarifica-
tion of its inflation objective as being "below but close to 2

percent" substantially reduced the scope for misinterpreta-
tion and provided a clear anchor for longer-run inflationary
expectations. Most Directors noted that aiming for such
inflation outcomes over the medium term provided scope

for inflation differentials across member countries and a

buffer against shocks that could lead to area-wide deflation.
Directors also welcomed the clarification of the relative
roles of long-term monetary analysis and short-term eco-
nomic analysis in the ECB's anti-inflation strategy.

Directors agreed that the ECB needed to guard against
downside risks to inflation, noting that inflation pressures

had subsided. While the downside risks had become some-
what more balanced with the pullback in the euro, the
cumulative effects of weak activity, a continued softening of
Iabor markets, and the significant past appreciation of the
euro should combine to push headline inflation well below
2 percent by late 2004. Directors saw the costs of under-
shooting the inflation objective as greater than those of
overshooting it. Low inflation would not help balance sheet

adjustments and would provide less room for, and, hence,

increase the costs oi relative price adjustments across the
area. This, Directors observed, together with the risk of euro
appreciation, strengthened the case for monetary poliry to
maintain an accommodative bent in order to support confi-
dence until a self-sustaining upturn in domestic demand is
in place.

There is a need for forward-looking fiscal policies to
improve the quality and ensure the long-term sustainabi-
lity of public finances in light of potential fiscal pressures
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The lMFl FY2004 policy dialogue with the Japanese autho-

rities focused on initiatives that could stimulate high and

sustained medium-term gowth. ln recentArticle lV consulta-

tions, the Fund emphasized the need to revitalize the corpo-

rate and financial sectors, tackle deflation, put the fiscal

balance on a sustainable medium-term footing, and under-

take regulatory reforms to facilitate the reallocation of

resources.

The authorities shared the Fund's view and have taken steps

to address these issues.They have fashioned a framework for

corporate resuuctu rin g, strengthened bank su pervision a nd

regulation, taken monetary policy steps to counter deflation,

rcduced and allocated public woils spending more effi-

ciently, and stafted to deregulate important sectors.

ln addition,Japan participated in the Financial Sector

Assessment Program.The authorities will continue to address

issues identified by the assessment, which stressed the need

for the government to pu6ue further banking reforms and to

reduce its involvement in Japan's banking sector over the

medium term.

lapan-lilF actMtes ln FYIIfi)4

August 2003 Completion ofArticle lV consultation by

the Fund's Executive Board

September 2003 Publication of Financial System Stability

Assessment and supplementary

information

February 2004 Visit of Managing Director Horst Kohler

created by population aging. In this regard, the Board noted
that fiscal developments have not been positive, particularly
in the three largest economies, where most policies have had
a short-term focus, and fiscal excesses during the boom
years contributed to difficulties in observing the nominal
deficit ceiling. Directors agreed that these developments
underlined the need for a fiscal framework in the European
Economic and Monetary Union (EMU). Directors felt that,
from a longer-term standpoint, the basic parameters of the
EU Tieaty and Stability and Growth Pact (SGP) were

broadly appropriate. Noting the focus on breaches of the
3 percent deficit limit, Directors stressed that past lapses in
fiscal discipline, and not the fiscal framework itseli had
been responsible for the limited amount of fiscal leeway in
the three largest euro area economies. The aging of the pop-
ulation requires that most euro-area countries move at least

toward underlying balance over the medium term. If they
did so, there would be room for the automatic stabilizers to
work, and the 3 percent limit would not be binding aside

from exceptional circumstances, which the pact allows for.

There was a potential conflict between the short-term need

for fiscal stimulus to boost economic growth and the need

for fiscal consolidation to restore the credibility of the SGP

and to achieve fiscal sustainability. However, Directors
believed that more forward-looking fiscal policies could
provide a bridge to long-term sustainability while permit-
ting greater short-run flexibility. The SGP should indeed
focus on growth as well as stability, but that growth means

first and foremost structural reforms rather than short-term
demand management. Within such a framework, most
Directors acknowledged that there was scope to trade short-
run fiscal consolidation for credible multiyear commit-
ments to growth- and consolidation-oriented structural
reforms, notably by cutting spending and increasing incen-
tives rather than raising taxes. Although it was recognized
that this entails credibility risks for the SGP insofar as it
implies further breaches of the 3 percent deficit limit, the

standard remains that countries with weak underlying posi-
tions should take discretionary fiscal policy actions to
achieve underlying high-quality fiscal adjustments of 0.5

percent of GDP a year. Many Directors agreed, however,
that, where underpinned by meaningful gains on the long-
run structural and macroeconomic fronts, delays that meet

the standard on a cumulative basis-that is, 1.5 percent of
GDP-during2004-06 would also strike an appropriate
balance between long- and short-run goals. A number of
Directors, though, cautioned against departures from com-
mitments to achieve a steady underlying fiscal adjustment
of 0.5 percent of GDP a year.

Board members called for more sustained and vigorous
implementation of structural reforms. They noted that,
while the area's low underlying growth rate reflects, in large
part, slow population growth, there was considerable scope
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for raising rates of utilization of labor resources and for
increasing technological progress and innovation. Long lags

in effecting increases in labor force participation rates

require early concerted actions to slow-if not reverse-the
aging-induced fall-off in potential per capita growth and
deterioration in public finances. In this context, Directors
emphasized the importance of labor market and pension
reform. The loss of the exchange rate as an adjustment
mechanism within the monetary union, particularly in the
context of limited labor mobility, makes greater flexibility in
goods and labor markets imperative.

The promising reform steps recently taken in some coun-
tries was welcomed by Directors, but they emphasized that
much more is needed to achieve the goals set out in the Lis-
bon agenda agreed by the European Council in 2000. Direc-
tors were particularly encouraged by progress in creating a

single market for financial services. Moreover, the reform
process in the larger countries, particularly with respect to
labor markets and social security systems, had been revived.
In some cases, progress surpassed earlier expectations.
There was also a growing recognition of the largely unex-
ploited synergies to be reaped between structural reforms,
improved economic performance, and fiscal sustainability.
These synergies hold the promise of improving medium-
term growth prospects and restoring the credibility of the
SGP. However, Directors noted that the agenda of needed
reforms was long and varied across countries, while resist-

ance to reform remains strong and is likely to strengthen as

the economic situation improves. It is essential that the new
reform momentum not become simply a response to eco-

nomic adversity but that it be sustained for many years to
come. Directors, therefore, welcomed the steps taken by the
Commission and endorsed by ECOFIN to toughen surveil-
lance by making the Broad Economic Policy Guidelines
both more targeted and more forward-looking.

Directors endorsed the recent decision to reform the
Common Agricultural Policy, noting that the agreed
"decoupling" of agricultural supports from production
would lessen downward pressures on world prices. Many
Directors noted that greater commitment to opening EU
markets will be crucial to achieving the objectives of the
Doha Round of multilateral trade negotiations and that
creating a multilateral trade environment supportive of
economic development and poverty reduction would
require more concessions by the EU and other advanced
economies to developing countries.

Adopting the Euro in Central Europe

In February 2004, Executive Directors discussed the chal-
lenges facing the five former transition countries of Central
Europe (CECs)-the Czech Republic, Hungary, Poland, the

Slovak Republic, and Slovenia-as they moved toward the
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adoption of the euro along with the Baltic states, Cyprus,
and Malta.

The discussion focused on how best to address two funda-
mental questions: when to adopt the euro, and how to pre-
pare for it. Directors noted that, while all countries acceding
to the European Union faced challenges, the macroeco-
nomic issues surrounding euro adoption would be espe-

cially complex for the CECs, which maintained flexible
exchange rate arrangements. They observed that addressing
these issues would require careful case-by-case assessment,

and the path and pace of euro adoption would differ
according to individual country circumstances.

Euro adoption is likely to bestow substantial benefits on the
CECs over the long term, Directors noted, provided strong
supporting policies are in place. These benefits would stem
from the elimination of exchange rate risk, lower transaction
costs, enhanced poliry discipline, lower real interest rates,

and greater transparenry of prices. Although difficult to
quanti$/, the benefits would be manifested primarily
through increased trade and investment and more rapid
productivity and income growth. Directors stressed that, to
realize these gains, the countries would need to secure sound
macroeconomic and structural conditions and continue to
foster private sector development. In particular, goods and
factor markets should be flexible, and public finances should
be put on a sustainable track with minimal rigidities from
nondiscretionary spending. Directors noted that the CECs'

policy strategies were already on a promising path toward
fulfilling these conditions in many important areas.

Adopting the euro would also entail costs stemming from
the loss of the monetary policy instrument, Directors
observed, given the role that monetary policy can play in off-
setting asymmetric demand shocks and providing an instru-
ment for containing demand pressures. While further
convergence of business cycles would help to minimize the
risk of asymmetric shocks, countries would be well advised

to build up sufficient policy flexibility to deal with any
remaining shocks prior to adopting the euro. Joining the
euro area would effectively eliminate the high degree of
exchange-rate-induced volatility to which CECs are

exposed.

The path to euro adoption involves participation in the
Exchange Rate Mechanism (ERM2) and meeting the Maas-
tricht criteria. The Board's discussion confirmed that deci-
sions on the timing of these steps would need to be made
on a case-by-case basis, taking into full account the policy
issues involved. Three considerations appear to be ofpri-
mary importance to ensure that the euro candidates will be

well prepared for successful participation in the EMU.

r Prior to adopting the euro, the harmonization of
economic conditions-particularly the correlation of
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business cycles and trade links-should be strong. While
business cycles can be expected to become even more
synchronized once countries adopt the euro, a sufficient
degree ofcyclical convergence, prior to euro adoption,
would help improve prospects for a successful experience
in the euro area.

r Adjustment mechanisms-wage and price flexibility and
the capacity to run countercyclical fiscal policy-would
need to be in place to ensure that asymmetric shocks can

be effectively absorbed in the absence of monetary policy.

r Euro candidates must achieve an adequate degree of
nominal convergence. Directors indicated that the issue

of how best to assess the appropriate standards for nomi-
nal convergence deserved further reflection. Several

Directors saw the proposal to use the ECB's inflation
objective as the basis for defining "best performing in
terms of price stability" when setting the Maastricht infla-
tion ceiling as judicious. This approach would ensure that
appropriate consideration is given to the conditions pre-
vailing in the candidate countries. However, others cau-
tioned against interpretations of the Maastricht Treaty

criteria that could raise issues of unequal treatment of
new and current members.

Meeting these conditions will require further strong efforts,
but Directors noted that, in many respects, in particular
progress with trade integration, the CECs were already at
least as well positioned as some of the current EMU mem-
bers were at the same stage of the accession process.

The discussion highlighted several sources of vulnerability
that would need to be carefully managed. Directors noted
that the CECs would continue to attract capital inflows that
could be volatile by virtue of their size and susceptibility to
speculation about the timing and conditions of euro adop-
tion. They also noted that the prospect of rapid credit
growth starting from the present low rates of bank interme-
diation entailed possible risks of overheating and asset price
bubbles. Sound and consistent macroeconomic policies and
strong and effective bank supervision would be key to mini-
mizing these vulnerabilities and positioning the CECs for a

successful experience in ERM2 and the early years in the
euro area, Directors cautioned. While it was acknowledged
that temporary restrictions on capital inflows could, in
some limited circumstances, play a complementary role, it
was also considered that this option would go against the
objective of greater integration.

Directors agreed that further progress toward fiscal consoli-
dation would likely be the greatest challenge facing the

CECs in preparing for euro adoption. They noted that fiscal
consolidation would require both the articulation of credi-
ble plans for medium-term fiscal adjustment based on a
strong consensus and the demonstration of sustained

progress in meeting adjustment goals. It was also suggested

that the CECs should stand ready to accelerate the pace of
fiscal consolidation in the event of a boom in bank credit.
While they acknowledged the challenge of reaching this
objective in practice, Directors saw considerable merit in a

medium-term strategy that would bring structural fiscal
deficits well below the Maastricht deficit criterion of 3 per-
cent of GDP by the time of euro adoption, with a view to
allowing the full operation of the automatic stabilizers in
the event of adverse cyclical conditions. Lower deficit levels

would also help the CECs achieve public debt ratios that are

sufficiently prudent given the volatility of fiscal revenues

and the extent of expenditure rigidities. At the same time,
the need to maintain public investment at levels that sup-
port further real convergence underscores the importance
of high-quality fiscal adjustments focused on restraining
the least productive expenditures, in particular social trans-
fers and subsidies.

The discussion raised several important aspects of ERM2 in
the run-up to euro adoption. Decisions about the central
parity at which the CECs would enter the mechanism will
require difficult and delicate judgments about where the
parity should be set given the uncertainties as to the equi-
librium exchange rate. In any event, participating members
would have to agree on the parity and conversion rates.

Participation in ERM2 would also require well-planned pol-
icy strategies on the part of the CECs. There was support
for the view that countries should apply to enter ERM2 only
after they have made substantial progress toward achieving
low inflation, correcting fiscal imbalances, and implement-
ing structural reforms. This would allow the stay in ERM2
to be limited to the minimum two-year period. However,
there was also support for the view that ERM2 would pro-
vide participating countries with a useful and flexible
framework for testing policy consistency and the appropri-
ateness of the central parity, and for helping them direct
economic policies toward sustainable convergence and
reduced exchange rate variations. In this view, there are

good arguments against any bias toward shortening the
length of stay in ERM2, which may need to vary across

countries. At the same time, the discussion highlighted that
the conversion to the euro should not be unduly delayed for
countries entering ERM2 with sound fundamentals and
policies consistent with full participation in the euro area,

given the potential risks ofspeculative pressures related to a
prolonged stay in ERM2 and the obligation set out in the
Maastricht Treaty to move toward euro adoption once all
criteria are fully met.

Directors pointed to the importance of a clearly defined
monetary policy framework during ERM2. With the support
of sound underlying policies, the aim should be to put in
place a framework that enhances the stabilizing effects of an
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appropriately set central parity, strengthens the Iikelihood of
achieving the criteria for exchange rate stability and infla-
tion, and offers protection against speculative pressures.

Directors discussed a variety of possible frameworks but
cautioned that no single monetary regime met the require-

ments of all countries. They accordingly stressed the con-
structive role the IMF staff and regional institutions could
play in encouraging national authorities in candidate coun-
tries to make choices on their monetary poliry frameworks
with a full appreciation of the trade-offs and risks involved.
Directors also stressed the need for chosen frameworks to
provide markets with a clear indication of how monetary
policy would respond to various types of potential shocks.

Lastly, the Board underscored that, given the considerable
policy challenges ahead, each country will need to place a

high priority on building broad-based support for its euro

adoption strategy. Maintaining clear and timely communi-
cation with the markets, and between the CECs and the

European Commission and the ECB, will help in this task.

This will also involve minimizing any uncertainties about
the criteria to be used in assessing compliance with the

requirements for euro adoption while preserving the room
for using judgment when making the final assessment of
compliance with the Maastricht criteria.

Central African Economic and Monetary Community

In November 2003, Directors discussed developments and
regional policy issues in the Central African Economic and
Monetary Community (CAEMC), whose members are

Cameroon, the Central African Republic, Chad, the Repub-
lic of Congo, Equatorial Guinea, and Gabon.

Macroeconomic developments in the CAEMC region were

generally satisf'actory in 2002,with growth remaining buoy-
ant, inflation moderate, and the level of official reserves ris-

ing. However, the region remained excessively dependent on
the oil sector, and human development indicators had

improved only marginally despite the region's endowment of
natural resources. More broadly, Directors considered that
greater convergence in members'fiscal, monetary, and trade
policies would help CAEMC realize the full potential of
regional economic integration.

Against that background, Directors regretted the slow
progress in macroeconomic convergence and urged greater

political commitment to, and strengthening of, the surveil-
Iance process. They welcomed the introduction of improved
convergence criteria and suggested further strengthening
the peer review process. Given the volatility of oil revenues,

they encouraged the CAEMC authorities to modifr the

basic fiscal balance criterion by using a fiscal rule and to
introduce greater transparency in the management of oil
resources in line with international best practices. Directors
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welcomed the plans for making the administration of
national stabilization funds and "Funds for Future Genera-
tions" more flexible and suggested that consideration be

given to improved ways of investing these resources with
the Bank of Central African States (BEAC).

As for monetary policy, Directors considered the BEAC's

stance in 2002 to have been generally prudent, and the 2003

monetary program was broadly consistent with the regional
inflation objective. However, Directors noted that more
progress was needed in removing the long-standing struc-
tural weaknesses that hinder the effective conduct of mone-
tary policy in the region. Directors urged the CAEMC
authorities not to delay further the replacement of the
BEAC financing ofbudget deficits by the issuance oftreas-
ury bills. In that context, they encouraged the BEAC to con-
sider issuing its own negotiable certificates of deposit to
enhance its liquidity-management capacity until govern-
ment treasury bills become more generally available.
Directors also considered that country-specific reserve

requirements might create distortions across the region's
financial markets, which could impair the competitiveness

of financial service providers in some member countries,
and called for their realignment. Board members also called
for additional measures, such as freeing up interest rates,

improving the payments system, and simplifying the proce-

dures used for open market operations, to enhance the

functioning of the interbank market.

Continued efforts were needed to strengthen the banking
system, which remained fragile despite the restructuring of
distressed banks, and Directors emphasized the role of the

Banking Commission of Central Africa (COBAC) in ensur-
ing banks'compliance with prudential norms. They recom-
mended that COBAC be made the sole authority for issuing

and withdrawing bank licenses, and that the common bank
licensing rules be revised to further facilitate opening of
bank branches across the region. Directors welcomed

COBAC's plans for progressive tightening of the capital
adequacy ratio, but highlighted the need to match capital
requirements to the high operational risks inherent in
CAEMC economies because of their undiversified eco-

nomic structure.

Directors encouraged the CAEMC authorities to press

ahead with other financial sector reforms, including early

and effective implementation of new regulations for the
microfinance sector. They welcomed the adoption of anti-
money-laundering regulations, but noted that additional
steps were needed to make them fully operational. In light
of the modest size of the private sector in CAEMC coun-
tries, Directors expressed a preference for merging the nas-

cent regional stock exchange in Libreville with the existing
one in Douala. There is merit in adopting a prudent
approach in the operations ofthe recently reorganized
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Mozambique completed four IMF-supported programs during

1987-2003. These prcgrams helped the country make signif-

icant structural reforms-moving from a centrially planned

economy to a market-based one-achieve macroeconomic

stability, and substantially reduce its debt burden. GDP grou/th

averaged nearly 7 percent a year during this pefod. The coun-

try built up its foreign exchange reserves, and the net present

value of Mozambique's public external debt fell from over 500
percent of exports at the end of 1998 to less than 100 per-

cent at the end of 2003.The proportion of the population

living below the poverty line has declined by about 15 per-

centage points since 1997, when it was 70 percent.

The government's program for calendar year 2004 calls for

broadening and sustaining grou/th by maintaining prudent

macroeconomic management and addressing an important

agenda of unfinished reforms to accelerate private sector

development.

Ihe Fund provides significant levels of technical assistance

in the financial and fiscal sectors in close cooperation with

development partnels, which also contribute financial sup-
port.This assistance has enabled Mozambique to make

great strides in strengthening public finances, including cus-

toms and tax administration.

Mozamblque-lMF acUvltles ln FY2004

June 2003 Completion of the fifth review of Mozam-

bique's performance under the country!

PRGF-supported program

July 2003 Visit of Managing Director Horst Kdhler, who

also attended the second African Union

Heads of St te meeting in Maputo

November 2003 Mozambique began participating in the

Fund's General Data Dissemination System;

publicatjon of Financial System Stability

Assessment by the IMF and the World Bank

December 2003 Completion of Article lV consultation and ex

post assessment of Mozambique's perform-

ance under Fund-supported programs by

the Fund's Executive Board

regional development bank (BDEAC) so as to confine its
lending operations to refinancing activities in accordance
with sound financial criteria, relying on its own funds and
long-term resources borrowed on the regional market.

Directors regretted that member countries still do not con-
sistently apply the provisions of the common external tariff
(CET), and they saw expediting trade integration among
CAEMC nations as urgent. Remaining nontariff barriers
need to be eliminated; customs codes, valuations, and
exemptions need to be harmonized; and the CET needs to
be overhauled, including by reducing the top tariff rate of
30 percent. Directors encouraged the authorities to pursue
tax harmonization in other fiscal areas as well and to
strengthen the collection of the regional tax on imports to
ensure financing of the regional institutions and regional
integration funds.

Some of the competitiveness gains resulting from the 1994

devaluation of the CFA franc had been eroded, Directors
observed. To maintain the region's external competitiveness
and its share in export markets, they underscored the need

to pursue policies aimed at broadening the productive base

and diversifring the economies, including by accelerating
structural reforms, strengthening basic infrastructure, and
adopting common sectoral policies.

Directors urged the authorities to improve the quality, har-
monization, and distribution of CAEMC's economic data,
notably in the areas of price indices, the real sector, and
public finance. In light of the high incidence of poverty in
the region, the collection of social sector statistics to track
progress with poverty reduction and human development
indicators was especially important. Directors supported
elevating the regional discussions on economic develop-
ments and policies to the level of formal regional surveil-
lance of CAEMC-wide issues in the context of Article IV
consultations with member countries.

Structural Reforms and Growth

A common theme in many of the Executive Board's dis-
cussions during the financial year was the need in many
countries for more vigorous efforts at structural reform,
especially to enhance economic growth. The theme arose in
a variety ofcontexts: not only in surveillance discussions at

the country, regional, and global levels, but also in discus-
sions of policy programs supported by IMF financing.

Many economic problems are due to shortcomings in the
working of markets, rather than to resource shortages or
an excess or deficiency of overall demand. There is broad
consensus that where there are such problems, structural
reforms-policy measures that change the institutional and
regulatory frameworks governing market behavior-can
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lead to greater efficiency in the allocation and use of
resources and to stronger incentives for innovation, and

thus not only to higher productivity and per capita incomes

but also to faster long-run growth. Structural reforms can

also boost growth in the short run by increasing returns to
investment and by providing scope for macroeconomic
policies to allow the economy to run at higher levels of
cap acity utilization without infl ationary pressures. Unfortu-
nately, however, many structural reforms impose costs on a

few individuals or social groups in the short run, and those

who perceive themselves as potential losers often success-

fully oppose reforms.

For the April 2004 World Econotnic Outlook, an IMF staff
team researched structural reforms in industrial countries
to distill lessons from the experience ofthe past three

decades, particularly on the obstacles to reform and what
can be done to overcome them. The analysis suggested that
several considerations could make a difference in the suc-

cess of reforms:

l. A recovery from an economic downturn is a good time
to start reforms. Difficult economic conditions often
make the need for reform more obvious, thereby weak-

ening traditionally strong interest groups.

2. There are advantages to starting with reforms that bring
quick, clear benefits. Trade and financial market reforms,

for example, produce benefits in the short run. If these

are successful, they not only have a demonstration effect
but may also increase competitive pressures, making fur-
ther reform easier.

3. Strong fiscal positions enable countries to provide com-
pensation to those hit hardest by reforms, suggesting that
countries should seek to improve their fiscal positions to
gain the flexibility to support reforms in this way.

4. Outside support for reforms can be helpful. Signing an

international agreement or joining an international club
can provide external discipline that will force the pace of
reforms. For example, membership in the World Trade

Organization provides support for trade Iiberalization.
Membership in the IMF is another example.

Through the Fund's surveillance, financial assistance, and
technical assistance, the Executive Board continued in the
latest financial year to press for structural reforms in
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many countries and highlighted the success of past
reforms.

In its surveillance of policies in the industrial countries-
in its discussions of the World Economic Outlook and the
relevant country surveillance cases-the Board observed
that growth-enhancing structural reforms were particularly
important for both the euro area and fapan, which have

suffered sluggish growth in recent years because they lacked
the scope to ease macroeconomic policies, given the already
low level of interest rates as well as actual and projected fis-
cal imbalances. Structural reforms in the euro area and

fapan were thus seen as an important component of the
policies needed to rebalance global growth and narrow pay-
ments imbalances. The Board also emphasized the impor-
tance of labor market reforms in many European countries
to tackling problems of chronic unemployment.

For many emerging market countries, the Board empha-

sized the importance of fiscal and financial sector reforms
to make growth more robust. The three Baltic countries-
Estonia, Latvia, and Lithuania-are examples of successful

reformers in which the Fund was able to play a crucial role
in guiding the authorities in making difficult choices. These

three countries have recorded growth rates of 6 to 9 percent

annually, with low inflation, over the past few years despite
a difficult global environment-a remarkable recovery from
the recession triggered by Russia's financial crisis of 1998.

The recovery was due, in large part, both to sound macro-
economic policies and to the implementation of often
painful structural reforms in anticipation of European
Union accession in May 2004.

For many low-income countries, the Board stressed, in par-
ticular, the need for reforms that would improve gover-
nance and other features of the investment climate, because

of the importance for growth and poverty reduction of
attracting private investment-including from abroad-
and fostering domestic saving.

Specific reform agendas in the financial sector, trade and tax
systems, and product and labor markets were discussed in
many Article IV country consultations and in multilateral
and regional surveillance activities. Instances of how vari-
ous countries have benefited from structural policy assis-

tance as well as from macroeconomic advice provided by
the Fund appear throughout this report.
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Strengthenirg the International
Financial System

rT.t hc gro$ ing irrteglirtiorr ol' tlrc \v()rl(l ('c()r'r()lny ir)

I rccent dccacies hrs bnrLrqht substantial benetlts
to the IMlr's rnernber countrics. Ilr-rt this ccorronric
ir.rterdcpcndcnce hirs also crcated new challcnges, as

demonslratecl by the financial crises of thc l9tt0s
and 1990s. 'l'hc IMF hirs rcsportcled to thcsc chal-
Ienges, in part, by strcngthcning its franrovork tirr,
and enhartcing the contcnt of-, surveillancc-its
frlrer-nosl nreans of helping courrtries irvclt criscs.

Surveillance all<lws the Funcl, working with its
member courttries, to iclcntify ccortonric ltncl flnan-
cial policy slrcrtgths and x,citknesses anrl vulrter-
abilities that could Ieacl to crises ancl to firrnrulate
policy actions that carr sali'guard stability. And,
given thc potcntial firr nirtional crises to spill over to
other countrics in toclay's g,lol'ral econonry, surveil-
lance is a nrciurs for thc Funcl to lulflll its nrandirte
of pronrotir-rg international cconomic ancl tlrrancial
stability.

[)uring trY2(X)4, the I-uncl sharper.recl its fircus on
global inrbalances, r,ulncrirtrilities, ancl st ructural
rigiditics that inrpede cconor.nic gron'tlr ancl under-
nrine thc rcsilience of thc w,orld ecolronr)' as rvell as

or.r tools such as debt sustainability asscssntcnts atrd

analysis of balance slrect lragilities. It also continuecl
to strengthcn financial seclor surveillancc through
such nre chrnisn-rs irs thc Irinlurcial Sector r\ssessment

Progranr ( t;SAP), tlnancial soundness intlicirtors
(FSIs), and assessr.nents ol'()f t.shore Financial
Centers ( ()ttCs) and Ant i - Money-Laurrclcri ng and
Comtrating the Fir.rancing of 'lbrrorisr-n (AMt./(lFT)
reginres. I-r.rrther enhanccnrcnts to its srrrvciIlance
framervork, including a nunrber that clrau, on
recom urcntlations of t he I nclcper.rdent Flval r.rat ion
Olfice (sec Scctior.r 3), arc in train.'I'he Funcl is also

enhancing the nrodalitics of its relationships with
nrember countries to nraxinrize the impact of sur-
veillancc. 't'hc Iloard rvill further cor.rsirlcr thcse and

other issues irr thc context of thc next Iliennial Sr.rr-

vci I lance llev iew,, schedulecl fir r nr icl -2004.

(iivcn the inrporlarlce of tinre ly, i'lccurate, and conr-
prehensive clata tirr effective surve illance, clurinli tl.re

flnancial ycar thc IMF 's Executive lloard conclucted
rcviervs of tl.rc tpralitv and tinreliness of the data

nrernbers provitic to the Ftrnci. In line rvith the Fund's
cvolving surveillance needs, thc []oard expanclccl the
catcgories of riata that men.rtrcrs are requirccl to pro-
vicle and t<lok stcps to strengthcn the legal lianrework
firr clata pnrvision.

I)espite tl.re bcst cflilrts of national ar.rthorities ancl

thc international community to prcvent thern, crises

arc likely to continue to occur, however, ancl thc IMF
will continuc to play a key role in tl.reir resoltrtion.
l)uring thc flnancial year, tl.rc Boarcl further cliscr-rssed

nrcchanisrns that cor.rld facilitatc the rapid and
orderly resoltrtion of crises. Strch nrechanisnrs include
(lollective Action (llauses (CA(ls), aggregation provi-
sions, and a voluntary code of conc.luct.

Enhancing the Framework and Content
of Surveillance

In a lirarcl cliscussion in August 2003, Directors
revieived the challenges facecl bv thc Iil1F in its sur-
vcillance rvork, asscssed the initiatives the Fund had

sct iu rn<ltiort to aclclress thcrn, arrcl had a prclinrinary'
cxclrange of vicws on avenues hrr strengthcning tl-rose

initiatives prcparatory to thc 2(X)4 lliennial Surr,cil-
lance ILevierv.

Pcriodic rcilsscssnrents of econortric conditions and
policies \^/crc nccessary in all nrcnrlrers, [)irectrlrs
stressed, notir.rg that, for nrcnrbcrs with IMI'-sup-
ported progranrs, it rvas esserrtial to step back fhrn-r

thc progranr fianrervrlrk at regular intervals to recon-
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sider the economic strategy underlying the program. For

other members-particularly countries whose policies have

a systemic or regional impact or those experiencing a

buildup of vulnerabilities, facing significant changes in
domestic or external conditions, or showing a chronic
inability to realize their growth potential-it was important
to augment regular surveillance activities periodically with
reflection on the broad thrust of the Fund's analysis and
policy recommendations. Emphasizing that the Fund
should take full advantage of its knowledge of experiences

in a broad range of countries, Directors called for more
cross-country analyses.

Although periodic Article IV country consultations were

the cornerstone of Fund surveillance, Directors underscored

that effective surveillance required mechanisms operating
with greater frequenry. They also emphasized the need for
country authorities to reassess the adequacy of their policy
frameworks in the face of changing conditions and, in the

case of countries with IMF arrangements, to engage in dis-

cussions ofbroad issues relevant for Fund surveillance that
went beyond the specific details of program review.

Against these broad considerations, Directors generally
thought that the current framework of surveillance, if con-
sistently implemented and enhanced by recent initiatives,
had the capacity to deliver fresh assessments of economic
conditions and policies on a regular basis in each member
country. They noted that several measures had been taken

to promote reassessments of members'economic strategies

during Article IV consultations:

r New tools had been introduced to ensure that actual and
incipient financial and balance sheet fragilities receive

adequate attention. These tools include the strengthened
framework for debt sustainability assessments; the FSAP

and associated Financial System Stability Assessments

(FSSAs); and Reports on the Observance of Standards

and Codes (ROSCs), which assess the extent to which
countries observe certain internationally recognized stan-

dards and codes.

r The IMF's internal review process had been modified to
enhance independent reviews of the strategy recom-
mended by the relevant area department. Modifications
included early consultations between area and functional
departments, more systematic incorporation of lessons

from cross-country experiences, and greater focus on
strategic issues.

r Steps had been taken to clarifr the substantive content of
Article IV country consultations in a program context.
Rules guiding the timing of Article IV consultations were

modified to allow them to take place when a reassessment

of economic strategy was most useful. A few area depart-
ments had experimented with alternative models for the

conduct of Article IV consultations in program countries.
Based on early feedback, Directors encouraged area

departments to pursue these experiments but stressed the
need for flexibility, to reflect differences in members'cir-
cumstances and in departments' resource constraints.

Directors observed that several high-frequency multilateral
surveillance procedures-for example, the World Eco-
nomic and Market Developments sessions, which focus on
developments in the Fund's largest members and emerging
markets; informal meetings on country matters; and ad

hoc informal Board sessions on individual countries-
could be integrated with Article IV country consultations.
Directors also pointed to the periodic vulnerability assess-

ment exercise introduced in May 2001, which provides a
platform for independent assessments of key risks in indi-
vidual countries.

Directors considered candor and transparency to be essen-

tial dimensions of surveillance and took note of efforts to
improve information provided to the Executive Board and

to encourage members to consent to publication of staff
reports. There was also a need for staff to improve commu-
nication with national authorities and to better engage civil
society in each country.

The IMF faced a difficult task implementing the surveillance
framework systematically across the membership, not least

because of the framework's substantial evolution in recent

years. Directors considered that challenges were concentrated
in the following areas: data availability, realism of baseline

scenarios, analysis of alternate scenarios, integration of bilat-
eral and multilateral surveillance, attention to systemic or
regional spillovers from domestic policies, early integration
of vulnerability assessments, impact of developments in
international capital markets, the evaluation of cushions
against shocks, follow-through on recommendations of
FSAP exercises and ROSCs, and use of outside expertise.
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ln 2001, Pakistan embarked on a three-year adjustment pro-

gram supported by an arrangement under the lMFs Poverty

Reduction and Growth Facility (PRGF).The arrangement

expires in December 2004.

During FY2004, the Fund's Executive Board completed its

flfth, sixth, and seventh reviews of Pakistan's performance

under the PRGF-supported program. The Fund also sent a

mission to Pakistan to provide technical assistance in public-

expenditure management.

Pakistan has come a long way in a short time. lts public debt

burden has been reduced considerably, and the country has

become much less vulnerable to external shocks. Growth has

picked up significantly in the past few years and is expected to

exceed 6 percent in 2004.The recovery was spurred by the

authorities' determined implementation of sound financial

policies and structural reforms. ln the macroeconomic area,

the crucial elements have been the sizable fiscal adjustment

and a monetary policy geared toward achieving and maintain-

ing low inflation. Meanwhile, some improvement has been

made in establishing a more favorable business environment

to foster private sector development, including reforms of taxes

and tariffs, bank supervision, and major public enterprises.

Despite this progress, a large part of Pakistan's population

still lives below or close to the poverty line. Pakistan's full

Poverty Reduction Strategy Paper (PRSP), finalized in December

2003, calls for a special effort to ensure that the benefits of

economic growth are shared by all by emphasizing greater

social inclusion, increasing the poor's access to physical and

financial resources, and setting up safety nets designed to pro-

tect the poorest and most vulnerable.

Paklstan-!MF actlyltles ln FY2004

June 2003 Completion of the fifth review of Pakistan's

PRGF arrangement

Completion of the sixth and seventh reviews

of Pakistan's PRGF arrangement

Pakistan began participating in the IMF's

General Data Dissemination System

Publication of Pakistan's finalized PRSP; publi-

cation of RoSC data module assessment of

Pakistan's macroeconomic data sets

PRSP endorsed by the Fund's Executive Board

october 2003

November 2003

Maintaining a reasonable degree of stability of the surveil-
lance framework would help the IMF tackle these imple-
mentation challenges and contribute to strengthening Fund
surveillance. At the same time, Directors stressed that the
framework of surveillance must continue to evolve to reflect
lessons from experience and changes in the global environ-
ment and felt that there was scope for [urther steps to
strengthen the surveillance framework.

Board members supported a proposal to reassess surveil-
lance in low-income countries in light of the frameworks
provided by the Poverty Reduction Strategy Papers (PRSPs)

and arrangements under the Poverty Reductior.r and
Growth Facility (PRGF) (see Section 4). Generally, they saw

merit in reevaluating how IMF surveillance could best con-
tribute to the development o[ conditions propitious to sus-

tained high gnrwth in these countries.

Strenglheni ng Ana lytical Tools

The IMF is in-rproving its analytical tools for the early iden-
tification of vulnerabilities, including in the financial sector,

sharpening its focus on balance sheet weaknesses in the
context of large and volatile international capital flows, and
looking at accounting issues related to public investment.

Debt Sustaina bility Assessments

In June 2002, as part of the Fund's efforts at crisis preven-
ti<ln and resolution, the Executive Board endorsed a new
framework for assessing the sustainability of countries'
public and external debt. Such assessments underpin the
Fund's policy advice in both program and surveillance
contexts. The r.rew framework was intended to bring a

greater degree of consistency and discipline to sustainabil-
ity analyses, including by laying bare the basis on which
projections are made and subjecting projections systemati-
cally to sensitivity tests. At the time of that Board discus-
sion, it was understood that the approach represented
work in progress.

In July 2003, Directors reviewed the application of the
framew<lrk and considered possible methodological
refinements.

They noted that realistic and credible assessments of debt
sustainability were a necessary basis for effective IMF surveil-
lance and informed decisions on the use of Fund resources.

Debt sustainability depends on a confluence of factors,
including macroeconomic developments, political and social

constraints on adjustment, and the availability and cost of
private and official financing. Debt dynamics should there-
fore be viewed against a variety of indicators-including the
level, structure, and characteristics of the debt; the plausibil-

*,1'. i

December 2003
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ity of whether the primary surplus required to stabilize the
debt dynamics can be infinitely sustained; and the possible
rollover risk arising from financing needs. Directors also

highlighted the importance of a good understanding of mar-
ket views and sound debt-management strategies.

During the past year, debt sustainability assessments based

on the standard framework were progressively introduced
and became routine in connection with requests for use of
Fund resources under the General Resources Account and
Article IV consultations with countries with significant
market access. Directors agreed that sustainability assess-

ments had, on the whole, contributed to more realistic pro-
jections of debt dynamics.

While welcoming the promising start of the debt sustain-
ability framework, Directors agreed that there was scope for
improvement. In particular, debt sustainability assessments

were still insufficiently integrated with the rest of the staff's
analysis and its policy discussions with country authorities,
and experience thus far pointed to an overly optimistic bias

in baseline projections.

Against this backdrop, Directors welcomed modifications
and enhancements intended to facilitate interpretation of
the debt sustainability analysis and its integration into staff
reports. In particular, they supported the use of alternative,
country-specific scenarios-including a scenario based on
no policy changes-highlighting the main vulnerabilities in
the baseline projections against which corrective measures

might be contemplated.

Although contingent liabilities, in particular those associ-

ated with the potential costs of financial sector restructur-
ing, were often a source of increases in public indebtedness,
Directors recognized the inherent difficulties of quantifying
such liabilities. They emphasized the need for a flexible,
case-by-case approach and encouraged country authorities
to provide relevant information to help refine estimates of
contingent liabilities in the context of FSAP missions and
Article IV consultations.

Agreeing that debt sustainability assessments should
become an integral part of the analyses underlying staff
reports, Directors noted that further improvements might
be needed. They underscored the importance of continued
efforts to ensure technical understanding of the framework
by markets and country authorities and of engaging the lat-
ter fully in discussing debt sustainability assessments.

(For the Board's discussion of debt sustainability in low-
income countries, see Section 4.)

Balance Sheet Approach

The financial crises of the mid- to late 1990s pointed to
the need to complement more systematically the Fund's

Strenghening the lnternational Financial Syrt., E

traditional flow-based analysis with an examination of
countries'stock variables as shown on their balance sheets
(see Box 2.1). Balance sheet mismatches-of currencies,
maturities, and capital stock-can help gauge a country's
exposure to interest rate, exchange rate, and rollover risk.
The Fund is using the balance sheet approach to examine
how the structure of public debt, and balance sheet mis-
matches more generally, can contribute to financial crises,

and how these factors should affect judgments of reserve

adequacy.

During the financial year, the Fund worked on improving
its analysis of the balance sheets of both the public and the
private sectors. The balance sheet approach is already used

in the advanced countries by the authorities (for example,
the Bank of England's Financial Stability Review), who dis-
cuss the risks identified with the Fund during Article IV
consultations. The Fund applied the approach during Arti-
cle IV consultations with Thailand (2002) and Peru (2004)

and has begun similar work with other members. Corporate
sector balance sheets in several emerging market economies
have been analyzed in some detail, and a chapter in the
April 2004 World Economic Outlook evaluated the risks
posed by credit booms.

The role ofthe balance sheet approach was considered by
the Executive Board at informal seminars in )uly 2003

and March 2004. While Directors felt that the balance
sheet approach provided a useful analytical framework for
the study of vulnerabilities, its data requirements and
resource costs are high. Most viewed it as complementary

Traditionally, analysts seeking to assess the financial health of a

country looked mainly at the flow variables, such as annual GDB the

external current account balance, and fiscal balances. After the capi-

tal account crises of the 1990s, observers realized that signs of

impending trouble might have been spotted had they looked more

closely at countries' balance sheets and, speciflcally, paid more

attention to mismatches between the stock of a country's assets

and the stock of its liabilities-that is, stock imDalances. For exam-

ple, did short-term foreign-currency-denominated debt exceed for-

eign cunency reserves?

The balance sheet approach to crisis prevention and resolution

begins with a look at a country's consolidated external balance

sheet-the external debts that the country's government, banks,

flrms, and households have relative to their external assets (notably,

liquid external reserves). Close attention is also paid to the balance

sheets of individual sectors, because mismatches at the sectoral

level might not show up on the consolidated sheet.These sectoral

balance sheets are often linked, so that if one sector has trouble

servicing its debt, a second sectofs assets will deteriorate and it

may, in turn, have difficulty repaying its creditors.

Box 2. 1
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to traditional flow-based analysis. Directors generally sup-
ported integrating the balance sheet approach into Fund
operations in a phased, cautious manner, but not making
full-fledged balance sheet analysis a standard requirement
for surveillance. Thus, for the time being, given data and
resource constraints, the Fund's work on balance sheet

analysis will be focused on emerging market countries
based on a risk-oriented approach.

Public lnvestment and Fiscal Policy

The Fund has continued to seek ways not only to help
members reduce vulnerabilities but also, within the frame-
work of its mandate, to help them promote growth. These

two strands of work are closely related, not only because

vulnerabilities threaten instability that would jeopardize

growth but also because a failure to grow may jeopardize

external and public debt sustainability.

In an informal seminar in April 2004, Directors discussed

fiscal policy and accounting issues related to public invest-
ment, with a view to finding ways to protect infrastruc-
ture investment when fiscal adjustment is required. They
emphasized the importance of ensuring that borrowing
is consistent with macroeconomic stability and debt sus-

tainability, and the need for a rigorous cost-benefit analysis

of projects. At the same time, they stressed that infrastruc-
ture investment should be accommodated to the extent
possible within these constraints. The primary focus of
analysis should remain the overall fiscal balance and gross

public debt, but appropriate attention should be paid to
current and cyclically adjusted balances. In addition, the
operations of commercially run public enterprises should
be excluded from fiscal indicators and targets. Preliminary
criteria put forward by the staff for identifring such public
enterprises were broadly endorsed and will be studied
further.

Public-private partnerships (PPPs) were viewed as having
the potential to attract private capital to infrastructure
investment and to secure efficiency gains in asset building
and service provision. At the same time, their appropriate
role must be carefully assessed, and their fiscal risks trans-
parently reflected in the government's accounts.

The Fund is reviewing the accounting framework for pub-
lic investment and has proposed approaches that safeguard
infrastructure financing, allow commercially run public
enterprises to be excluded from fiscal indicators and tar-
gets, and clarifr the accounting treatment of public-private
partnerships. Pilot case studies have commenced (includ-
ing in Brazil, Chile, Colombia, and Peru) to refine these

approaches. The Fund's Executive Board is expected to dis-
cuss the results of the pilots early next year.

Systemic lssues

The Fund continues to search for ways to make its work
more incisive in its traditional core areas. In November
2003, the Executive Board held a discussion on exchange

rate arrangemenfs, suggesting that the "bipolar" view of
exchange rates-according to which rates should be either
firmly fixed or freely floating-needed to be nuanced in
recognition of the fact that the benefits of exchange rate

flexibility increase with economic and institutional develop-
ment. Directors emphasized that macroeconomic and
structural policies should be consistent with the chosen

exchange rate regime.

In Marcfr 2004, the Board considered the implications for
surveillance of the Independent Evaluation Office's report
on fiscal adjustment in Fund-supported programs. The
action plan discussed by the Board seeks to ensure that, in
countries where structural and institutional fiscal reform
is a priority, this area receives appropriate attention in
surveillance.

The IMR together with the World Bank, is also helping to
support further international cooperation on trade, including
through stepped-up surveillance of trade policies, especially
in countries whose trade policies are of fundamental
importance for the world trading system, with a focus on
increasing market access. (See Sections 3 and 4 for more
developments related to trade.)

Financial Sector Stability

In recognition ofthe key role played by the financial sector
in the generation and transmission of vulnerabilities, finan-
cial sector surveillance has been strengthened further. It is
now a core area of Article IV country consultations. The
Fund is also refining tools such as the Financial Sector
Assessment Program and financial soundness indicators.
Recognizing the risks that offshore financial centers could
pose to the international financial system and the impor-
tance of strong anti-money-laundering and combating the
financing of terrorism regimes, in FY2004 the Board

endorsed assessments of OFCs and AML/CFT regimes as

core areas of Fund work.

Financial Sector Assessment Program

The FSAR undertaken in collaboration with the World
Bank, remains the primary vehicle for identifying vul-
nerabilities in financial sector supervision and oversight
at the country level and the development of programs to
strengthen the financial sector. FSAP teams (lMF and
Bank staffand experts from central banks, national super-
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visory agencies, and international standard-
setting bodies) conduct comprehensive

checkups of financial systems-the whole

range of financial institutions; financial
markets; payment systems; and regulatory,
supervisory, and legal frameworks. The

teams use a variety of tools (including stress

tests and FSIs) to review financial sectors,

evaluate how risks are managed, weigh pos-

sible technical assistance needs, and help
countries prioritize policy responses.

In addition to providing important input for
surveillance purposes, the FSAP is a vehicle

for institution building in the financial sec-

tor. The Fund is working with the World
Bank to deepen the coverage ofdevelopment
issues in FSAP exercises and has stepped up
its research and policy advice in such areas

as the development of securities and deriva-
tives markets. Work is also being done to
strengthen the links between the FSAP and

other Fund and World Bank financial sector

activities, especially follow-up technical

assistance. The new Basel capital agreement,

Basel II, will be a focus of both FSAP assess-

ments and technical assistance.

Roughly half of the Fund's members have

had an FSAP. Therefore, consistent with the

recommendations of the March 2003 Board

review, and to release resources for FSAP fol-
low-ups and updates, the number of FSAP

exercises has been reduced by about one-

fourth to l8 a year and their scope stream-

lined, with more selective preparation of
Reports on the Observance of Standards and

Codes.

The Independent Evaluation Office will
carry out an evaluation ofthe FSAP and the

associated Financial System StabilityAssess-

ments in FY2005.

Doposlt-taklng lnstltutlons
Capital adequacy

Asset quality

Earnings and profitability

Liquidity

Sensitivity to market risk

Coro Sot

Ratio of regulatory capital to risk-weighted assets

Ratio of regulatoryTier I capital to risk-weighted assets

Ratio of nonperforming loans net of provisions to capital

Nonperforming loans as share of total gross loans

Sectoral distribution of loans

Return on assets

Return on equity
Ratio of interest margin to goss income

Ratio of noninterest expenses to gross income

Liquid assets as share of total assets (liquid asset ratio)

Ratio of liquid assets to short{erm liabilities

Ratio of net open position in foreign exchange to capital

Deposlt-taklng lnstltutlons

Market llquldlty

Corporate sector

Housoholds

Real ostate markets

Encouraged Sot

Ratio of capital to assets

Geographical distribution of loans

Ratio of gross asset position in financial derivatives to capital

Ratio of gross liability position in financial derivatives to capital

Trading income as share of total income

Personnel expenses as share of noninterest expenses

Spread between reference lending and deposit rates

Spread between highest and lowest interbank rate

Ratio of customer deposits to total (non-interbank) loans

Foreign-currency-denominated loans as share of total loans

Foreign-currency-denominated liabilities as share of total liabilities

Ratio of net open position in equities to capital

Ratio of large exposures to capital

Average bid-ask spread in the securities marketl

Average daily turnover ratio in the securities marketl

Assets as share of total flnancial system assets

Ratio of assets to GDP

Ratio of total debt to equity
Return on equity
Ratio of earnings to interest and principal expenses

Ratio of corporate net foreign exchange exposure to equity

Number of applications for protection from creditors

Ratio of household debt to GDP

Ratio of household debt service and principal payments to income

Real estate prices

Residential real estate loans as share of total loans

Commercial real estate loans as share of total loans

1Or in other markets that are most relevant to bank liquidity, such as foreign exchange markets.

Financial Soundness lndicators

Efforts to strengthen the analytical underpinnings of finan-

cial system stability assessments are supported by the Fund's

ongoing work to develop FSIs. FSIs are used to assess the

soundness of financial institutions and identify vulnerabili-
ties in the corporate and household sectors that may pose

risks to the stability of the financial system. (See Table 2.1.)

In Iune 2003, the Executive Board endorsed further work to

encourage the compilation and dissemination of FSIs and

to develop their role in financial stability analysis. Directors

considered FSIs to be a key tool that enhances the overall

effectiveness of Fund surveillance, increases the trans-
parenry and stability of the international financial system,

and strengthens market discipline. They commended the

results achieved in three areas since the Board endorsed a

"core" and "encouraged" set of FSIs in June 200 1: a draft
Compilation Guide on FSIs has been completed; substantial

progress has been made in enhancing the role of FSIs in
macroprudential analysis; and the use of FSIs in Fund sur-

veillance has been further developed.

Directors noted that FSIs differed from country to country
because ofdifferences in accounting and bank supervision
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rules and varying levels of financial sector development
but felt that convergence toward internationally accepted
accounting standards should result in greater data
comparability.

The use of both FSIs and stress testing in macroprudential
surveillance was encouraged by Directors. They noted that
stress tests could be particularly valuable in assessing mar-
ket risk but cautioned that they should complement, not
substitute for, FSIs.

As for the staff's proposed Framework for Financial Stability
Analysis, Directors considered it a useful tool for integrating
macroprudential surveillance, analysis of macrofinancial
linkages, and surveillance of macroeconomic conditions.
They observed that macrofinancial linkages might vary
across countries and endorsed further analysis to clarifr
these linkages, including the role of financial market func-
tioning and cross-border linkages, and to identifo the data
needed to assess them.

While recognizing resource constraints, Directors encour-
aged countries to compile at least a core set of FSIs on a
continuing basis. They endorsed proposals for assessing

countries'capacity to compile FSIs and helping them
develop this capacity. They generally endorsed the prepara-
tion of a guidance note on financial sector monitoring,
including the use of FSIs, and the continued development
ofan operational database on FSIs.

Directors endorsed the proposal that, to support country
compilation efforts, the Fund should conduct, with the
assistance of other international agencies, a coordinated
compilation exercise for supervisors and statisticians after
finalization of the Guide in the second half of 2004. About
60 countries will participate.

Progress on the FSI work program will be reviewed in about
two years.

0ffshore Financial Center Assessments

In November 2003, the Board reviewed the OFC assessment
program. They commended the significant progress made
by the program, which was initiated in 2000. Since that
time, of 44 jurisdictions contacted by the Fund, 41 have
undergone initial assessments. The assessments will be
updated in four to five years'time, with interim risk-
focused assessments triggered by specific concerns carried
out as needed.

Directors welcomed the improvements made to the super-
visory and regulatory systems of a number of OFCs as a

result ofthe program but noted that supervision and regu-
lation of the nonbanking sector, in particular, needed to be
strengthened in many.

The Board emphasized that the IMF's role should continue
to be guided by the Fund's mandate and expertise in this
area, and that the program should, in the future, be based
on four broad elements:

r regular monitoring of OFCs'activities and compliance
with supervisory standards;

r improved transparency of OFC supervisory systems and
activities;

r technical assistance in collaboration with bilateral and
multilateral donors; and

r collaboration with standard-setters and onshore and off-
shore supervisors to strengthen standards and exchanges
of information.

Directors stressed that participation in OFC assessments
and monitoring should continue to be voluntary.

Ongoing monitoring of OFC activities would help ensure
that well-managed jurisdictions maintained good supervi-
sory practices and that other jurisdictions were making
progress in the development of supervisory systems. Direc-
tors encouraged all jurisdictions to consent to publication
of their reports, noting that this was in their interest since
failure to do so would send an adverse signal to the market.
They underlined that all OFCs should meet minimum
international financial regulatory standards but stressed
that the Fund should not set financial supervisory stan-
dards. Directors recognized that information-sharing
arrangements play a key role in effective cross-border
supervision, and, in this context, they indicated that the
Fund should help strengthen information-sharing mecha-
nisms through increased collaboration with standard-
setters and supervisors.

Directors agreed that the staff should continue to provide
periodic updates on the OFC program and that the Board
should conduct its next review of the OFC program in two
to three years.

Anti-Money-Laundering a nd Combating the Financing
of Terrorism

In its March 2004 review of the 12-month pilot program
of AML/CFT assessments jointly undertaken by the Fund
and the World Bank (see Box 2.2),the Board endorsed the
40 + 8 Recommendations of the Financial Action Task
Force (FATF) as the new, expanded standard for AML/CFT
assessments. The Board decided to expand the Fund's
AML/CFT assessment and technical assistance work to
cover the full scope of the expanded recommendations.

Directors welcomed the participation of the FATF and
FATF-style regional bodies in the pilot program, underlined
the importance of coordinating the work of the Fund and
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the Bank with that of the FATF and FATF-style bodies to
avoid duplication, and were encouraged by the assessment

reports received. Directors looked forward to receiving ( 1) a

full review of the assessments and their consistency with the

principles of the ROSCs, as well as the effectiveness of coor-

dination efforts, in about l8 months'time and (2) a com-
prehensive review of the overall effectiveness of the Fund/

Bank program in about 3 years'time.

The pilot had achieved its initial goals, Directors noted. It
had led to a considerable deepening of international atten-
tion to AML/CFT issues and to the provision of substantial

technical assistance in this area. They were encouraged that

most jurisdictions responded positively to the assessments.

Directors commended the generally high level of compli-
ance with the FAIF recommendations in higher- and

middle-income countries, while noting that many lower-

income countries faced a challenge in implementing the

FATF standard owing, in part, to resource constraints.
While observing that there were more general weaknesses

regarding compliance with the 8 Special Recommendations
on Terrorist Financing established in 2001 than with the

original 40 FATF Recommendations, Directors welcomed

the heightened awareness among jurisdictions of the need
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for strong legislative and institutional frameworks in this
area and emphasized that a key element of raising global
compliance with the FATF standard is the delivery of tech-

nical assistance. In particular, they welcomed the signifi-
cant and increased assistance by the Fund in the areas of
legislative drafting, support for supervisory bodies, estab-

lishment of financial intelligence units, and training.

In view of the success of the pilot program and the impor-
tance of AML/CFT work, Directors agreed that it should
be a regular part of the Fund's work and that AML/CFT
assessments, whether prepared by the Fund or the Bank or
the FAIF and FAIF-style bodies, should continue to be

included in all FSAP and OFC assessments. Directors
agreed on the importance of continuing collaboration with
the FATF. The FATF and FATF-style regional bodies com-

bined are expected to conduct assessments of l5 to 20

countries a year.

In considering the options for advancing the Fund's work
on AML/CFT, the majority of Directors agreed to support

the Fund's becoming fully accountable, together with the

World Bank, for carrying out AML/CFT assessments and

providing technical assistance, including in the sectors pre-

viously covered by the independent AML/CFT experts.

During the 12 months that ended in october 2003, the Fund and

the World Bank, in collaboration with the Financial Action Task Force

(FATF) and FATF-style regional bodies, undertook a pilot program of

AMVCFI assessments of 4 1 jurisdictions. The assessments all

employed a common methodology based on the FATF'S original 40

Recommendations, plus 8 Special Recommendations on Terrorist

Financing (40 + 8).Ihe Fund conducted 20 ofthe assessments, the

World Bank conducted 6, and 7 were conducted jointly by the Fund

and the World Bank.The FATF and the FATF-style regional bodies

conducted the remaining 8. Reports on the observance of Stan-

dards and Codes (R0SCs) have been or will be completed for all of

the pilot assessments and, with the consent of national authorities,

are being posted on the IMF website.

To help countries address weaknesses in their AMVCFI regimes, the

delivery of technical assistance by the Fund and other donors has

been greatly increased. During the past two yeaE, there have been

85 country-specific technical assistance projects beneflting 63 coun-

tries, and 32 regional projects reaching more than 130 countries.

ln response to the assessments, a Fund and Bank priority has been

to provide assistance in legislative drafting, supporting financial intel-

ligence units, and training flnancial sector supervisors. Most progress

is being made in developing up-to-date legal and institutional frame-

works. The staffing and training of supervisory and law enforcement

agencies is a longer-term process, requiring additional resources in

the countries concerned. Since the Fund is only one of many techni-

cal assistance providers, close collaboration with other donors will

continue to be a hallmark of IMF involvement in AMVCff assistance.

Data Provision to the IMF and the Public

Financial year 2OO4 saw a continuation ofthe steady

progress made in both data provision to, and data dissemi-

nation by, the IMF.

The framework for data provision to the Fund for surveil-
lance purposes is based on the Articles of Agreement (partic-

ularly, Article VIII, Section 5) and relevant decisions of the

Executive Board, and relies on a cooperative approach. The

current framework, established in 1995, has three main com-
ponents: ( 1) a common set of data that all members provide
to the Fund and complementary data, as needed, that vary

according to members'individual circumstances; (2) the

Fund's assessment of the adequacy of the data provided and,

where relevant, of the impact of any data deficiencies and

how they can be addressed; and (3) a graduated approach to

address the rare cases of members' reluctance to provide the

data necessary for surveillance. (See Box 2.3.)

In three discussions during the year, the Board reviewed

and refined these related issues: the voluntary Data Stan-

dards Initiatives, the legal framework for data provision,
and the current data provision framework.

Data Standards lnitiatives

In )uly 2003, the Executive Board concluded its fifth review
of the Fund's Data Standards Initiatives (see Box 2.4).
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UnderArticle Vlll, Section 5, of the Fund's Articles of Agreement, IMF

members have an obligation to provide certain information to the

Fund. ln 1995, it was agIeed that members should be encouraged

to provide to the Fund, on a voluntary basis and in the context of

surveillance, information referred to as the "core statistical indica-

tors" in addition to the information required underArticle Vlll, Sec-

tion 5. ln January 2004, the Board decided, first, to expand the

categories of data members would be obliged to provide to the Fund

under Article Vlll, Section 5, and, second, to set out a procedural

framework for enforcing this obligation. The expanded list of data

members will be obliged to provide to the Fund effective endJanu-

ary 2005 corresponds to the so-called core statistical indicators. ln

March 2004, the Board renamed these the "common indicators

required for surveillancei which, pursuant to the decision of January

2004, will have to be provided to the Fund on an obligatory basis.

Directors discussed developments of the Special Data Dis-
semination Standard (SDDS) and the General Data Dis-
semination System (GDDS), proposals for updating the
SDDS and the GDDS to maintain their relevance and
reflect evolving international best practice, plans for fol-
low-up on the data modules of the ROSCs, refinements to
the Data Quality Assessment Framework (DQAF), and the
integration of the Data Standards Initiatives within the
Data Quality Program.

Directors expressed their strong satisfaction with the signif-
icant contribution that the Data Standards Initiatives had
made toward strengthening the compilation, dissemination,
quality, and transparency of data in member countries, and
saw continued progress in these areas as a key pillar of sur-
veillance and crisis prevention. (For example, all subscribers
to the SDDS now meet the requirements for the template
on international reserves and foreign currency liquidity as

well as for the international investment position, with many
subscribers exceeding the dissemination requirements for
the last.) They highlighted the important role that the Fund
has come to play as a data standard-setting body and in
providing technical assistance on data issues. Directors sup-
ported the overall strategy for promoting data transparency
by increasing members'participation in the Data Standards
Initiatives, keeping up with international best practices.
They called for a continuation of the consultative process
with members and other institutions and underscored the
importance of the voluntary nature of the Data Standards
Initiatives.

Underscoring the role of the GDDS as a catalyst in the
mobilization and coordination of technical assistance by
the Fund, the World Bank, and other donors, Directors
welcomed the support provided by some bilateral donors
for technical assistance activities and encouraged others to

follow suit. Given the expanding number of GDDS partici-
pants and the continued interest of nonparticipating coun-
tries in joining, Directors stressed the importance of
making the most effective use of available resources.

Directors underscored that the data module of the ROSCs
played a key role in contributing to data transparency and
facilitating the identification of priority areas for statistical
improvements. Directors supported the proposed strategy
to balance the preparation of "new" ROSCs with follow-up
ROSCs, including for those countries whose reports were
undertaken before the incorporation of the Data Quality
Assessment Framework. The possibility of self-assessments
by countries that have the capacity to carry them out was

also highlighted.

Directors agreed that the next review of the Fund's Data
Standards Initiatives should take place in the second halfof
2005.

Legal Framework for Data Provision

The IMF relies primarily on voluntary cooperation to
obtain from member countries the information needed to
carry out its responsibilities, including surveillance and the
provision of financing to member countries. On the whole,
this cooperative approach has served the institution and its
members well. In recent years, however, several instances of
reporting problems-including delayed reporting, failure to
report certain information, and reporting of inaccurate
information-have motivated efforts to improve the legal
framework of the provision of data by members. In June
and December 2003, the Executive Board discussed
strengthening the legal framework for the provision of
information to the Fund. The conclusions of this discussion
were incorporated in the decision that the Board approved
on fanuary 30,2004.

The decision is intended to strengthen the effectiveness of
Article VIII, Section 5, of the IMF's Articles of Agreement, a

central pillar of this legal framework, which requires mem-
ber countries to report certain information to the Fund to
the extent that they have the capacity to do so. Remedies
and sanctions are available to the Fund to address the rela-
tively rare cases involving reporting problems that are not
amenable to cooperative approaches.

The Board decision augments the categories of data that
members are required to provide, in line with the Fund's
evolving surveillance needs, and establishes a new frame-
work of procedures and remedial actions to address a fail-
ure to provide data or the provision of inaccurate data. The
decision also limits the circumstances in which Article VIII,
Section 5, may be applied in the context of the use of Fund
resources in the General Resources Account, to avoid possi-
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ble nuisance cases whose pursuit would not be in the inter-
est of the Fund.

Data Provision for Surveillance Purposes

In March 2004, the Executive Board held its sixth review
since 1995 ofdata provision to the Fund for surveillance
purposes. Data needs vary according to members'circum-
stances, and the Fund's data requirements have evolved over
time in line with developments in the coverage of surveil-
Iance and other Fund activities. This is reflected in the
Executive Board's review in FY2004 of the legal framework
for the provision of information to the Fund, which, as

explained above, expanded the categories of information
that members will be required to report to the IMF under
Article VIII, Section 5 (the "common indicators required for
surveillance").

In taking stock of developments in the coverage and fre-
quency of data provision by members, Directors were

encouraged that a rising share of members were providing
data deemed adequate for Fund surveillance and that most

Strengthening the lnternational Financial System

members-including virtually all countries with market
access-provided them on a timely basis. At the same time,
Directors recognized that in nearly one-third of the Fund's
membership-mostly countries with small populations or
low per capita incomes-severe data deficiencies continued
to hamper policy analysis and Fund surveillance. Directors
acknowledged that, in many cases, time, national effort, and
international support would be needed to overcome long-
standing statistical capacity constraints.

Other key points from the March 2004 review:

r Directors agreed that the current framework for data
provision to the Fund should be essentially preserved but
called for strengthened implementation, stressing that
Article IV reports should identify data shortcomings and
their policy implications and recommend remedial
actions ifdata are inadequate for effective surveillance.

r Directors supported addressing data quality issues in staff
reports based on available ROSCs.

r New initiatives to strengthen surveillance call for new
data requirements. Directors focused on the data

The Fund's Data Standards lnitiatives aim to

enhance the public availability of reliable,

timely, and comprehensive statistics, thereby

contributing to the pursuit of sound macro-

economic policies and to the improved func-

tioning of financial markets.

Speclal Data Dlssemlnatlon Standard

(SDDS). Created in 1996, the SDDS is a

voluntary standard whose subscribers-

countries with market access or seeking it-
commit to meeting internationally accepted

levels of data coverage, frequency, and timeli-

ness. Subscribers also agree to issue calen-

dars on data releases and follow good

practice with respect to the integrity, access

by the public, and quality of the data. SDDS

subscribers provide information about their

data dissemination practices for posting on

the Dissemination Standards Bulletin Board

(DSBB) at http:// d sbb. i mf .ort. Subscribers

are also required to maintain an lnternet

website that contains the actual data. lt is

referred to as a national summary data page

and is elecilonically linked to the DSBB.

SDDS subscribers began disseminating pre-

scribed data on external debt in September

2003. As ofApril 30, 2004, there were

57 subscribers to the SDDS.

General Data Dlssemlnatlon System

(GDDS). For countries that do not have mar-

ket access but are eager to improve the qual-

ity of their national statistical systems, the

GDDS offers a comprehensive approach.

Voluntary participation allows countries to

set their own pace but provides a detailed

framework that promotes the use of interna-

tionally accepted methodological principles,

the adoption of rigorous compilation practices,

and ways in which the professionalism of

national statistical agencies can be enhanced.

The 70 IMF membeB participating in the

GDDS at end-April 2004 provide metadata

describingtheir data compilation and dlssemi-

nation practices as well as detailed plans for

improvement for posting on the DSBB.

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 forthe

operational work of the Fund and the Bank.

The reports-about 70 percent of which have

subsequently been published-examine three

broad areas: (1) transparent government

operations and policymaking (data dissemi-

nation, fiscal transparency, monetary and

financial policy transparency); (2) financial

sector standards (banking supervision, pay-

ment systems, securities regulati0n, insurance

supervision, and AML/CFI); and (3) market

integrity standards for the corporate sector

(corporate governance, accounting, auditing,

insolvency, and creditor rights).

Participation in the standards and codes ini-

tiative continues to grow As of end-April

2004,524 R0SC modules had been com-
pleted for 106 economies, or 57 percent of

the Fund's membership, and most systemi-

cally important countries have volunteered

for assessments. Participation rates contin ue

to vary substantially across regions. Based

on completed RoSC modules, they range

from 28 percent of members in developing

Asia to 88 percent in central and eastern

Europe.

Data Quallty Assessment Framework

(DQAF). Ihe DQAF is an assessment method-

ology that was integrated into the structure of

the data module of the RoSCs following the

fourth review of the Data Standards lnitiatives

in 2001.The DQAPS broader application in

providing guidance for improving data quality

has been integrated into the Data Quality

Progam as well as more prominently into

Article lV consultations.
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implications of the work the Fund is doing in four areas:

the balance sheet approach, the framework for debt sus-

tainability assessments, liquidity management, and finan-
cial soundness indicators. Most Directors agreed that a

priority in the period ahead is to improve the availability
of data needed to conduct balance sheet analysis, empha-
sizing the importance of breakdowns of assets and liabili-
ties that would make it possible to gauge currency and
maturity mismatches in sectoral balance sheets and the
need to address weaknesses in public debt data. In this
context, the Board considered a pragmatic action plan to
deal with the implications for resources.

r The significantly increased dissemination of macroeco-
nomic data by the Fund has been a vital part of efforts in
recent years to strengthen the international financial
architecture. To minimize the risk of misperceptions
about the accuracy and reliability of Fund data that may
arise from the publication of different data series for a
given variable, Directors endorsed efforts to strengthen
metadata and explain data differences; work to promote
common sourcing and better sharing of data across the
Fund; and inclusion of a general disclaimer on published
staff reports.

Directors agreed that the next review of data provision to
the Fund should be conducted in about two years'time.

Crisis Resolution

Crisis prevention efforts notwithstanding, debt-servicing
difficulties, which may develop into financial crises, will still
be experienced by some countries, and during FY2004 the
IMF continued to work toward improving crisis resolution
mechanisms. Guided by the September 2003 Communiqu6
of the International Monetary and Financial Committee
(IMFC), the Fund's efforts on crisis resolution focused on
promoting the inclusion of collective action clauses (CACs)

in international sovereign bonds to be issued in jurisdic-
tions where CACs were not yet the market standard, con-
tributing to initiatives aimed at formulating a voluntary
code of conduct for sovereign debtors and their creditors,
and considering issues that are of general relevance to the
orderly resolution of financial crises.

Collective Action Clauses

The IMF has taken an active role in promoting the inclusion
of such clauses in international sovereign bond issues in all
markets, through increased dialogue with sovereign issuers
(including in the context of Article IV discussions) and pri-
vate market participants. In part because of these efforts,
financial year 2004 saw a clear shift toward the use of CACs
in international sovereign bonds issued under New York

law, where, until recently, these clauses had not been the
market standard. There is no evidence that issue prices
included a premium for CACs. Among the key develop-
ments during FY2004 were the following:

r Sovereign bonds containing CACs accounted for more
than 70 percent of the total volume of sovereign bonds
issued during the second half of 2003 and early 2004.

r An increasing number of emerging market countries (18

as of end-April 2004-Belize,BrazTl, Chile, Colombia,
Costa Rica, Guatemala, Indonesia, Israel, Korea, Mexico,
Panama, Peru, the Philippines, Poland, South Africa,
Tirrkey, Uruguay, and Venezuela) have included CACs in
their international sovereign bonds issued under New
York law.

r In 2003, Turkey and Peru were the first non-investment-
grade countries to include CACs in bonds governed by
New York law. The CACs included a voting threshold of
75 percent of outstanding principal for majority restruc-
turing clauses. This represented a change in market prac-
tice, since previous non-investment-grade issuers had
included higher voting thresholds. Moreover, Br azil
announced in April 2004 that it would reduce the voting
threshold for majority restructuring provisions to 75 per-
cent in future sovereign issues.

r Eight industrial countries included CACs in their sover-
eign bonds issued in foreign jurisdictions. However, with
the exception of Italy, all issued their bonds under English
law, in which the inclusion of CACs has long been market
practice.

Notwithstanding this rapid progress, a large share (58 per-
cent) of the outstanding stock of emerging market sover-
eign bonds do not contain CACs.

Related lssues

Aggregation Provisio ns

The IMF is also continuing to explore the potential contri-
bution that aggregation can make to the resolution of col-
lective action problems and difficulties associated with
creditor coordination. The benefits and risks of aggregation
clauses were discussed at a Board seminar in October 2003.

Despite some progress in the inclusion of aggregation
clauses in sovereign bonds, it was considered premature for
the Fund to endorse a particular set ofprovisions. The Fund
will continue to monitor the use and evolution of aggrega-

tion provisions.

Code of Conduct

In its Communiqu6s of September 2003 and April 2004, the
IMFC looked forward to efforts to develop a voluntary code
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of conduct-which would outline standards of behavior
and responsibilities for debtors and their private creditors-
and encouraged the Fund to contribute to work in this area.

A code could, in principle, facilitate dialogue between credi-
tors and debtors, promote corrective policy action to reduce

the frequency and severity of crises, and improve the
prospects for an orderly and expeditious resolution of
crises.

Progress in this area has been limited, but work continues in
both the official and the private sectors. The G-20 has held
several high-level meetings on this issue with representa-

tives of the private sector, indicating that proposals for
introducing a voluntary code are a key element of its work
on crisis resolution.l A technical working group including
Brazil, Korea, and Mexico has been established to work fur-
ther with private sector representatives to prepare a draft
code for broader consideration. At the same time, the Insti-
tute of International Finance (IIF) is continuing its efforts
to develop a code based on key principles predicated on
enhanced debtor-creditor cooperation.

IMF surveillance already supports many of the elements
that would likely be part of a code, such as investor relations

programs, CACs, and adherence to standards and codes.

Beyond these elements, the Fund's involvement in assessing

progress in creditor-debtor dialogue and negotiations will
continue to be guided by the Fund's lending into arrears
policy and the Board's recent review of the application of
the good faith criterion to reach a collaborative agreement.
The content and application of that policy may, however,

need to be revisited when greater clarity emerges concern-
ing the precise content of the code.

Sovereign Debt Litisation by Private Creditors

In April 2004, the Board held a seminar on developments in

sovereign debt litigation and the implications of such litiga-
tion for countries'efforts to reach agreement with their
creditors in sovereign debt restructuring and debt relief
processes. There has been a significant increase in litigation
against sovereign debtors over the past several years. The
Fund will continue to closely monitor developments in this
important area.

The Evian Approach

In an effort to contribute to the orderly resolution of
financial crises, the Paris CIub agreed in October 2003 on
a new, flexible approach for addressing debt sustainability

lThe G-20 was set up in 1999 on the recommendation of the G-7 finance

ministers. [t is an informal forum that seeks to promote dialogue between

industrial and emerging market countries on key issues related to the

international fi nancial system.

ln a difficult external environment and despite an unsettled

domestic political situation, Peru stayed the course in

FY2004, pursuing the sound macroeconomic policies

adopted under its two-year Stand-By Arrangement, which

expired in February 2004. lts economic performance under

its program has been strong. ln 2003, it registered solid GDP

growth of 4 percent and low inflation of 2.5 percent and

reduced its fiscal deficit to 1.7 percent of GDP Develop-

ments in early 2004 indicate that it is well on the way to

achieving its medium-term goal of limiting the deficit to

1 percent or less of GDP the government has been able to

secure the passage of key laws to establish a sound legal

fnamework for fiscal decentralization, and the authorities are

workng with the IME the World Bank, and the lnterAmerican

Development Bank on further measures to ensure that

decentralization supports medium-term fiscal consolidation.

During FY2004, IMF staff provided the Peruvian authorities

with an ex post assessment of long-term engagement high-

lighting the importance of structural reform in the fiscal area

and reduction ofthe public debt.The Fund also sent a mis-

sion to Peru to provide technical assistance in tax policy. ln

April 2004, IMF staff completed a Report on the obser
vance of Standards and Codes (RoSC) with suggestions on

steps the Peruvian authorities could take to improve fiscal

transparency, including clarifying functions within the public

sector; establishing a stable and unified legal framework for

the budget process, treasury operations, and debt manage-

menu and making explicit the spending responsibilities,

revenue sources, and borrowing limits of subnational
governments.

Peru-lMF actMtles ln FY2004

0ctober 2003 Publication of RoSC data module and

detailed assessment using the Data

Quality Assessment Framework

Completion by the Fund's Executive

Board ofArticle lV consultation and

fourth (last) review of Stand-By

Arrangement

Publication of RoSC fiscal transparency

module

February 2004

Apdl 2004
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concerns in non-HIPC countries. The so-called Evian
approach focuses on enabling the Paris Club to ( 1 ) take
explicit account of debt sustainability considerations; (2)

adapt its response to the financial situation ofthe debtor
countries; and (3) make a contribution to current efforts to
make the resolution of crises more orderly, timely, and pre-
dictable. The Fund's debt sustainability analysis framework
would be the principal instrument through which the Paris

Club would form initial judgments about a country's debt
sustainability prospects. For countries facing a liquidity
problem but considered to have sustainable debt, the Paris
Club would continue to provide flow relief based on exist-

ing terms and tailored to the debtors'needs. Countries with
serious debt problems could be provided, on a case-by-case

basis, with a comprehensive debt treatment, including flow
rescheduling, stock reprofiling, or stock-of-debt reduction,
with a view to restoring debt sustainability.

In line with a case-by-case approach, the Paris Club could
deliver debt treatment in a number of different ways. In
some cases, a debt treatment could be delivered in several

phases to maintain a strong link with the debtor country's
track record under its Fund-supported programs. To date,

experience with the Evian approach has been limited.
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Table 3.1

Crodlt Faclllty Purpos6 Condltlons Phaslng and Monltorlngl Accoss Llmltsl

Crodlt tranches and
Eilended Fund Faclllt/

Stand-By Arrangements ( 1952) 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 of payments

difficulties will be resolved

Quarterly purchases

(disbursements) contingent on

observance of performance

criteria and other conditions
within a reasonable period

Annual: 100% of quota;

cumulative: 300% of quota

Extended Fund Facility (1974)
(Extended Arrangements)

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

Adopt 3-year progmm, 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

Spoclal facllltlos
Supplemental Reserve

Facility (1997)
Shon-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 (disbulsements)

No access limits; access under
the facility only when access

under associated regular
arrangement would otherwise
exceed either annual or
cumulative limit

Compensatory Financing
Facility (1988)

lVedium-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 a member's
balance of payments position

excluding the shortfall/excess is

satisfactory

Stand-alone disbursements or,

if there is an arrangement,
disbursements are in two phases

45% of quota each for export
and cereal components.
Combined limit of 55% of quota

for both components

Emergency assistance

(1) Natural disasters (1962)

(2) Post-conflict (1995)

Quick, medium-term assistance for
balance of payments difficulties
related to

(1) Natural disasters

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

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

Generally limited lo 25% of
quota, although larger amounts
can be made available in

exceptional cases

(1) Reasonable effons to
overcome balance of payments

difficulties

(2) Focus on lnstitutional and
administrative capacity building
to pave the way for an upper credit
tranche arrangement or PRGF

Faclllty for low-lncome members
Poverty Reduction and Growth

Facility (1999)
Longer-term assistance for deep-
seated balance of payments

difficulties of structural nature:
aim is sustained poverty-reducing
growth

Adopt 3-year PRGF program.

PRGF-supported programs are

based on a Poverty Reduction

Strategy Paper (PRSP) prepared

by the country in a participatory
process and integrating
macroeconomic, structural, and
poverty reduction policies

Semiannual (or occasionally
q ua rterly) disbu rsements

contingent on observance of
performance critena and reviews

140% of quota; 185% of quota

in exceptional circumstances

lThe resources used in the lMFs lending come mainly from the capital subscribed by mem-

ber countries; each country is assigned a quota that represents its financial commitment, A

member provides a ponion of its quota in foreign currencies acceptable to the IMF-or in

SDRs-and the remainder in its own currency. An IMF loan is disbursed or drawn by the boF

rower purcl,aslng foreign currency assets from the IMF with its own currency. Ihe loan is con-

sidered repaid when the borrower repurcfiases its currency from the liilF with foreign

currency. See Box 7.1 on the llIF's Financing llechanism.
z'lhe basic rate of charEg on funds disbursed from the General Resources Account (GRA) is

set as a proportion of the weekly interest rate on SDRS and is applied to the daily balance

of all outstanding GRA drawings during each IMF financial quarter. ln addition to the basic

rate plus surcharge, an upjront commitment fee (25 basis points on committed amounts

up to 100% of quota, 10 basis points thereafteo is charged on the amount that may be

drawn during each (annual) period under a Stand-By or Extended Arrangement.Ihe fee is,

however, refinanced on a proportionate basis as subsequent drawings are made under the

atrangement. A one'time service charge of 0.5 percent is levied on each drawing of lir'lF

resources in the GRA, other than reserve tranche drawings, at the time of the transaction.
3For purchases made after November 28,2000, members are expected to make repurchases
(repaymeots) in accordance with the schedule of expectations; 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.
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Basic rate 31/c-5 Not applicable Quarterly

0.5% 51/z-10 Not applicable Semiannual

4lhe term credlt tranches refers to the size of purchases (disbursements) in terms of propor

tions of the member's quota in the ltulF; for example, disbursements up to 25 percent of a

membefs quota are disbursements under the first credit tranche and require members to

demonstrate reasonable efforts to overcome their balance of payments problems. Requests

for disbursements above 25 percent are called upper credit tranche drawings; they are

made in installments as the borrower meets certain established performance targets. such

disbursements are normally associated with a Stand-By or Extended Arrangement. Access to

ll\4F resources outside ofan arrangement is rare and expected to remain so,
55urcharge introduced in November 2000.

lmproving IMF Lending Policies and Practices E

Stand-By Arrangements in which a country indicates its
intention not to draw upon the Fund's resources unless its

economic circumstances deteriorate. Precautionary
arrangements are common-56 were approved between
1987 and April 2003-and experience with them has gener-

ally been positive. They are typically used when balance of
payments pressures are likely to arise in the current
account, although they have been used on occasion to help
prevent capital account crises. The staff proposed several

modifications designed to enhance the suitability of precau-

tionary arrangements to crisis prevention. While there was

interest in the proposed modifications, there was not suffi-
cient Board support for them during the Iune discussion. In
particular, Directors differed on a proposal to make more
explicit the policy for using high, possibly exceptional,

access levels in precautionary settings.

In concluding the review of the CCL on November 26,2003,
the Board discussed a staff paper that outlined the issues

examined to date in the review of the facility and proposed

several options for responding to its approaching sunset date
(November 30). Most Directors again broadly supported the

CCLs objectives but noted that, despite the modification of
the facility in 2000, the CCL had remained unused.

Many Directors considered that the sunset clause should be

extended for a short period: they felt that the CCL should
not be allowed to lapse before the design of the facility was

improved or alternative means were found to achieve its

objectives. They were concerned that allowing the CCL to
expire on the sunset date would leave a gap in the Fund's
toolkit for crisis prevention, given remaining imperfections
in the functioning of international capital markets, and
might be misinterpreted as a weakening of the credibility of
the Fund's commitment to help countries with good poli-
cies become more resilient to crises. But a number of other
Directors saw little prospect of the CCL being used if
extended and favored its expiration. Overall support among
Directors to extend the facility fell well short of the 85 per-
cent ofvotes necessary and the CCL therefore expired on
November 30,2003.

The discussion by Directors highlighted a number of con-
siderations that mitigated concerns about the scheduled
expiration of the CCL.

r First, as the IMF's record of helping members facing capi-
tal account crises shows, the Fund stands ready to move
quickly and flexibly to approve the use of Fund resources

and to adjust the level and phasing of access to a mem-
ber's need when conditions so require and permit.

r Second, the IMF's strengthened surveillance, support for
greater transparency, and technical assistance operations
are promoting sound policies and helping to prevent
crises more generally.

Repurchase (Repayment) Terms3

Charges2

0bllgatlon
Schedule
(Yearc)

Expectatlon
Schoduls
(Yearc) lnstallmsnts

Basic rate plus surcharge
(100 basis points on amounts
above 200% of quota; 200 basis
points on amounts of 300%)5

31/c-5 21/q-4 Quarterly

Basic rate plus surcharge

(100 basis points on amounts

above 200% of quota; 200 basis
points on amounts above 300%)5

41/z-10 41/z-7 Semiannual

Basic mte plus surcharge
(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)

21/z-3 2-21/z Semiannual

Basic rate 31/c-5 21/c-4 Quarterly
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r Third, recent innovations in the financial architecture,
improvements in market differentiation across different
borrowers, and stronger policy efforts by many emerging
market countries seem to have lessened the threat of con-
tagion that the CCL facility was intended to avert.

Looking forward, most Directors expressed interest in pre-
cautionary arrangements as a potential instrument in crisis
prevention. The staff will further explore the scope for
adapting precautionary arrangements, paying special atten-
tion to a number of concerns that have been raised in this
connection-including the potential impact of high-access

precautionary arrangements on debtor and creditor behav-
ior and on IMF liquidity, the appropriate circumstances for
use of such arrangements, and ways of measuring potential
balance of payments need.

Directors also considered the option of establishing an

Enhanced Monitoring Policy that would provide a frame-
work for close monitoring without performance criteria and
with a limited financial backstop. Directors generally felt
that such a poliry would not be effective in meeting the
objectives of the CCL and-given its similarity to precau-
tionary arrangements-would not be a useful addition to
the Fund's toolkit. A number of Directors, nevertheless, con-
sidered that an Enhanced Monitoring Poliry might provide a

useful signaling device for low-income member countries
making the transition to a pure surveillance relationship.
They encouraged the staff to explore this idea further.

Exceptional Access Policy Review

In April 2004, the Executive Board met to review experience
with the Fund's policy framework relating to its provision of
financing in amounts that exceed the Fund's normal limits,
which is called "exceptional access." (See the discussion of
financial risk management and the concentration of IMF
lending in Section 7.) The framework for exceptional access in
capital account crises was put in place in September 2002 and
clarified in February 2003, and informed the Board's decisions

to provide exceptional access for Argentina and Brazil.

The framework set out four criteria for determining the cir-
cumstances in which exceptional access in capital account
crises could be considered:

r The member is experiencing exceptional balance of pay-
ments pressures on the capital account resulting in a need

for Fund financing that cannot be met within the normal
limits.

r A rigorous and systematic analysis indicates that there is a

high probability that the debt will remain sustainable.

r The member has good prospects of regaining access to
private markets within the time Fund resources would be

outstanding.

r The policy program of the member country provides a

reasonably strong prospect of success, including not only
the member's adjustment plans but also its institutional
and political capacity to deliver that adjustment.

The framework also set out procedures to ensure involve-
ment of the Executive Board before the formal Board
discussion and increased information requirements. It
lengthened the maturity of Supplemental Reserve Facility
(SRF) repurchase expectations by one year and repurchase
obligations by six months, and strengthened the presump-
tion that exceptional access during capital account crises

would be provided under the SRF.

At their one-year review of the framework in April 2004,

Directors noted that it had helped improve the clarity and
predictability of the Fund's response to capital account
crises for both members and markets. They underlined that
the strengthened decision-making procedures agreed to in
February 2003 should continue to apply to all requests for
exceptional access. Most Directors felt that the four sub-
stantive criteria for exceptional access remained appropriate
and, given the limited experience with the framework, con-
sidered that it was still premature to change the exceptional
access criteria. Stressing that the number of cases of excep-

tional access should be limited to safeguard Fund resources,

these Directors were in favor of maintaining the require-
ment that every request for exceptional access be justified in
terms of the four substantive criteria.

However, Directors noted that the exceptional access crite-
ria were designed for members facing capital account crises

and acknowledged that, in rare circumstances, a need for
exceptional access could arise in situations other than a cap-
ital account crisis and that, in those cases, a member could
not be expected to meet all four criteria. Directors noted
that the Fund has the flexibility to grant access under the
exceptional-circumstances clause.

Most Directors opposed a staff proposal to establish four
principles to guide exceptional access in the case of a

member that has a pre-existing high exposure to the Fund
and that does not face a capital account crisis. They felt
that the proposal could be seen as a weakening ofthe
policy on exceptional access that could lead to an inappro-
priate increase in the number of exceptional access cases,

with risks to the Fund's financial position. A number of
other Directors, however, thought that the criteria in place
had not provided sufficient guidance in recent requests

for exceptional access and were unlikely to do so for future
requests. Most Directors expressed preliminary views on
the merits of exceptional access in the context of a pre-
cautionary arrangement, and many of them were willing
to consider the possibility ofexceptional access in pre-
cautionary arrangements. A number of other Directors,
however, did not support use of the concept of "potential
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Brazil's economrc and financial situation improved signifi-

cantly in FY2004. Under Brazil's IMF supported program, the

country's new government pursued policies that were both

prudent and courageous. combining fiscal and monetary dis-

cipline with initiatives to relieve poverty

To allay concerns over debt sustainability, the government

increased the primary surplus target from 33/n percent of

GDP lo 41/q percent of GDP while the central bank undertook

a proactive interest rate policy to guide inflation back to the

target under the program. Moreover, the government has

adopted key structural measures-including pension and tax

reforms and the adoption of a new bankruptcy law-that

should pave the way to equitable and sustainable economic

growth. The resulting increase in economic policy credibility,

together with suppoftive international capital flows to emerg-

ing markets, contributed to record high equity prices and a

substantial narrowing of sovereign bond spreads. When inter

national financial markets became more volatile in the

spring of 2004. the government's etforts to reduce vulnera-

bilities paid off . Higher international reserves, improvement

in the structure of domestic public debt, and a swing to cur-

rent account surpluses have helped limit the impact on

Brazil.

Brazil-lMF activities in FY2004

May 2003 Visit 0f First Deputy lvlanaging Director

Anne Krueger

.lune 2003 Completion of third review 0f Brazil's perform'

ance under Stand By Arrangement

September 2003 C0mpleti0n of fou(h review of Brazil's

ped0rmance under Stand-By Arrangement

November 2003 Visrt 0l First Deputy l\4anaging Director

Anne Krueger

December 2003 Completion ol fifth review of Brazil's performance

under Stand By Arrangement. ll\4F approval 0f

15 m0nth extensaon of the arrangement, coupled

with an increase in access 0f SDR 4.5 billion,

Brazilian auth0rities have been treating the

arrangemenl as precautionary

February 2004 Visit 0f [,4anaging Director Horst Kohler

March 2004 Completion of sixth review 0f Brazil's pedorm-

ance under Stand By Arrangement
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balance of payments position is satisfactory apart from the
effects ofthe exports shortfall and that it should be in
parallel with a Fund-supported adjustment program when
preexisting balance of payments weaknesses have to be

addressed. The CFF has not been used since these modifica-
tions were introduced. At the March review, the Board con-
sidered the reasons for this and discussed the role ofthe
CFF in the Fund's array of lending facilities.

Directors reflected on whether the CFF was not being used

because there was less need for the facility, particularly in
light of the availability of other financing options, or
whether the changes made to the CFF in 2000 had reduced
demand for it. Directors considered the premises on which
the usefulness of the CFF rests: ( I ) temporary shocks are

common, and the appropriate response to such shocks

consists of up-front financing rather than adjustment;
(2) members have little or no access to alternative sources

of financing to cushion a temporary balance of payments
shock; and (3) other Fund facilities are not suitable for deal-
ing with CFF-type shocks.

Many Board members agreed that it is hard to distinguish
in advance between the temporary and persistent compo-
nents of balance of payments shocks, especially those
caused by commodity price shocks. Directors also pointed
to evidence of the significant downward trend and
increased volatility of commodity prices over time, as well
as the persistence of negative commodity price shocks. ln
their view, these factors indicate that up-front compensa-
tory financing entails the risk that needed adjustment could
be postponed.

Given that private capital flows have increased substantially
since the inception of the CFR most Directors felt that the
usefulness of the facility in coping with shocks had dimin-
ished for middle-income countries. Members with access to
private capital markets can be expected to retain such access

in the face of temporary shocks as long as their balance of
payments position remains strong. Directors acknowledged
that low-income members enjoy access to capital market
financing to a much smaller degree and that official financ-
ing is often not large enough or flexible enough to deal with
temporary shocks. But they noted that the CFF is typically
not an attractive option for low-income members in the
face of such shocks, mainly because of its nonconcessional
nature.

Exploring the usefulness of other Fund facilities in dealing
with the types of shocks that would be covered by the CFF,

here, too, Directors noted a fundamental asymmetry
between middle- and low-income members. Many Direc-
tors considered that Stand-By or Extended Arrangements
could provide sufficient resources to middle-income coun-
tries in a timely fashion, and these arrangements are suffi-

ciently flexible to incorporate appropriately tailored condi-
tionality. But Stand-By or Extended Arrangements are often
ill suited, owing to their nonconcessional nature, to low-
income members without an active PRGF arrangement, and
the CFF suffered from the same shortcoming. For low-
income countries, Directors considered the possibility of
subsidizing the rate of charge for Stand-By or CFF
resources, but viewed such an option as a suboptimal way to
allocate scarce concessional resources. Many Directors
believed that a short-term "window" under the PRGF Trust
Fund would be a better way to help PRGF-eligible countries
that did not have an active PRGF arrangement deal with
temporary shocks. For countries with an active PRGF

arrangement, Directors generally supported the use of aug-
mented access to PRGF resources to accommodate tempo-
rary shocks. Overall, Directors were in favor of developing
the PRGF instrument, as is currently being considered in
the context of the discussions on the role of the IMF in low-
income countries, so that it could play the role of the CFF

in low-income countries.

With regard to the possibility of other changes to the CFF, a

number of Directors argued in favor of broadening the cov-
erage of the facility's import element by including other
basic food items beyond cereals. Many, however, acknowl-
edged that data shortages would limit the usefulness of such

an option. Many Directors considered that the strengthened
requirements introduced at the time of the previous review
of the facility were consistent with the Fund's mandate to
support orderly balance of payments adjustment with
appropriate safeguards to Fund resources and should be

retained.

Many Directors argued that, on balance, there is a strong
case for eliminating the CFF, to further streamline the struc-
ture of the Fund's facilities. Other sources of Fund and non-
Fund financing were adequate to help middle-income
members cope with temporary balance of payments shocks,

while the envisaged new financing instruments would be

more useful than the CFF to low-income members. Most of
these Directors, however, were willing to retain the CFF in
its current form until the next review, both to give the facil-
ity extra time to prove its usefulness and in recognition of
the time it would take to develop and gauge the usefulness

of the new financing instruments being considered for low-
income countries. They suggested that the CFF should be

eliminated if there was no clear demand for it by the time of
the next review. Many other Directors were of the view that
the CFF provided a useful element in the mix of financing
options available to the membership, and most of these

Directors supported keeping the CFF as it is, while others
considered that demand for the facility could pick up with
appropriate modifications. Directors agreed to review the
CFF again in three years.
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ln April 2004, the Executive Board established

the Trade lntegration Mechanism filM).The
TIM is designed to mitigate concerns in some

developing countries that their balance of pay-

ments position could sufier temporarily as

multilateral liberalization changes their com-

petitive position in world markets. Chief

among these concerns is that, in the context

of a Doha Round agreement, broad-based tar-

iff liberalization might erode the value of

developing countries' preferential access to

important export markets or that a reduction

of agricultural subsidies might result in higher

prices and thus higher import costs for food-

importing developing countries. Another con-

cern is that the expiration of the World Trade

0rganizationb (WIo) Agreement on Textiles

and Clothing (ATC) in January 2005 will hurt

some developing countries as quota con-

straints on competitorB are eliminated.

While the phasing out of the ATC and Doha

Round-related concerns provided the impetus

forthe new mechanism, its application will

not be limited to shocks stemming from trade

liberalization under the aegis of the WTO.

More generally, countries may request support

from the Fund under the TIM if they expect a

net balance of payments shortfall as a conse-

quence of measures implemented by other

countries opening their markets in a nondis-

criminatory manner. Balance of payments dif-

ficulties stemming from a country's liberaliza-

tion of its own trade regime will continue to

be addressed through other Fund facilities.

The TIM details that the Fund

r stands ready to discuss with countries fac-

ing such balance of payments shortfalls

new arrangements within its existing lend-

ing facilities;

r will take into accountthe expected impact

on the members'balance of payments in

determining the size of access under both

new and existing arrangements (the "base-

line feature"); and

r is prepared to augment arrangements

under simplified procedures if the actual

balance of payments effect turns out to be

larger than expected (the 'deviation

feature').

Potential lmpact

Estimates of the impact of the trade policy

changes suggest that balance of payments

shortfalls are likely to be small and generally

offset by the positive effects of a more liberal

global trade system. Assuming a fairly ambi-

tious Doha Round liberalization scenario,

model simulations suggest that a 40 percent

reduction in average preference margins

(through the reduction in most-favored-nation

tariff rates) could result in abouttwo dozen

countries experiencing a fall in their average

export prices of more than 2 percent. A

slightly smaller group of countries might be

vulnerable to a food import price shock. lt is

difficult to predictthe impact on individual

countries from the imminent expiration of the

ATC, but if the elimination of 15 percent of

bilateral quotas in 2002 is any guide (the

ATC'S Phase lll liberalization), a significant

shift in the allocation of worldwide production

of garments will take place starting later this

year.

TIM's Architecture

The TIM is not a new lending facility but,

rather, a measure making Fund resources

more predictably available to qualifying mem-

ber countries under existing Fund facilities-

that is, assistance will not be available on a

stand-alone basis but only in connection with

a regular Fund arrangement. A similar

approach underlay the Fund's 1980s policy

to increase the predictability of financing for

debt and debt-service-reduction operations in

the context of Fund support of the Brady Plan.

Arrangements that incorporate a TIM are sub-
ject to the same general access limits as

other arrangements.

Support for Trade-Related Balance of
Payments Adjustments

In April 2004, the Executive Board met to discuss IMF sup-

port for trade-related balance of payments adjustments.
Directors welcomed the opportunity to discuss ways in
which the Fund could give its member countries additional
confidence to pursue ambitious trade liberalization under
the Doha Round of trade negotiations. They reiterated that
a successful conclusion of the Doha Round would bring sig-

nificant benefits to the world economy. Any transition to a
more liberal trade environment, however, also involves

economic adjustments, which may create added policy
challenges for several developing countries. Directors
underscored the important role that the Fund is already

playing-in accordance with its mandate-in advocating

the benefits of open trade in the context of its surveillance

across the membership and promoting trade-related
reforms through the provision of technical assistance and

program support (see Section 4). They stressed the impor-
tance of continued efforts to communicate clearly the

Fund's role in supporting trade liberalization.

While some Directors felt that the Fund's readiness to make

its existing instruments available for supporting trade liber-
alization should give sufficient confidence to members,

most Directors saw considerable merit in a more tailored
approach to addressing the balance of payments impact of
trade adjustment resulting from the Doha Round. Direc-
tors, accordingly, supported the establishment of a Tiade

Integration Mechanism (TIM) (see Box 3.1) within the
Fund's existing lending facilities to clarifr the Fund's readi-
ness to help its members mitigate short-term balance of
payments pressures stemming from trade liberalization.

The Board highlighted the importance of close cooperation
with the World Bank, in particular in view of the lending
initiatives that the Bank is developing to facilitate members'

adjustment to trade reforms and help them strengthen their
institutions and infrastructure for trade. If a member
requests support from the Fund and the Bank concurrently
under these new policies, the staffs will be expected to coor-
dinate closely-in line with the established framework for
Fund/Bank collaboration-to avoid duplication of work
and ensure that their policy advice is tailored to effectively
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Tanzania has made considerable progress in macroeconomic

and structural adjustment since the mid-1990s under IMF-

supported programs. lt registered an average annual growth

rate of 5 percent in 1996*2002*roughly double the rate of

the previous five years-and reduced inflation from an aver-

age of over 30 percent a year during the previous two

decades to about 5 percent from 1999 onward.

Tanzania is using the revenues freed up from debt relief

granted in 2001 (about $2 billion over time in net-present-

value terms) under the HIPC lnitiative to increase spending on

education, health care, and agriculture and to keep its debt
levels sustainable.

The country's latest program, which is supported by the

Poverty Reduction and Growth Facility (PRGF), aims at stabi-

lizing inflation at about 4 percent and achieving real GDP

growth averaging over 6 percent a year during 2003-06.
Tanzania will underpin growth through improvements in the
business climate-in particular, reforms of the financial sector

based, in part, on recommendations that grew out of a Finan-

cial SectorAssessment Program (FSAP) exercise completed
in July 2003. ln addition,Tanzania intends to undertake a

range of reforms to encourage agricultural production, notably

changes to crop boards and local government taxation. To

help maintain macroeconomic stability and avoid undue

dependency on aid, the Tanzanian authorities plan to

enhance revenue performance through improvements in tax

administration and changes in tax policy aimed at broaden-

ing the tax base and closing loopholes.

During FY2004, the Fund provided Tanzania with technical

assistance in tax and customs administration, as well as in the

rationalization of tax incentives in the East African Community.

Ianzania-lMF activities in FY2004

july 2003 Completion of sixth (last) review under PRGF

arrangement; approval of new PRGF arrangement

August 2003 Publication of joint lN4F-World Bank Financial

System Stability Assessment (FSSA)

September Publication ofj0int IMF-World Bank assessment

2003 of PRSP progress report

February 2004 Completion of first review of peformance under

new PRGF arrangement; visit by IMF Deputy

l\4anaging Director Agustin Carstens

March 2004 Publication of Report on the observance of

Standards and Codes (data module and

detailed assessments)

addressing the rnember's needs. The ir.nportance of avoiding
cross-conditionality was highlighted in this context. Direc-
tclrs also called for close coordination with the World Tradc
Organization (WTO) and clonors in the trade-related assis-

tance area, as well as for continued technical assistance by
the Fund to help r.nernbers address the loss of tariff revenuc
resulting from trade reforms.

Directors stressed tl-rat the'l'lM is designed as a temporary
policy to adclress concerns associated with the cllrrent
nruncl <lf r.nuItilateral trade r.regotiati<lr.rs. They therefore
expected tl.rat a decision would be taken as to the ciuration
of the TIM wher.r it is reviewed in three vears.

Program DesiSn and Conditionality

Well-thought-out programs are critical not only fbr lasting
prosperity in borrowing countries but alsr> for the IMF,
which needs to be assureci of timely repaylrent so that it
can irssist other mer-nbers as need arises. Program clesigr-t

antl the c<lnditi<lns attached kl tl.re F'r"rncl's loans therefore
rernair.r sr-rbject to continual review.

Lessons from the Crisis in Argentina

In November 2003, the Executive lloard discr.rssecl the
lessons from the severe financial crisis experienced by
Argentina in 2001-02. During that crisis, output, which had
begun to contract in the seconcl half of 1998, f'ell by about
20 percent in the three years enciing l)ecen.rber 2002; infla-
tion reignitecl; the government defaulted on its debt; the
banking system became Iargely paralyzed; and tl.re Argentine
peso, wl.ricl.r was then pegged at par to the U.S. dollar,
reached lows of Arg$3.90 a U.S. dollar (in mid-2002). I.he
economy began to recover in 2003, but the road back to sus-

tained growth and stability remains long.

'l'he scverity of the crisis-and tl.re fact that it occurred in a

country that had been widely hailed as a n-rodel perfclrmer
until a f'ew years earlier and that had beer.r engaged in a

nearly unintermpted program relationship with the IMF
since the early 1990s-made Argentiuu's case ai particularly
irnportant one t<l exarline frrr lessor-rs for other countries
ancl filr the Furrd. The Executive Board rer.iewed a staff
paper that extrmined the origins of the Arger.rtine crisis and
its evolution up until early 2l)02, with ir view to drawing out
such lessclr.rs. This report was to be complemented by an
evaluation by the IMF's Independent Evaluation Office in
July 2004 (see below).

'l'he []oard noted that Argentina's crisis reflected the inter-
action of severirl sources <lf vulnerability that were already
present during the boorn years ofthe 1990s: the public debt
dynanrics, the constraints on monetary policy in-rposed by
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the currency board, and a variety of structural and institu-
tional factors. These vulnerabilities were not adequately

taken into account in the design of Fund-supported pro-
grams during the 1990s; in particular, the fiscal policies

pursued were, in hindsight, unsustainable, reflecting in part
overoptimistic medium-term growth projections. The crisis

also underscores the importance of ensuring that a coun-
try's exchange rate regime is supported by fully consistent

macroeconomic and structural policies and that there be

broad domestic ownership for these policies. Directors also

noted that Argentina's experience highlights the need for
strong and candid surveillance in countries with Fund-
supported programs.

lE0 Reports and Discussions

The Executive Board established the Independent Evalua-

tion Office (lEO) in Iuly 2001 to conduct objective and

independent evaluations of issues relevant to the mandate

of the IMF.'Ihe IEO serves as a means to enhance the learn-
ing culture within the IMF, strengthen the Fund's external

credibility, promote greater understanding of the IMF's
work throughout the membership, and provide independ-
ent feedback to the Executive Board in its institutional gov-

ernance and oversight responsibilities. Independent of IMF
management and staff, the IEO works at arm's length fron.r

the Executive Board. The IEO's activities complement the

IMF's review and evaluation of its work. The IEO's website
(www.imf.org/ieo) gives detailed informatior.r on its terms of
reference, work to date, status of ongoing projects, evalua-

tion reports, and seminars and outreach activities. The web-

site also provides opportunities for interested stakeholders
(country authorities, academia, nongovernmental organiza-

tions, and other members of civil society) to interact with
the IEO in defining its work program, detern-rining the

terms of reference of individual studies, and subrnitting
substantive inputs to these studies.

The IEO's establishment has provided an additional dimen-
sion to the learning process in the IMF through regular

independent assessments of the Fund's work. The IEO

reports have, in so[le cases, raised new issues and, in others,

added impetus to work already under way. Ilox 3.2 summa-

rizes common themes in IEO evaluation reports to date.

The IEO's evaluations have had a distinct impract on the
Fund's approach to issues, and IMF staff have undertaker.r

extensive work to put into practice specific IEC) recommen-

dations endorsed by the Board.

t Changes in procedures. IEO recommendations have led in

some cases to the establishment of new procedures, for
exarnple, for ex post assessments of IMF-supported pro-
grams, particularly in instances where the IE,O has identi-
fied a need for a n.rajor redirection of the staff's efforts.

lmproving IMF Lending Policies and Practices E

t lncorporation of lessotrs into regular reviews. For instance,

the IEO's analysis of the need for better signaling
arrangements provided a basis for the staff's work on
ways of signaling assessments of members' policies, and
some of the results of the IEO report on fiscal adjustment
will figure prominently in a forthcoming conditionality
review.

t Dissenination of lessons to staff. The incorporation of les-

sons learned into established work procedures is key to
the successful implementation of recommendations.
Some of the shortcornings identified by the IEO could
be remedied by ensuring institution-wide application of
what is already best practice within the IMF. Over time,
a priority will be to enhance internal dissemination-
through seminars, guidance notes to staff, website postings,

and dialogue between area and review departments-to
ensure that such practices are fully absorbed into the
IMF's everyday operations.

In the fiscal year under review, the IEO completed work on
two evaluation reports-the role of the IMF in the capital

account crises of Brazil, Indonesia, and Korea; and fiscal

adjustment in IMF-supported programs. It also issued its

@ Common Ihemes in tEo Evaluatlons

The first three published lE0 reports contain a number of common

themes related to surveillance, program design and uncertainty, and

conditionality and ownership.

Surveillance

r Greater candor is key to making surveillance more effective.

! Systematic stocktaking allows for greater learning from experi-

ence, especially in countries with llvlF-supported programs.

r Surveillance can and should inform program design. Based on its

surveillance activities, the Fund should provide the authorities

with a frank assessment of critical weaknesses and encourage the

authorities to develop a road map of reforms to address them.

Program design and uncertainty

r Risks should be explicitly taken into account in program design,

and excessively optimistic assumptions avoided. Explicit contin-

gency planning would help make programs more flexible. Greater

transparency about the assumptions and rationale of program

design would permit more rapid redesign in the event contingen-

cies actually occur.

Conditionality and ownership

r Domestic political commitmentto core policy adjustments is

more important than specific conditions.

r The IMF should be willing to consider'second-best" adjustment

programs that meet minimum criteria, but it should also be pre-

pared to hold back financing when country ownership of programs

is insufficient or programs do not meet minimum criteria.
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first Annual Report, detailing the IEO's activities since its
inception. (The IEO's first evaluation report, on the impli-
cations of the prolonged use of IMF resources, was dis-
cussed by the Executive Board in September 2002; see IMF
Annual Report 2003, p.60.)

In their discussion in fuly 2003, Executive Directors com-
mented that the evaluation report on the IMF's role in the

capital account crises in Brazil (1998-99), Indonesia
(1997-98), and Korea (1997-98) and the lessons to be

learned from these experiences were a useful complement
to previous studies undertaken both within and outside the
IMF. They broadly agreed with the report's conclusions.

However, Directors expressed several caveats regarding the
findings and conclusions ofthe report. First, the report
focused mainly on the IMF's involvement in the early stages

of the crises, and the IEO's mandate not to interfere with
ongoing IMF operations constrained the extent to which
the report could examine later developments. Second, the
IMF had already taken steps to address many of the con-
cerns voiced by the IEO in areas such as transparency,
conditionality, standards and codes, financial sector surveil-
lance, vulnerability assessments, and Fund-Bank collabora-
tion. Third, the report confirmed that every capital account
crisis was unique. Thus, anticipating crises would always
require difficult judgments in the context of great uncer-
tainty, and distilling lessons from past crises was no guaran-
tee of future success. Directors emphasized that there was
no standard solution to capital account crises, that policy
advice would need to take account of the causes and specific
circumstances of each crisis, and that the capacity to pre-
vent crises would depend to a large extent on the actions of
member countries.

Directors noted that most of the IMF's efforts to anticipate
or deal with the three crises were steps in the right direc-
tion. Nevertheless, they shared the report's view that the
IMF had made some mistakes and that the crises high-
lighted the need for improvements in the IMF's policies
and procedures.

In discussing the IEO evaluation report on fiscal adjustment
in IMF-supported programs in August 2003, Executive Direc-
tors agreed that the report made a number of constructive
recommendations whose implementation would enhance
the IMF's advice and programs in the fiscal area. Most
Directors were encouraged by the report's finding that some
of the common criticisms of fiscal adjustment in IMF-
supported programs-notably, that these programs adopted
a "one-size-fits-all" approach, were inflexible, and caused a

decline in social spending-were not supported by empiri-
cal evidence. Directors also noted that the report found sig-
nificant weaknesses in the results of fiscal adjustment in
programs and that fiscal targets were not met in a large
number of cases. However, they cautioned against drawing

conclusions based on generalizations across a large number
of countries and stressed that the appropriateness of the
size, pace, and results of fiscal adjustment could be assessed

only against the specific circumstances of each individual
country.

Directors welcomed the report's conclusion that there was

no evidence that IMF-supported programs were uniformly
contractionary, but stated that a contractionary bias could
exist in certain circumstances. Directors supported IEO's
recommendation that program documentation should pro-
vide a more in-depth and coherent justification for the mag-
nitude and pace of fiscal adjustment. They also noted the
report's finding that IMF-supported programs were not
associated with lower spending on public education and
health care, but emphasized the need to shield the poor from
economic downturns and called for the cost of social safety
nets to be incorporated into IMF-supported programs.

In the coming financial year, the IEO will publish three new
studies. The first will be an evaluation of the role of the IMF
in the PRSP approach and the PRGF initiatives. (The World
Bank's Operations Evaluation Department is preparing a

parallel report on the Bank's experience with PRSPs.) Draw-
ing on detailed case studies and broader cross-country
analysis, the study will address a number of key questions:
does the design of these initiatives ensure the achievement
of their objectives? Is the IMF delivering the promises of the
PRSP and PRGF approaches? And what improvements are
needed in the design of these initiatives and their imple-
mentation by the IMF?

The second report will analyze the role of the IMF in
Argentina from l99l to early 2002.|t will review the evolu-
tion of the IMF's advice and internal views on key areas of
Argentina's economic policy, examine certain IMF decisions
at critical junctures in its relationship with the country, and
assess how reasonable the decisions were in light of infor-
mation available at that time.

The third study will examine IMF technical assistance during
2000-03.It will focus on such themes as the effectiveness of
internal IMF processes for identifring technical assistance
priorities at the country level and for allocating resources

accordingly; the effectiveness of technical assistance delivery
and the dialogue with the authorities in ensuring success

during implementation; and IMF monitoring of the impact
of technical assistance.

Review of Bank-Fund Collaboration in Program Design
and Conditionality

In March 2004, the IMF's Executive Board again reviewed
collaboration between the World Bank and the IMF, this
time on the basis of a joint report by the two institutions
that presented the results ofa survey ofnational authorities
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and Bank and Fund staff. The Board concluded that the
framework for collaboration between the Bank and the

Fund, including in the area ofprogram design and condi-
tionality, is working well, although there is scope for
improvement.

Directors reiterated that close collaboration between the
Bank and the Fund is indispensable to ensuring that mem-
ber countries receive support that is effective in promoting
financial stability, sustainable growth, and poverty reduc-

tion. Bank-Fund collaboration is particularly important to
ensure the effectiveness of the Fund's efforts in assisting

low-income countries with the implementation of reform
programs, based on strong country ownership, through the

PRGF and the enhanced Heavily Indebted Poor Countries
(HIPC) Initiative, and in helping low-income countries
make progress toward the Millennium Development
Goals.

Effective collaboration between the Bank and the Fund
requires a clear demarcation of responsibilities based on the

institutions' respective mandates and comparative advan-
tages, Directors emphasized. They also stressed that the
focus of conditionality should be on reforms that are criti-
cal to program success. Directors highlighted the impor-
tance of designating one of the two institutions as lead
agency in particular policy areas, of systematic information
sharing between the institutions, and of early interaction on
program design and conditionality.

The survey found that the staffs of the two institutions typi-
cally share a common perspective regarding a country's crit-
ical areas for reform, and that the division of labor is now
clearer than it has been in the past. Directors were also

encouraged by the indications-in the survey responses of
national authorities-that Bank-Fund collaboration is

increasingly strengthening national ownership of programs,
but stressed that continued progress in this area remains

critical to the success of reform programs, Both institutions
also appear to be showing increased sensitivity to social and
political constraints, and close collaboration between the
institutions is helping to reduce the time spent in program
negotiations. At the same time, national authorities perceive
a need for further progress in aligning program design and
conditionality with a country's own reform priorities and
implementation capacity.

While the survey results provide renewed support for the
existing operational framework on collaboration, Directors
stressed that there is no room for complacency. They noted
that the survey results point to scope for further improve-
ments in the implementation of the agreed division of
labor, coordination in interaction with government author-
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ities with a view to further promoting countr)/ ownership,
and information sharing between the staffs of the two
institutions.

Most Directors welcomed the decision by Bank and Fund
managements to strengthen the role of the Joint Implemen-
tation Committee (JIC) to facilitate Bank-Fund cooperation
at the senior staff level, complementing the broad-based
mechanisms for institutional coordination that already

exist. The role of this committee will be expanded to cover
matters affecting both middle- and low-income countries.
The Fund and the Bank will also explore ways to facilitate
closer collaboration in analyzing thematic issues that feed

into program design, such as public expenditure and fiscal
management and coordination on poverty and social
impact analysis (PSIA).

Board members underscored that the IMF should look to
the Bank for assistance with the PSIA of reforms in Fund-
supported programs, as this would be the best way of fully
utilizing the relative strengths of each institution. At the
same time, most Directors acknowledged that some in-
house Fund capability in this area will be necessary, in
particular, to facilitate the integration of PSIAs into PRGF-

supported programs. Directors also suggested several other
thematic areas in which more Bank-Fund collaboration
could be useful and which will be carefully considered in
the future.

The formal mechanisms for collaboration, embedded in the
PRSP process (see Section 4), are playing an important role
in strengthening Bank-Fund collaboration in the institu-
tions'work on low-income countries, Directors observed.
They recognized that formal arrangements are not always

well suited to middle-income countries, given the diversity
of these countries'circumstances and the differences in the
degrees and timing of the engagement by each institution in
them. But they reaffirmed that the principles for collabora-
tion remain the same: a coherent program of support based

on a country-owned strategy; early consultation on pro-
gram conditionality and effective information sharing; and
a clear division of responsibilities based on respective man-
dates.

Directors stressed that progress on Bank-Fund collaboration
will remain a challenge, requiring steady implementation
and sustained commitment, in particular by the country
teams of each institution. They looked forward to keeping
progress under review and agreed that, to allow for sufficient
additional experience under the enhanced framework for
collaboration, the next review should take place by 2007.\n
the meantime, Bank-Fund collaboration will be reviewed in
the context of progress reports on thematic issues.
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The Fight Against Poverty in
Low-Income Countries

f hc IMF's gtral in low-income countries is to help
I thcm achievc deep and lasting poverty reduction

through policies that promote growth, generate

er.r.rployment, and target assistance to the porlr. This
ain.r is c<lnsister.rt with the IMF's mandate to "con-
tribute . . . to the promotion and maintenance of high
levels of er.nployment and real income and to the
development of the productive resources of all menr-
bers as primary objectives of economic pcllicy."r The
Fund pursues this goal in close collaboration with
other development partners-particularly the Wrlrld
llank. In doing so, the IMF focuses on its core areas of
responsibility and expertise, r.ramely, helping mernber
countries achieve stable macroeconomic conditions
by providing them with policy advice supported by
fi nrrncial irrrd technical assistance.

In thc late 1990s, the IMF and the World Bank
launched two new mirjor programs to help low-
inconrc countries: the Poverty Reduction Strategy
Paper (Pl{SP) approach and the Heavily Indebted
Poor Countries (HIPC) Initiative. Around the sirme

tin.re, the IMF established the Poverty Reduction and
Clrowth Facility (PRGF) to make poverty reduction
ar.rd growth nrore central to lending operations in its
poorest rnember countries. These initiatives stress

cor.lntry ownership of programs, including thror.rgl.r

thc broad participation of civil society. Subsecluently,

in 2002, the international community endorsed the
"Montcrrcy Consensus" based on two pillars. First,
Iow-income countries r.l.rust be proactive in imple-
nrer.rting sound policies, strengthening institutions,
and improving governance. Second, the international
commtrr.rity must provide strong support, in the forrn
of greater trade opportunities and increased aid

lArticlc I, lMI Articlcs ol'Agreenrent.

flows, to thosc countries that carry out sound policies
and refirrrns-

Ilecently, there have been encouraging signs that these

strategies have begun t<,r bear fruit. A review of the

Pl{GF cornpleted in 2002 confirmed that program
design under the facilitv is becoming more pro-poor
and pro-grorvth. In many low-income countries,
growth of output and per capita incomes have

increased markedly since the late 1990s. Indeed,
Ilangladesh, ller.rin, Cambodia, Mali, Mozambique,
-Ianzania, 

Uganda, and Vietnam have seen real growth
averaging 5 percent or more a year for the past five
years. Internal and external imbalances have been

reduced, inflation has fallen to single digits-the lowest

levels in two decades-and external reserves are at their
highest levels since the 1980s. Moreover, improvements
ir.r macroeconomic performance have been especially

nrarked in countries that have, or have had, Poverty
llecluction ancl Growth Facility arrangements.

Nevertheless, while the progress in promoting good
policies and tl.re associated improvements in outcomes
are hcartening, they dcl not yet provide a sufficient
basis for achieving the sustained high growth neces-

sary for global achievement of the Millennium Devel-
opment (loals (Ml)Gs) by the deadline set out in the
2000 UN Millennium Declaration. Placed at the heart
of the global agenda, the goals include con.rbating

poverty, hun ger, disease, illiteracy, environmental
degradation, and discrimirlation against women, and
establishing a global partnership for development.

During FY2004, the IMF continued to work on these

challenges by strengthening the PRSP approach, mak-
ing available suitably tailored financial support,
advancing HIPC debt relief, looking at ways countries
can prorrote gmwth and support the efforts to
achieve the MDGs without incurring unsustainable
debt, and fosterir.rg an open trading system.

46



PRSP Approach to Development Asslstance

The IMF and the World Bank jointly developed the PRSP

approach to help focus the attention and resources ofboth
low-income countries and the international donor commu-
nity on poverty reduction. Since its introduction in Decem-

ber 1999, the approach has been widely adopted in
low-income countries and has been increasingly embraced
by these countries'external development partners. In this
context, alignment and harmonization of donor processes

have been critical to sustaining the PRSP approach,
designed to overcome long-standing problems of poor
donor coordination and weak country ownership. Conse-
quently, PRSPs are becoming effective instruments for
countries to gain better control over external assistance.

Low-income countries prepare their Poverty Reduction
Strategy Papers through a participatory process involving
domestic stakeholders and external development partners.
The strategies are endorsed by the Executive Boards of the
IMF and the World Bank. Updated periodically (at least once
every five years) and with annual progress reports, PRSPs

describe countries' macroeconomic, structural, and social
policies and programs over a three-year or longer horizon
aimed at promoting broad-based growth and reducing
poverty, as well as associated external financing needs and
major sources of financing. Under the PRSP approach,
countries may receive financing from the Poverty Reduction
and Growth Facility loan program. PRSPs also provide the
operational basis for debt relief under the enhanced Heavily
Indebted Poor Countries Initiative.

Recognizing that preparation of a PRSP is a lengthy process,

the World Bank and the IMF have agreed to provide conces-

sional financial assistance on the basis of Interim PRSPs. An
I-PRSP summarizes the current knowledge and analysis of a
country's poverty situation, describes the existing poverty
reduction strategy, and lays out the process for producing a

fully developed PRSP in a participatory fashion.

During FY2004, the Executive Board approved 10 new
PRGF arrangements (for Bangladesh, Burkina Faso,

Burundi, Dominica, Ghana, Honduras, Kenya, Mauritania,
Nepal, and Tanzania), with commitments totaling SDR 955

million (see Table 7.3).ln addition, an augmentation of the
existing arrangements for Madagascar was approved. Total

PRGF disbursements to these countries and other countries
with existing arrangements amounted to SDR 865 million
during FY2004. As of April 30,2004,36 member countries'
reform programs were supported by PRGF arrangements,
with commitments totaling SDR 4.4 billion.

In their latest annual review of the program, in September
2003, Executive Directors welcomed the continuing strong
momentum of the approach. They noted evidence of
progress across a wide range of fronts as the approach
matured, and stated that the imperative was to address the
emerging challenges in implementation, including the need
for better prioritization of policies and objectives, improved
donor alignment and harmonization, and strengthened
public expenditure management and budgetary processes.

Directors underscored the importance of national owner-
ship of poverty reduction strategies. They welcomed the
increasing engagement of parliaments and noted that the
PRSP process had survived transitions in national govern-

ments in several countries, while requiring adaptations to
reflect the programs of the new administrations. Directors
emphasized the need for greater cohesion between PRSPs

and other planning documents and for better integration
between teams responsible for PRSP preparation and other
units of government.

The greater openness of polirymaking processes, which the
PRSP approach is facilitating, was welcomed by Directors.
The private sector is increasingly active, and nongovern-
mental organizations have often carved out roles for them-
selves as suppliers of information and watchdogs in
monitoring government efforts. Directors acknowledged
that, at the same time, there remained some continuing
criticisms from civil society organizations, in particular, that
they were being asked to react rather than to contribute to
program formulation, and that some critical policies under-
pinning the PRSP-such as the macroeconomic frame-
v,,e1k-v7s1s sometimes not sufficiently open to public
debate.

Directors underscored that macroeconomic policies and
projections provided the framework for any PRSP. Consis-
tent with the preparation of the PRSP as a country-owned
process, they emphasized that the government, and not the
Fund, should lead the discussion of the macroeconomic
framework in the public domain. It was, however, also
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The IMF has been providing policy advice to the Democratrc

Republic ofthe Congo (DRC) since early 200l-when the

country was still torn by internal strife and armies from seven

neighboring countries occupied about half its territory-first
under a staff-monitored program and then under a program

supported by the Poveny Reduction and Growth Facility

(PRGF), which also provided financial assistance.

The two programs have contributed to a turnaround of the

DRC's economy. Real GDP growth was positive in 2002'for

the first time in 13 years, and it accelerated to 5.6 percent

in 2003.The vicious circle of hyperinflation and currency

depreciation has been broken. By implementing prudent fis-

cal and monetary policies, adopting a floating exchange rate

regime, and undertaking bold structural reforms, the DRC

has achieved macroeconomic stability. This turnaround has

contributed to the peace process. Foreign troops have with-

drawn from the country, which was reunified under the transi-

tional government formed in June 2003.

ln FY2004, the Fund continued to provide extensive technical

assistance to the DRC in a number of areas. As part of this

assistance, it posted resident experts to the ministry of

finance and the ministry of the budget.

DRC-lMF activitles in FY2004

June 2003 Submission to the Fund's Executive Board of

the DRC'S Preparation Status Report on the

first year of implementation of the country's

lnterim Poverty Reduction Strategy Paper (pre-

pared in 2002) and the preparation of the full

PRSP

July 2003 The DRC became the 27th country to reach its

decision point under the enhanced Heavily

lndebted Poor Countries (HIPC) lnitiative,

making it eligible f0r debt'service relief of

$6.3 billion, in net-present-value terms

March 2004 Completion of the third review of the DRC'S

program, supported by an arrangement under

thE PRGF

important for the Funcl to continue its otrtreach efforts to
civil society and clonors. Directors called on governnlents to
provide an explicit forurn for macroeconomic dialogue in
the context of the PRSP proccss in which Funcl l{esident
Representatives could participate. Noting that the deepen-
ing and widening of skills is a prereqr,risite to strengthen an)'

government's ownership of its macroeconomic framework,
Directors ernphasized that the Fund would need to con-
tinue to support countries' capacity-builcling efforts.

Board mer.nbers considered it generally too early in the
implernentation of PllSPs to frrrm judgn.rents about
whether the policies wcre delivering on their stated objec-
tives. 

-fhey welcomed the focus being placed in PRSPs on
me.rsures to foster private sectur clevelclpnrent. Noting the
identificatior.r by a ntrn.rber of PRSPs of weak governauce
ancl corruption as significant constraints, they consiclered

the inrplenrentation of measures to ir-r-tprcve thc investtnent
clirrate as key to improving growth prospects. I)irectors
notecl that poverty-reclucing spending has increased in the
PIISP countries where data are available and wcre encour-
agecl by tl.re tentative signs of improved access of the poor to
sonre basic services.

FY2004 sarv ir nur.nber of related nleasures to support tl.re

PIISP process:

r 'l'he Funcl sought to coorclinate PI(GF arrangements with
country budgcts and PRSP cycles to ensure that macro-
ccononric policymaking moved in concert with national
and donor dccisions on poverty reduction initiatives.

r 'l'he Fund ar.rcl the llank collaborated r.nore closely on
country protlrarns and conditionality (see Section 3).

Howevcr, there is scope for improvement, ancl Funcl stafl'
rvill n.ronitor performance closely and deal with issues of
n.rutual concern through a reinvigorated Joint Implernen-
tation (lomnrittee.

r The Fund intensifiecl its eff<rrts to incorporate poverty
ancl social inrpact analysis into the design of PRGF-

supportecl prolirams. Plans called for a small group (four
staff menrbers) to be set r.rp shortly within a clivision of
the Fiscal Affairs Departrnent.

r 'l-he IMF pressed for fuller inclusion of trade policy con-
siderations in PIlSPs, inclucling through the Ir.rtegrated

Frarnework firr Trade-Related Technical Assistance, a

cooperative interagency eflort supported by bilateral
donors, as well as for regional crlnferences with develop-
rnent and trade officials.

The next Fund-llank PILSP progress report, which will be

conrpleted before the 2004 Annual Meetings, will be

informed by a frrrthcoming lndependent Evaluation Office
report on the PITSP approach arrd the PI{GF. The report will
propose ways to sharpcrr the focus of PRSPs so irs to providc
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a better link to the Millennium Development Goals and a

better operational basis for policy choice and donor
coordination.

Role of the lMF ln the Medlum Term

The Board met in August 2003 and again in March 2004 to
consider various aspects of the role of the IMF in low-
income countries.

The August discussion was broad. Directions considered
that the Fund could best support poor members and con-
tribute to the stepped-up international effort toward the
achievement of the Millennium Development Goals by
intensifring its policy advice, technical assistance, capacity

building, and, when warranted, temporary financial assis-

tance. They also reached the following conclusions:

r While Fund involvement in these countries will continue
over the long term, greater selectivity about the circum-
stances in which it provides financial support may be

required.

r The IMF's financial role is to focus on the provision of
temporary assistance in support of macroeconomic
reform efforts and the policy response necessary to help
countries adjust to the effects of exogenous shocks.

r The IMF's instruments need to be strengthened further
in three areas: ( I ) supporting post-conflict and other
countries with severe institutional weaknesses in their
efforts to get to a point where they can implement PRGF-

supported programs; (2) assisting countries with more
durable records of macroeconomic performance to move
from a program-based to a surveillance-based relationship;
and (3) providing policy advice and financial assistance to
help member countries deal with exogenous shocks.

Directors also acknowledged the need to consider more
carefully how the IMF's instruments might be better
tailored to the diverse needs of its low-income country
members.

In March 2004, the Board followed up by reviewing the
instruments and financing for low-income countries. After
affirming that the Fund had an important role in low-
income member countries in terms of surveillance, policy
advice, and technical assistance, Directors considered that
the Fund would continue, where necessary, to support low-
income countries financially, carefully calibrating its financ-
ing to the country's circumstances. Directors endorsed the
following proposals:

r For members with continuing needs for IMF financing,
to establish norms for access to PRGF resources for the
third and subsequent arrangements under the facility,
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and to strengthen Fund policy and guidelines for grant-
ing resources from both the PRGF and General Resources

Account;

r For countries with a limited need for IMF financing,
to establish a standard low-access level for PRGF

arrangements;

r For countries that do not need IMF financing, to
strengthen surveillance;

r For members with outstanding PRGF loans of 100 per-
cent of quota or more, to cover under Post-Program
Monitoring; and

r For countries emerging from conflicts, to modify the pol-
icy on emergency assistance to allow a longer time for
transition to regular IMF lending through programs of
longer duration and more tapered access.

Directors considered low-income countries to be par-
ticularly vulnerable to economic shocks outside their
control-such as natural disasters and commodity price
changes-that can harm growth, macroeconomic stability,
debt sustainability, and antipoverty efforts. To help coun-
tries prepare for such events and provide financial support
when appropriate, the Board endorsed the following
proposals:

r To establish explicit principles for augmenting PRGF

arrangements;

r To introduce a subsidy for emergency assistance for natu-
ral disasters; and

r To develop a vehicle that would provide lending on PRGF

terms but with the program design features and duration
of a Stand-By Arrangement. Such a vehicle could provide
rapid and concessional assistance in response to shocks in
circumstances where a comprehensive three-year PRGF

arrangement might not be appropriate.

The Board also discussed the potential size of the financial
resources required to support the Fund's continued involve-
ment in low-income countries and of various options for
financing (see Box 7.6).

HIPC lnltlatlve

The HIPC Initiative was launched in 1996 by the IMF and
World Bank with the aim of ensuring that no poor country
would face a debt burden it could not manage. The Initia-
tive entails coordinated action by the international financial
community, including multilateral organizations and gov-
ernments, to reduce to sustainable levels the external debt
burdens of the most heavily indebted poor countries (see

Box 4. I ). Following a comprehensive review in September
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1999, a number of enhancements were approved to provide
faster, deeper, and broader debt reliefand to strengthen the
links between debt reliel poverty reduction, and social poli-
cies. Countries' continued efforts toward macroeconomic
adjustment and structural and social policy reforms-
including increased spending on social sector programs
such as basic health care and education-are central to the
enhanced HIPC Initiative.

The HIPC Initiative has freed up resources. Before the Ini-
tiative, eligible countries were, on average, spending slightly
more on debt service than on health care and education
combined. This is no longer the case in the 27 countries
receiving HIPC relief. Under their recent IMF- and World
Bank-supported programs, these countries have markedly
increased their expenditures on health care, education, and
other social services, and such spending is now almost four
times the amount of debt-service payments, on average.

During FY2004, progress continued to be made in imple-
menting the enhanced HIPC Initiative (Table 4.1) and
reducing the debt burdens of poor countries:

r Five additional countries reached their' completion points
(Ethiopia, Guyana, Nicaragua, Niger, and Senegal) during
FY2004, taking the total to 13.

r As of end-April 2004, about $52 billion had been

committed in debt-service relief to the 27 countries that

To qualify for HIPC assistance, a country must

puEue strong economic policies supported

by the IMF and the World Bank. There are two

phases. ln phase l, leading up to the decision

point, it needs to establish a track record of
good performance (normally, over a three-year

period) and develop a Poverty Reduction

Strategy Paper or an lnterim-PRsP lts efforts

are complemented by concessional aid from

all relevant donors and institutions and tradi-

tional debt relief from bilateral creditors,

including the Paris Club.

ln this phase, the country's external debt situ-

ation is analyzed in detail. lf its external debt

in net-present-value (NPV) terms, after the full

use oftraditional debt relief, is above 150
percent of exports (o( for small open

economies, above 250 percent of government

revenue), it qualifies for HIPC relief. At the

declsion point, 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 sus-

tainable level. A country reaches its comple-

tion point-lhe second phase-once it has

met the objectives set up at the decision

point. lt then receives the balance of the debt

relief committed.This means all creditors are

expected to reduce their claims on the coun-

try, measured in NPV terms, to the agreed

sustainable level.

Once it qualifies for HIPC relief, the country

must continue its good track record with the

support of the international community, sat-

isfactori ly implementing key structural policy

reforms, maintaining macroeconomic stabil-

ity, and adopting and implementing a poverty

reduction strategy. Paris Club bilateral credi-

tors reschedule obligations 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

creditom may provide interim debt relief

between the decision and completion
points.

had reached their decision points. The debt stocks of
these countries are projected to decline by about two-
thirds as a result of debt relief under the HIPC
Initiative.

r Of the l4 countries that have reached their decision points

but not their completion points, the majority are on track
with their macroeconomic programs and have made
progress in the implementation of their full Poverty
Reduction Strategy Papers. Several are expected to reach

their completion points by the end of calendar year
2004.

r For the remaining 1 1 eligible HIPCs (9 of which are in
Africa), the sunset clause of the enhanced HIPC Initiative
is due to take effect at end-2004. Many of these countries
are affected by conflict and, in some instances, have

substantial arrears outstanding to various creditors. A few
of these countries are moving toward establishing a track
record of macroeconomic performance. Burundi started
a PRGF arrangement in )anuary 2004, and discussions for
establishing a track record toward a PRGF arrangement
by putting in place staff-monitored programs are under
way for Comoros and the Republic of Congo. The Execu-
tive Boards of the Fund and the World Bank will consider
later in 2004 options for addressing the sunset clause of
the enhanced HIPC Initiative.

t Topping up is provided under the Initiative to countries
that have experienced a fundamen-
tal change in their economic cir-
cumstances during the interim
period because of developments
beyond their control. By the end of
FY2004, the Boards of the World
Bank and the Fund had agreed to
provide topping up to Burkina
Faso, Niger, and Ethiopia.

Three countries-Liberia, Somalia,
and Sudan-have been in pro-
tracted arrears to the Fund, the
World Bank, and other creditors
for up to two decades. To date, no
provision has been made for the
HIPC grant resources that would
be needed for these countries once
they clear their arrears. Given the
magnitude of their debt problems,
achieving debt sustainability will
require substantial additional
resources from the international
community. The mobilization of
these resources could soon become
urgent.
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Table 4.1

complotlon polnts r€achod (13) Countrles ln tho lntorlm perlod (14) Countrlos stlll to be conrldsrsd (11)

Benin

Bolivia
Burkina Faso

Ethiopia

Guyana

Mali
Mauritania

Mozambique
Nicaragua

Niger

Senegal

Tanzania

Uganda

Cameroon

Chad

Congo, Dem. Rep. of
Gambia, The

Ghana

Guinea

Guinea-Bissau

Honduras
Madagascar
[,lalawi
Rwanda

SaoTom6 and Principe

Sierra Leone

Zambia

Cote d'lvoire
Burundi
Central African Republic
Comoros

Congo, Rep. of
Lao PD.R.

Liberia

l\4yanmar

Somalia
Sudan

Togo

Debt Sustalnability for Low-lncome Countrles Millennium Development Goals

Excessive debt in low-income countries poses serious

problems. A debt overhang may undermine urgently
needed progress on poliry reforms and discourage private
investment.

Donors and creditors can help low-income countries
achieve debt sustainabiliry but the primary responsibility
lies with the countries themselves. As they strive to reach

the MDGs, Iow-income countries will need to preserve debt

sustainability by limiting new borrowing to what they are

able to repay and adopting better policies and institutions
that help accelerate growth and gradually increase their
resilience to exogenous shocks.

IMF staff, in collaboration with World Bank staff, have

developed a debt sustainability framework for low-income
countries. The aim of the proposed framework is to guide

the borrowing decisions of these countries in a way that
matches their need for funds with their current and

prospective ability to service debt. At the same time, the

framework provides guidance for the lending and grant-
allocation decisions of official creditors and donors. Specifi-

callS it combines ( I ) a template for analyzing the actual and

projected debt-burden indicators in a baseline scenario and

in the face of plausible shocks; and (2) indicative country-
specific external debt-burden thresholds related to the qual-
ity of the country's policies and institutions.

Following the Executive Board's initial discussion of this
framework in February 2004, staff members are under-
taking further work on the framework, especially on the

indicative thresholds and on the operational implications
for the Fund and for other international financial insti-
tutions and donors. They will submit a report to the

Board for consideration before the 2004 Annual Meetings.

In the interim, the IMF is beginning to apply the debt-
dynamics template in the Article IV context, in close

consultation with World Bank staff. In many countries,
debt-sustainability analysis is likely to show that additional
borrowing, even on concessional terms, would be incom-
patible with debt sustainability, pointing to the need to
ensure that an adequate share of donor support is provided
in the form of grants.

The eight Millennium Development Goals seek, by 2015, to
(1) halve extreme poverty and hunger relative to 1990,

(2) achieve universal primary education, (3) promote gen-

der equality, (4) reduce child mortaliry (5) improve mater-
nal health, (6) combat HIV/AIDs, malaria, and other
diseases, (7) ensure environmental sustainability, and
(8) establish a global partnership for development. The

Fund has a key role in helping its member countries make

progress toward achieving the MDGs through a variety of
channels.

The Fund encourages low-income countries to use their
Poverty Reduction Strategy Papers to set out realistic plans

to achieve the MDGs by strengthening domestic policies

and securing additional external financing. Since not all
low-income countries have the absorptive capacity to use

external assistance on a large scale, Fund staff regularly
examine and discuss with country authorities the potential
macroeconomic implications of fluctuations in aid flows
and ofa possible substantial increase in aid to finance the

additional spending needed to achieve the MDGs. In this
work, the Fund pays close attention to the implications of
increasing aid flows for fiscal poliry and debt sustainability.

Debt reliei especially through the enhanced HIPC Initia-
tive, is essential to enable low-income countries to free up
resources for the social and infrastructure spending that
they will need to achieve the MDGs.

Sound domestic policies in low-income countries need to
be matched by more support from the international com-
munity if the MDGs are to be met. More financial support
is crucial and must be on the right terms if future debt
distress is to be avoided. In addition, support includes

strengthening international trade by improving market
access for developing countries'exports and reducing trade-
distorting subsidies in advanced economies (see below).
Through its multilateral surveillance role, the Fund can act

as an advocate for increased foreign aid and increased trade
opportunities for low-income countries.

To enhance aid predictability and effectiveness, the Fund
is working on donor harmonization and alignment with
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A key element ofTajikistan's Poverty Reduction Strategy

Paper (PRSP), which was submitted to the IMF and the World

Bank in 2002, was a commitment to undertake reforms that

could accelerate growth. These reforms involve addressing

constraints to growth in several sectors-namely, agriculture,

banking, energy, and infrastructure-and increasing budget

expenditures (as a share of GDP) on social services. For

example, the Budget Law for 2004 increases spending in

these areas by more than 1 percent of GDPThe authorities

have finalized a comprehensive strategy for the education

sector that includes reforming the curriculum and raising

teacher salaries based on merit. And the authorities are

reforming the gas (heating) sector in an effort to reduce the

quasiJiscal deficit. While this has meant increasing gas tar
iffs to cost-recovery levels, the government has sought to
protect low-income households through a targeted compen-

sation mechanism. As a result of these efforts and the coun-

try's advances under a program supported by the Fund's

Poverty Reduction and GroMh Facility (PRGF), in April 2004
the Tajik authorities were able to report progress in reducing

poverty.

Tajikistan has also strengthened several institutions with

ongoing Fund technical assistance in banking, debt manage-

ment, and tax administration. Technical assistance in the

banking sector has led to the restructuring of the central

bank as part of an effort to improve the implementation of

monetary policy. And, under the country's Fund-supported

program, the authorities plan to stren$hen the supervision

of the banking sector and enhance the banking environment

to improve the sector's intermediation function, especially for

financing investment.

Iajlklstan-lMF actlvltles ln FY2004

)anuary 2004 Completion of second review ofTajikistan's

pefformance under the country's PRGF-

supported program

April 2004 Submission to Fund's Executive Board ofTajik-

istan's first Poverty Reduction Strategy Paper

progress report; assessment of Tajikistan's sta-

tistical standards by Report on 0bservance of

Standards and Codes (RoSC) mission

the Development Assistance Committee of the Organi-
zation for Economic Cooperation and Developrnent
(OECI)) and tl.re multilateral development banks. It is
also helping donors and natior.ral authorities in the field
develop more coordir.rated and strcamlinecl franreworks
for disbursing aid.

loint effurts with the World llank to strengthen the capacity
of public expenditure management systems to track
poverty-reducing public spending could contribute to such
streamlining by simplifying reporting to donors.

'I'he first Global Monitoring lleport, prepared by the World
Ilank in 2004 with input fror.r.t Fund stafi addresses
policies and actions in devekr;red and developing countries
r.reedecl to achieve the MDCs and the related contribution
of major agencies. 'f l.re report makes clear tl.rat, althougl.r
progress has been rnade, achievenlent of the developrnent
goals will require all parties to scale up their actions in
line with the principles and pirrtnership established at
Monterrey.
-l'he 

Fund staff is cooperating with the Wrrrld Bank in the
preparirtion of a report, "Mobilizing Financing for Develop-
ment," scheduled to be completed by the time of the 2004
Annual Meetings. This rep<lrt will consider proposals for
international financing facilities and other modalities to
increase current official development aid. (For an example
of other joint efforts, see Box 4.2.)

Doha Round and OtherTrade-Related lssues

A successful conclusiorr of the Doha Development Ilound
of multilateral trade talks is essential for the worlcl econonty
and will benefit all countries. As noted above, it will also
contribute significantly to efforts by the internati<tnal c<ln.r-

munity to meet the Millennium Developrnent Goals.
Indeed, l)irectors have noted that the MDGs will be hard to
achieve should the Doha Round fail.

During FY2004, the IMF continr.red to press for the success-

ful conclusion of the l)oha l)evelopn.rent li.ound (begun in
2001), and, together with the World Ilank, urged partici-
pants from both developed and developing nations to make
this a priority. In response to the setback in talks in Cancfn,
Mexico, in Septernber 2003, the IMF Managing [)irector
and the Presiclent of the World Bank sent a letter in Novenr-
lrer to heads of state and government, as well as trade and
flnance ministers, stressing the importance of pressing for-
ward rvith the l)oha l{ound. The letter emphasized the need
for the meaningful liberalization of agricultural trade, for
all countries to take on substantive obligations to liberalize
trade, and for flexibility in areas that ntay result in heavy
rcg,ulat()ry burdens ()n Poor countrics.
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These messages were echoed in the April 2004 Commu-
niqu6 of the International Monetary and Financial Com-
mittee (IMFC), which called for all countries to achieve

early progress with the Doha Round by focusing their
efforts on open markets and fair access and the reduction
of trade-distorting subsidies, especially in agriculture. The

IMFC members noted that a successful completion of the

round is a shared responsibility, important for all countries,
particularly developing countries.

The IMF itself has been doing its part to support an open

international trading system. In April 2004, the Board

approved a new financing policy, the Trade Integration
Mechanism (TIM; see Section 3), aimed at mitigating con-

cerns that countries might find it hard to cope with tempo-
rary balance of payments shortfalls resulting from the

implementation of World Trade Organization agreements

or nondiscriminatory trade liberalization by other coun-
tries. Under the new policy, the Fund has committed itself
to providing access to its resources, within its existing facili-
ties, to help countries meet balance of payments needs

The FightAgainst Poverty in Low-lncome Countries

resulting from specified trade measures taken by other
countries and to augment such access if the effect is larger
than anticipated.

Apart from the TIM, the Fund has helped to ensure mem-
ber countries can take full advantage ofthe opportunities of
multilateral trade liberalization by

r providing technical assistance in such areas as customs
reform, tax and tariff reform, and data improvements;

r participating in the Integrated Framework for Tiade-
Related Technical Assistance to help incorporate trade
reforms in national poverty reduction strategies;

r identifring potential risks and helping authorities to
understand the benefits of international integration; and

r using its research capacity to assess the impact of trade
reforms on member countries (for example, model simu-
lations to measure the implications of reduced agricul-
tural subsidies, preference erosion, and the phase-out of
textile quotas).

Box 4.2

More than 150 government and civil society

representatives, parliamentarians, and aca-

demics gathered at the second East Asia and

Pacific Regional Conference in Phnom Penh

on october 16-18 t0 share their experiences

with designing and implementing poverty

reduction strategies. Delegates also offered

practical advice on broadening participation,

decentralizing,'localizing" efforts to achieve

Millennium Development Goals (MDGs), and

addressing gender issues.

TIe conference-sponsored by the Asian

Development Bank, the IME the United

Nations Development Progriam, and the World

Bank-focused on developments in Cambodia,

lndonesia, Lao Peoplel Democratic Republic,

Mongolia, TimorLeste, and Vietnam.

Delegates emphasized the need to coordinate

and integnte poverty reduction strategies

with core national planning and budgetingto

enable effective implementation as well as

strengthen links between poverty reduction

strategies and the MDGs. They agreed that

rural development, agricultural productivity,

and trade opportunities played a critical role

in efforts to boost growth and reduce poverty.

0n the theme of broadening participation, the

delegates called for expanding the role of leg-

islato6, as representatives ofthe people, in

the poverty reduction process.

A number of speakeE at the conference recog-

nized the challenges posed by decentralization.

Dr. Bambang Bintoro struck a more optimistic,

though still cautious, note when he said that

the'big bang'approach to decentralization in

lndonesia has led to'a new intergovernmental

fiscal framework...a new accountability sys-

tem at the local level, and it has promoted a

vibrant civil society at the local level that can

critically monitor local politics."

The conference participants recognized the

critical importance of the MDGs in providing

benchmarks to measure progress in reducing

poverty and promoting human development

and in mobilizing political commitment.

Delegations from Cambodia and Vietnam

described how their countries were'localizing

the MDGs"-tailoring them to their specific cir
cumstances. Mr. Nguyen Van Phuc ofVietnam

indicated that his country had created differ-

ent time frames for different goals. Vietnam

had made substantial progress, for example,

in boosting incomes, he said, but in other

areas where more progress is needed, the

country had added new goals, such as gover-

nance measurements.

As the conference drew to a close, partici-

pants pointed to the progress that had been

made since the country teams met two years

earlier at the first East Asia and Pacific

Regional Conference in Hanoi when the coun-

tries were just embailing on their poverty

reduction strategies. They also acknowledged

that more needed to be done to coordinate

and simplily external assistance and ease the

reporting burden on limited local capacity.
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Technical Assistance
and Trainirg

[\esigning and implementing economic poliry
L/require know-how and effective government
institutions. Many developing countries need help to
build up expertise in economic management and
advice about what policies, reforms, and institutional
arrangements are appropriate and have worked well
elsewhere. The IMF provides such technical advice
and training to officials in member countries. Poor
countries receive this assistance free of charge.

Through staff missions sent from headquarters, the
provision of specialists on a short-term basis, resident
advisors, and training on the job or at the Fund's
headquarters or its regional training institutes, the
IMF offers assistance in the core areas of its expertise.
These include macroeconomic policy formulation
and managemenL monetary policy; central banking;
financial systems; foreign exchange markets and pol-
icy; public finances and fiscal management; and
macroeconomic, external, fiscal, and financial
statistics.

Since the early 1990s, as the IMF's membership has

expanded and a growing number of countries have

made the transition to a market-oriented economy,
the Fund's technical assistance has increased rapidly.
More recentlS the IMF's efforts to strengthen the
global financial architecture so as to reduce the risk
of crises and improve the management and resolution
of those that do occur have generated new demands
for technical assistance from countries seeking to
adopt international standards and codes for financial,
fiscal, and statistical management. The Fund's work
on offshore financial centers, and the fight against

money laundering and the financing of terrorism,
have also been associated with new requests for tech-
nical assistance. In addition, the IMF has mounted
significant efforts in recent years, in coordination with
other bilateral and multilateral technical assistance

providers, to give prompt policy advice and opera-

tional assistance to countries emerging from conflict.
At the same time, there is a continuing demand from
Heavily Indebted Poor Countries (HIPCs) for help
with debt sustainability analyses and management of
debt-reduction programs, and from low-income coun-
tries for help with the design and implementation of
programs to enhance growth and reduce poverty.

The IMF is keen to make its technical assistance as

effective as possible, particularly by integrating it
more closely with its surveillance activities and its
financial support for policy programs. To this end, it
is reinforcing coordination and collaboration with
other technical assistance providers, especially the
World Bank (see Appendix IV); improving the way
technical assistance is delivered, in particular by
establishing regional technical assistance centers (Box

5.1); strengthening the monitoring and evaluation of

As part of the IMF's Africa Capacity-Building lnitiative-which aims

to increase the volume, range, and coordination of technical assis-

tance fmm \arious multilateral and bilateral providers-the IMF

opened two Africa Re$onal Technical Assistance Centers

(AFRIACs) in 2002-03. AFR]IAC East, based in Dar es Salaam,

Tanzania, serves Eriuea, Ethiopia, Kenya, Rwanda,Tanzania, and

Uganda. AFXIIAC West, based in Eamako, Mali, serves Benin,

Burkina Faso, C6te d'lvoire, Guinea, Guinea-Bissau, Mali, Maudta-

nia, Niger, Senegal, andTogo.

IIe AFRIIACS aim to strengthen the capacity of African countries

to design and implementtheir poverty reduction strateges, in

particular by improving the coordination of technical assistance

in the Poverty Reduction Strategy Paper (PRSP) process.

Ihe IMF has made use of this regional approach in delivering

technical assistance to its member countries since 1993, when

it opened the Pacific FinancialTechnical Assistance Center

Box 5.1
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its technical assistance program; and disseminating infor-
mation on the program more widely.

In light of the growing demand and competing needs for
technical assistance, the IMF must prioritize its technical
assistance resources effectively. The Fund introduced a set of
prioritization filters and guidelines in 2001 to enable its

functional departments to align resources with recipient-
country needs more systematically, consistent with the

IMF's core areas of competence, main program areas, and

key policy initiatives. (See Box 5.2.)

External Flnanclng

The IMF finances its technical assistance mainly from its
own resources, but external financing provides an impor-
tant complement. External financing is provided in the

form of grant contributions, mainly under the IMF's
Framework Administered Account for Technical Assistance

Activities but also through cost-sharing arrangements

under United Nations Development Program (UNDP)
projects and, in a small number of cases, direct reim-
bursement arrangements. There were l5 subaccounts

(PFIAC) in Fiji. All of these regional centers are guided by steering com-

mittees with representatives from participating countries and supporting

donor agencies, as well as observers from regional institutions involved in

capaciu building. Each country appoints a representative and an alter
nate to the committee.Tle committees hold semiannual meetings. Cen-

ter coordinatoG, who are IMF staff members, have responsibility for the

day-to-day management of the centers and their work progmms.

At each center, a small number of resident advisors deliver technical assis-

tance and training throughout the subregion; they are typically supported

by short-term specialists.lhe benefits ofthis regional approach include

flexibility to respond mpidly as needs emerge; the ability to make frequent

follow-up visits, which keep up the momentum of reforms and solidify

rclationships; and continued access to high-quality technical expertise

that might otherwise be difficult for resource-constrained countries to

obtain. ln additjon, the format and role of the regional centers enable

them to help shape and advance re$onal policy initiatives and strengthen

cooperation.

The IMF's Executive Board in FY2001 put in place a formal frame-

work to allocate resources for technical assistance more effectively

and better align technical assistance with policy priorlties. Underthls

framework, IMF technical assistance is divided into five'main pro-

gram areas': crisis prevention, poverty reduction, crisis resolution

a nd management, post-confl icv post-isolation cases, and rcCional /
multilateral arrangements. These progmm areas are complemented

by three categories of 'filtercl as followsl

. Target filters: the technical assistance must fall within the lMPs

core areas of specialization, support a limited number of key

progam areas, or buttress policy priorities.

r Effectiveness flters; the technical assistance must be deemed

to have a substantial impact and be effectively supported and

implemented by the recipient country. lt also should be sustain-

able in terms of financing and lasting in its effect

t hrtnership fltersitechnical assistance requests have preference

when delivered regionally, benefit several recipients, draw on mul-

tiple financial sources, or complement third-party assistance.

under the umbrella Framework Administered Account
in FY2004, including three multidonor subaccounts to
support the Pacific Financial Technical Assistance Center
(PFTAC), the Africa Regional Technical Assistance

Centers (AFRITACs), and technical assistance to Iraq
(see the "Other Administered Accounts" section of the

Financial Statements for additional information). Box 5.3

describes the new subaccounts set up in the past financial
year.

In FY2004, external financing accounted for 29 percent of
total assistance delivered by the IMF. )apan remained the

largest single donor, providing some 60 percent of all exter-

nal finance for technical assistance. Other bilateral donors
were Australia, Austria, Brazil, Canada, China, Denmark,
Finland, France, Germany, India, Ireland, Italy, Luxem-
bourg, the Netherlands, New Zealand, Norway, Portugal,

Russia, Singapore, Sweden, Switzerland, the United King-
dom, 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 UNDR and the World Bank.

Box 5.2
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Box 5.3
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The China Technical Assistance Subaccount was established in May

2003 as a special arrangement to co-finance the East AFRIIAC. A

contribution of $200,000 was received.

Ihe Technical Assistance Subaccount for lraq was established in July

2003 to enhance lraq's capacity to formulate and implement poli-

cies in the macroeconomic, fiscal, monetary, financial, and related

statistical fields, including training progams and activities that
strengthen the legal and administrative framework in these core

areas.The United Kingdom, Canada,Australia, ltaly, and lndia have

pledged a total contribution of $7.6 milllon. (For more about Fund

relations with lraq, see Section 1.)

The Canada Technical Assistance Subaccount was established in

January 2004 to promote voluntary compliance among taxpayeE,

increase the efficiency of tax administration, and restore taxpayers'

confidence in the fairness and integity of tax administration in

lndonesia.lhe Canadian lnternational DevelopmentAgency (CIDA)

has pledged a contribution of $2.3 million toward the lndonesia Tax

Administmtion Reform prcject.

IMF technical assistance is coordinated and supervised by
the Office of Technical Assistance Management in the Office
of the Managing Director. A more complete description of
the goals, scope, and operational methods of the IMF's
technical assistance is available in a number of documents,
including the Policy Statement on IMF Technical Assistance,
available on the IMF's website.

Technlcal Asslstance Dellvery ln FY2004

One way the IMF measures its technical assistance is by
tracking the time spent helping countries. In FY2004 the
IMF provided the equivalent of 367 person-years of techni-
cal assistance. This was 3 percent higher than in FY2003 and
over 100 person-years higher than a decade earlier (263
person-years in FYl994).

Reflecting new needs within program areas, technical assis-

tance in FY2004 increased for policy reform and capacity
building. Assistance for countries trying to meet interna-
tional standards and codes and to promote financial sector
improvements also rose. Technical assistance for the Heavily
Indebted Poor Countries (HIPC) Initiative declined, reflect-
ing the maturing of the program (see Table 5.1).

Of all the regions, sub-Saharan Africa continued to receive
the largest, and an increasing, share of IMF technical assis-

tance. Technical assistance also increased, and has remained
high, in the Asia-Pacific region, in part because of the assis-

tance provided to post-conflict countries such as Cambodia
and Timor-Leste, and support for reforms in China,
Indonesia, and Mongolia. Some of the technical assistance

l(ey pollcy lnltlathes and concorns
Assistance on standards and codes,

excluding FSAP

FSAP-related

HIPC-associated

offshore flnancial centers and AMVCFI
Policy reform/capacity building
0ther

Total 188.2

Source: IME office ofTechnical Assistance Management.

Note: FSAP - Financial SectorAssessment Program, HIPC - Heavily lndebted Poor Countries
lnitiative, AMVCFI - Anti-Money-Laundering and Combating the Financing ofTerrorism.
lExcludes headquarters-based activities related to technical assistance. An effective person-

year of technical assistance is 260 days.

provided to central and eastern Europe supported those
countries'preparations for EU membership on May 1,2004.
Technical assistance to other geographical regions, as well as

for interregional projects, remained broadly the same as

over the past three years (see Table 5.2 and Figure 5.1).

The IMF's Monetary and Financial Systems Department
remained the Fund's largest technical assistance provider,
delivering I 22 person-years of assistance, reflecting the
IMF's financial sector initiatives. The Fiscal Affairs Depart-
ment, the IMF's second-largest technical assistance
provider, increased its delivery to some 96 person-years.
The Statistics and Legal Departments both stepped up

(As a percent of total rcgional delivery, in effective peBon-years)

Il,estem Hemisphere

Asia and Pacific

24%

Middle East and

Cent alAsia

Europe

(Field delivery in person-years)l

FY2002 FY2003 FY2004

Maln program ar€as
Crisis prevention

Poverty reduction
Crisis resolution and management
Post-conf I icV isolation
Regional

Total

32.0
69.3
28.9
23.2
34.9

188.2

34.9
60.8
26.3
30.4
41.2

193.6

34.8
57.0
25.2
27.2
57.0

201.1

13.6
3.4

27.4
5.1

144.7

27.7
9.9

11.5
8.6

t47.4
1.9

201.1

18.1
6.0

16.8
10.4

7423

193.6

Table 5.1

Figure 5.1
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Table 5.2

E

( I n effe ctiv e pe rso n -y ears)l

Fy2000 Fy2001 Fr2002 FY2003 FY2004

Technical Assistance and Training

technical assistance. The increase by
the Legal Department was mainly a

result of its involvement in activities
to combat money laundering and
the financing ofterrorism (see Fig-
ure 5.2 and Table 5.3).

Evaluatlon of Technlcal
Assistance

In April2003, the IMF launched a

formal evaluation program to gauge

the effectiveness and impact of its
technical assistance. The first three
evaluations were provided to the
Fund's Executive Board in March
2004.

The objectives of the evaluation pro-
gram include (l) improving the
accountability and transparenry of
Fund technical assistance; (2) increas-
ing the frequenry and coverage of
technical assistance evaluations;
(3) generating and disseminating
lessons learned to make Fund techni-
cal assistance more effective; and
(4) integrating technical assistance

with the Fund's surveillance and pro-
gram work. Evaluation findings are

expected to inform responses to
future technical assistance require-
ments and to make collaboration
with other technical assistance

providers and initiatives more effec-

tive. As the number of evaluations
grows, generating lessons of wider

IMF tochnlcal asslstanco budget

Staff
Headquarters-based consultants
Field experts

282.2
t7 4.7

20.1
68.0

262.t
186.1
20.6
55.4

251.7
158.5

76.4
76.9

265.5
777.8
22.7
71.0

268.8
772.2
23.2
73.4

Extornal technlcal asslstanco rosources
United Natjons Development Progmm

Japan

other cofinanciers

Total t6chnlcal asslstanco rcsourros

85.5
8.7

68.0
8.8

337.2

77.7
8.4

59.5
9.8

343.3

105.3
8.1

61.6
35.6

77.8
9.6

56.2
72.0

93.5
9.6

61.9
22.0

346.6 355.7 367.4

Tochnlcal asslstance re$onal dellverya
Africa

Asia and Pacific

Europe I

Europe ll

Europe

Middle East

Middle East and Central Asia

Western Hemisphere
Regional and interregional

Tochnlcal asslstance nonre$onal dellvery3

Total technlcal asslstanco delhory

275.8
68.2
57.0
30.2
40.8

2E6.5
72.7
67.5
27.7
25.7

282.2
69.8
44.4
24.7
40.4

27.5

28.2
47.9

55.1

337.2

27.8

23.7
28.0

67.5

343.3

280.0
71.9
63.1
30.3
32.6

22.4

28;
37.7

66.8

346.6

26.5

32.6
35.1

69.2

355.7

29L.1.
83.8
69.0

suu

40.t
26.6
36.0

76.4

367.4

Tochnlcal asslstance dolh6ry by Fund department
Monetary and Financial Systems Department
Fiscal Affairs Department

Statistics Department
IMF lnstitute4
Legal Department
other departmentss

Total technlcal asslstrncs dsllvory

112.2
10t.4

49.1
54.6
8.6

11.3

337.2

707.2
111.9

48.2
54.4
75.4
72.2

343.3

11s.5
97.5
49.2
56.0
15.5
72.9

720.0
94.3
55.7
s5.4
19.6
10.7

722.0
95.6
59.0
53.6
23.9
13.3

346.6 3s5.7 367.4

Source: IME office ofTechnical Assistance Management.
1An effective person-year o, technical assistance is 260 days. New derinition used since 2001; data adjusted retroactively.
zln FY2004 the former European ll Department was dissolved, and its countries were absorbed by the new European Department

and the Middle East and central Asia Department.
3lndirect technical assistance, including technical assistance policy, management, evaluation, and other related activities.
4Ihe decline in technical assistance delivered by the IMF lnstitute in FY2003-04, as measured in this table, reflects changes in

financial arrangements related to the administration of IMF regional training institutes and not a decline in the delivery of train-

ing. As indicated in Table 5.5, training delivered by the ll\4F lnstitute rose over this period.
5lncludes the Fund's Policy Development and Review Department, theTechnology and General Services Department, and the

office of Technical Assistance Management.

(As a percent of tota, resources, in effective person-years)

Fiscal affairs

26%

Monetary and

financial systems

33%

relevance, the findings will also inform the Executive Board's
periodic reviews of the Fund's technical assistance policy
and practices.

The intention is to provide the Executive Board with three
or four evaluations a year, internal as well as external, cover-
ing a mix of topics.

In selecting the initial set oftopics, four areas ofparticular
poliry relevance were given prominence: (1) the link
between technical assistance and the Fund's surveillance

and policy work; (2) technical assistance delivered by
regional centers such as the East and West AFRITACs;
(3) the role ofFund technical assistance in the heavily
indebted poor countries (HIPCs) and in low-income coun-
tries eligible for support from the Fund's Poverty Reduc-

tion and Growth Facility; and (a) technical assistance

Statistics

IMF lnstitute

15%

Figure 5.2
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Table 5.3

lMFAnnual Report 2004

Long-Term Asslgnmsnb2 Short-Torm Mlsslons

ations are planned for FY2005-07
(see Table 5.4).

The IMF's Independent Evaluation
Office (IEO) is also conducting an

assessment of the Fund's technical
assistance activities during 2000-03.
The IEO's report is expected to be

completed during FY2005.

Board Revlew of Technlcal
Asslstance

Toplcs
Asslgnmonts

(Nunbe0
Dollvery

(fut',,n-yearc)

AYerago

duratlon
(Days)

Asslgnments
(Nunbet)

Dellvety
(Pers,,n-yeai,s)

AYorags

duratlon
(Days)

Fiscal

l\ilonetary, exchange, and
financial systems

Macroeconomic and

financial statistics
Legal

0ther

259

435

209
158

19

1,080

163
145
203

167

26

38

72
2
4

81

83

55

26
4
7

Lt5

774

246

27

34

16
8
J

88

19

77

22
16
19

18

Two of the first three evaluations, initiated in FY2003 and
completed in FY2004, were assessments of technical assis-

tance delivered by the Fund's Fiscal Affairs Department in
the area of public expenditure management in selected

countries in sub-Saharan Africa. They were carried out by
IMF staff and external consultants. The third, a mid-term
review of the Caribbean Regional Technical Assistance
Center (CARTAC), was carried out by an external team.
(The report on the evaluations is available at www.imf.org/
external/ np /ta/ 2004/ eng/O 30 1 04.htm.) Ten additional evalu-

Subloct of EYaluatlon Roport Flnanclal Year Due

Pacific Financial Technical Assistance Center (PffAC)1

TA related to strengthening the commercial court and
implementing the bankruptcy law in lndonesia

Africa Regional Technical Assistance Centers (AFRITACS)1

Total

lTechnical assistance delivered out of headquarters, training activities, and missions related to the management of the technical

assistance program, such as resource mobilization, monitoring, and evaluation, are not included.
2long-term assignments have a minimum duration of six months. Because extensions, which can be shorte( are counted as sep-

arate assignments, the average duration can be shorter than six months,

activities designed to respond to new initiatives and calls
for international assistance.

In March 2004,the IMF Executive

Board reviewed the Fund's technical
assistance since the previous review,
conducted in fuly 2002. The Board

examined, in particular, the Fund's experience in low-
income countries, as well as with using a regional approach
to technical assistance and training. In addition, the Board
considered the growing importance of external financing of
technical assistance, the ongoing efforts to strengthen tech-
nical assistance information and resource management,
proposals to broaden external dissemination of technical
assistance reports, and technical assistance project monitor-
ing and related resource use.

Directors generally considered that technical assistance had
made considerable strides toward acquiring a strategic focus
and enhancing its impact and effectiveness in the past two
years. However, given the critical role of technical assistance

across a range of policy areas-and the continued strong
demand for it by IMF members-Directors emphasized
that the main challenges continued to be to ensure that
technical assistance was well focused and effective and that
appropriate priorities were being set. A number of Directors
were of the view that, given the significant excess demand
for IMF technical assistance, consideration should also be
given to allocating more resources for it. Directors under-
scored the essential contribution of IMF technical assistance
for low-income countries and countries emerging from
conflict situations, particularly in laying the institutional
foundations for sustained poverty reduction.

Directors were encouraged by the Fund's progress in imple-
menting the prioritization process, which was introduced in
2001. They looked forward to continuing strong efforts at

further improving the prioritization and effectiveness of
technical assistance, sharpening the focus on results, and
systematically incorporating the lessons of technical assis-

tance evaluations. They endorsed the steps being proposed
to work toward these objectives.

To stay well focused, the technical assistance program would
need to remain flexible, as this would help ensure that the

2005

TA on tax policy in countries facing a loss of revenue as a
result of trade and tariff reform

TA in anti-money-laundering and combating the financing
of terrorism

2006

TA to the Democratic Republic of the Congo

TA to post-conflict countries

Revenue administration-TA to Middle Eastern countries

Revenue administration-TA to Southeast Asia

General Data Dissemination System (GDDS)-Regional TA projects

2007

lThe reviews and evaluations of the regional TA centers are being carried out as part of a two-

tier monitoring and evaluation process employed by the centers in which the regular reviews

of the centers' performance are the responsibility of the centers' governing committees, while

the less frequent but in-depth reviews and evaluations are usually undertaken by external

consultants or parties on behalf of the steering committees,

Table 5.4
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balance among programs and initiatives was in line with the

evolving needs of the membership. While technical assis-

tance requirements needed to be met in a strategic way, the
IMF must continue to have the technical assistance instru-
ments to respond to changing needs in a flexible and timely
manner. Close coordination of IMF functional depart-
ments, which organize and provide the technical assistance,

and IMF area departments would continue to be important
in this regard.

Careful planning and monitoring, coordination with other
providers in both the design and the implementation of
technical assistance strategies, efficient leveraging of exter-

nal financing, and broader dissemination of lessons learned,

Directors stressed, would all be critical steps in the broad-
based effort to enhance the effectiveness of technical assis-

tance. Directors highlighted the importance of actively

involving national authorities in the design of technical

assistance projects to foster strong country ownership and

commitment and help ensure the sustainability of technical

assistance results. In this context, Directors expressed sup-

port for the proposal to set milestones for the continuation
of technical assistance, in particular in the context of
longer-term programs. They also suggested that further
consideration be given to the development of exit strategies

as a way of enhancing effectiveness and ownership of reform
efforts.

Directors supported the actions under way to improve the

management, monitoring, and results-based evaluation of
technical assistance. They looked forward to a standardized

evaluation methodology and the possible establishment of
an independent technical assistance evaluation function
within the IMF. Directors also endorsed the swift establish-

ment of an IMF-wide computerized technical-assistance
information-management system, which will provide the

basis for more efflective monitoring.

The major share of IMF technical assistance to low-income
countries was provided in the context of IMF financial
arrangements, Directors noted. To help ensure effectiveness

and lasting results in these circumstances, Directors under-
scored that technical assistance strategies for these countries
needed to be firmly aligned with country-owned poverty
reduction strategies, taking into account absorptive and

administrative capacity constraints, and the role of other
technical assistance providers. It is also important that
technical assistance strategies in low-income countries go

beyond the objective ofproducing short-term results and

remain firmly directed at supporting institution building
over the longer term, while remaining flexible enough to

respond swiftly to evolving needs. To ensure close coordi-
nation of IMF technical assistance with that of other tech-

nical assistance providers, Board members encouraged the

staffto identifr potential technical assistance partners

Boosting Tax Revenues Through Capacity Building

lndonesia has made significant progress over the past two

years in strengthening its tax and customs administrations

with assistance from the IME lnitiatives to register more cor
porate and individual taxpayers, rationalize audit programs,

and speed up the collection oftax arrears generated tax rev-

enues amounting to 0.3 percent of GDP in 2002 and 0.5

percent of GDP in 2003. Other achievements included setting

up a modern tax office dedicated to large taxpayers and a

computerized system for filing tax returns and recording tax

payments. ln the area of customs administration, a compre-

hensive modernization strategy is being carried out, including

streamlining customs clearance procedures, curbing smug-

gling, controlling undervaluation of imports, and improving

the customs department's governance.

Reform of lndonesia's revenue administration has benefited

from close cooperation between the IMF and donor agencies

from Australia, Canada, and the United States. ln view of

the broad division of responsibilities among the agencies,

the lMFs Fiscal Affairs Department (FAD) formulated the

reform strategy-which was closely linked to lndonesia's IMF-

supported program-and identified the technical assistance

requirements, while the bilateral agencies financed and

recruited technical experts. FAD developed terms of refer

ence for the various technical assistance assignments,

monitored the implementation of the reforms and the

progress of the experts, and kept donor agencies informed

of developments.

The IMF is also coordinating technical assistance from

donors in the area of legal reform.The program, which is

financed by the Netherlands, is supporting the efforts of the

lndonesian authorities to establish an effective bankruptcy

regime and a competent and objective judiciary to carry it

out. While significant progress has been made, considerable

work remains.
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proactively and to promote clear understandings between
technical assistance providers and the authorities of client
countries on the broad road map for assistance and division
of labor. They noted the useful role that IMF resident repre-
sentatives can play in this area.

The growing evidence that regional arrangements for deliv-
ery of technical assistance and training appeared to be effec-
tive while fostering ownership and enhancing coordination
with other technical assistance providers was welcomed by
Directors. In view of the significant resource requirements
of the IMF and external donors, they stressed the need for
continuous, close monitoring and regular evaluation of the
operations of the regional technical assistance centers, and
looked forward to the forthcoming mid-term evaluation of
the Africa Regional Technical Assistance Centers. Most
Directors welcomed the expansion of the IMF Institute's
regional programs, which they saw as cost effective and well
adapted to the needs ofthe regions they serve.

Board members commended the generous external funding
provided by donors to complement the IMF's own technical
assistance resources. They saw several challenges going
forward. These included securing an adequate volume of
external resources over the long term; ensuring that staff
resources, instruments, and adequate systems are available to

FY2000 FY2001 t12002 Fy2003 Ft2004

manage external financing according to international best
practice; and prioritizing externally financed technical assis-

tance as rigorously as IMF-financed technical assistance.

To foster the wider sharing of lessons learned from techni-
cal assistance experience, Directors encouraged member
countries to consent to the voluntary publication oftechni-
cal assistance reports on the IMF's external website, with
due consideration to ensuring the confidentiality of sensi-
tive information.

In concluding their review, Directors stressed that efforts to
strengthen technical assistance provision were an ongoing
process that needed to be continually refined in light of
progress with monitoring and evaluation of technical assis-

tance. They looked forward to the forthcoming evaluation
of IMF technical assistance by the IEO, which they hoped
would provide additional guidance on enhancing technical
assistance performance.

IMF lnstitute

The IMF Institute trains officials from member countries
through courses and seminars focused on four core areas-
macroeconomic policy management, and financial sector,

lloadquarters trainlng
Courses and seminars
Participants
Participant-weeks

Total courses and semlnars
Total partlclpants
Total partlclpant-weeks

110
3,544
8,364

L20
3,846
8,512

fiscal, and external sector policies.
Training is delivered by Institute staff
and by staff from other IMF depart-
ments, occasionally assisted by out-
side academics and experts, at IMF
headquarters in Washington, D.C.,
and at various overseas locations.
Some preference in acceptance of
applications for training is given to
officials from developing and transi-
tion countries.

In FY2004, the IMF Institute, with
the assistance of other IMF depart-
ments, offered 120 courses, attended
by 3,846 participants (see Table 5.5).
About two-thirds of this training in
terms of the number of courses, and
about one-half in terms of partici-
pant-weeks, were provided through
the IMF's six regional institutes and
programs, which are located in Aus-
tria, Brazil, China, Singapore,
Tunisia, and the United Arab Emi-
rates (see Table 5.6). Training in
Washington, with longer courses,

continued to play an important role,
accounting for about one-third of
participant-weeks. The remainder of

22
778

3,608
808

3,672

2t
813

2,952

20
687
,9082

ZJ
808

3,225

Rsgional tralnlng lnstltutes and programsr

Courses and seminars
Participants
Participant-weeks

52
1,493
3,021

64
1,998
3,691

73
) )o)
4,273

73
2,30r
3,967

62
2,608
4,455

other ovors8as tralnlng
Courses and seminars
Participants
Participant-weeks

24
775

1,367

11
496
899

2
80

200

1

43
86

L

49
98

1b
439
828

18
534
980

18
551
949

Distance loarnlng
Courses2

Participants3

Participant-weeks4

3
134
311

3
114
276

98
3,046
8,094

104
3,340
8,429

113
3,605
8,367

Source: ll\4F lnstitute.
llncludes Joint Vienna lnstitute (established in 1992); lL4F Singapore Regional Training lnstitute (1998); IMF-AMF (Arab Mone-
tary Fund) Regional Training Program in the United Arab Emirates (1999); Joint Africa lnstitute (1999), cutrently located in

Tunisia; Joint China-lMFTraining Program (2000); and Joint Regional Training Center in Brazil for Latin America (2001). Data do
not include courses delivered by other organizations at the IMF's regional training institutes and programs.

These are not included in the total course count below as the residential segment is already reflected in the training activity at
headquarters.

3Participants who were invited to the residential pan of the courses are included both here and under headquaners training.
4lncludes only participant'weeks for the distance part of the course. Participant-weeks for the residential part are included in

headquarters training.
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Table 5.6

Date
Establlshod Locatlon Cosponsors lntondod Partlclpant Countdes

,olnt Vlonna lnstltute 1992 Austria Austdan authorities, Eank for lnternational

Settlements, European Bank for Reconstruction
and Development, 0rganization for Economic

Cooperation and Development, World Bank,

and World Trade organizationl

Transition counties in Europe

and Asia

IMF-Slnglapore Reglonal Tralnlng lnstltuto 1998 Singapore Government of Singapore Developing and transition
countries in Asia and the Pacific

IMF.AMF Ro8!onal Tralnlng Prognm 1999 United Arab Emirates Arab Monetary Fund Member countries of the Arab

Monetary Fund

lolnt Afilca lnstltute2 1999 Tunisia African Development Bank, World Bank African counties

,olnt Chlna-lMF Tralnlng Prognm 2000 China People's Bank of China China

,olnt Roglonal ltalnlng Conter for LaUn Amorlca 2001 Brazil Government of Brazil Latin American counties

lA number of other European countries and the European Union, although not formal sponsors of the Joint Vienna lnstitute, provide flnancial support.
2ln 2003, the Joint Africa lnstitute shifted its operations temporarily from COte d'lvoire to Tunisia, owing to the security situation in Cote d'lvoire.

the training was at overseas locations outside the IMF
regional network, largely as part of collaboration between
the IMF Institute and national or regional training pro-
grams but also in the form of distance learning.

The number of training courses and seminars rose by 6
percent in FY2004, and the number of participant-weeks
rose by 2 percent. The smaller increase in the number of
participant-weeks is a continuation ofthe trend ofthe past

few years, reflecting a shift in the composition of IMF
Institute courses toward shorter, more specialized courses

delivered through the regional programs. The increase in
training activity was achieved despite the effects in the
early part of FY2004 of the war in Iraq and the outbreak of
Severe Acute Respiratory Syndrome (SARS) in some Asian

countries. Reflecting the security situation in Cdte d'Ivoire,
the location of the Joint Africa Institute was shifted to
Tunis in Iune 2003. Given the logistical challenges of such a
move, IMF training at the Joint Africa Institute was slightly

less than planned. It was nevertheless higher than in
FY2003, and the Institute also offered more courses in
Africa outside the Joint Africa Institute to compensate for
the shortfall.

The IMF Institute has continued to pay close attention to
curriculum development. In FY2004, the topics covered in
new courses included debt management, financial market
analysis, financial sector standards and stability, financial
soundness indicators, and policies for monetary and finan-
cial stability. The Institute has also continued to provide,
both in Washington and through the regional institutes and
programs, short seminars on key issues. These seminars are

tailored to the needs of high-level officials. In FY2004, top-
ics covered in the seminars included the challenges of
growth and globalization in the Middle East and North
Africa, euro adoption in the EU accession countries, finan-
cial development and integration in Africa, and manage-
ment of subnational finances and debt.
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svslenr, inclutling suclclcn tlisturbances that might
thrcrrtcn thc svstcnr. 'l'hc Developtnent Comntittee
(thc Joint Nlinisterial (.ortrrnittcc ot'thc Iloarcls of

Governance, Cooperation, and
Transparency

( iovcrnrlrs of thc Worltl llank ar.rd thc Iill [] on the
'liarrsfcr of llcal [{csourccs to I)eveklpirrg Ootrntrics)
is a joint Worlcl llank IMlr [rody also conrposcti of 24

\Mrrlcl llank or IM F s()vcrnors or thcir allernates-
asain, ministcls or othcr ofllcials of conrparatrlc rank.
It rrsuallv mects tlrc day aficr the IMI-(1. Iloth conr-
rniltccs generirllv sunrnrarizc tl-reir rneetings in cortt-
rnrrnirlurls, u,hich arc pu[rlishecl on the INll]'s n,ebsitc.

'l he day-to-clay work o1' thc IM F is crlncluclccl at its

Wirslrington, I).()., hcrrdtluartcrs by ils Executive
Boord: this work is guidctl lry the IMF'O and sr.rplrortccl

by thc IMF's stafl-. 'l hc Iirirrcl cor.rsists of 24 I)ircctors,
rvho are appointetl or clcctecl bv nrenrlrer countrics or
bv uroups of countrics, artrl thc INIF's Nlirnaginq [)irec-
tor, w'ho serves ils its (.hirir.'l'l-rc Executivc []oard hits a

ccutral role in policy tirrnrr.rlirtion artcl in dccision nrak-
ins irr the IMll anrl cxcrcises all the powcrs lirr con-
ducting the instittrtion's business except thosc tlrat thc
Arlicles of Agrecrncnl havc rcscrvecl hlr thc lirirrd ol-
(iovcrnors or thc It4anaging I)irector.

'l'hc Iloard mcels in "continuous session," that is, as

olicrt as the busincss irt hancl rcquires, ustully firr
thrce lirll days circh w,cck. 'lirtal l]oarcl rne e tirrg, tirnc
xvcrilges over (r00 hours caclr year, rvhich clcnron-
strates tl.re intcnsc ovcrsight cxcrcisecl lry thc I]oarcl on
thc activities ol'thc IMIi. In calendar ycirr 2(X),1, the

lirarcl held I I(r firrruirl rucclings (at rvhiclr tlccisions
irrc nracle), J2 inlirrnral scnrirrars, ar.rci li othcr infirr-
rnrrl nieetings, inclutling conm-rittee nrectinqs. In
l(X),1, the lloarcl spcnt 55 pcrcent of its tinrc on nrenr-
[)cr coul]try nriltlcrs (nrainl,v Articlc lV corrsultations
antl rcviews ancl appl'lvvxls of IMF finarrcing ilrrangc-
nrcnts); I 9 perccnt of its tinre on gkrbal and rcgional
surveillance arrd qcncral policy issues (such as thc
u,orlcl ccor.tonr ic oul looli, global fi na ncirr I stirb i I ity
rcports, IMF flnancirrl rcsources, strengthcning thc
international flnancirrl systcnr, the debt situation, ancl

issues relatecl to []\1]rlcntlirrg facilities antl progranr
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Box 6.1design); and the remaining time on
administrative and other matters.

Consensus Decision Making in a
Cooperative I nstitution

Decision making by consensus has

always been a central feature of the
Executive Board's work. In the view
of the IMF's founding members, the
jurisdiction and far-reaching man-
date of the new institution, with its
diverse membership and their differ-
ing interests, called for a cooperative
framework in which policy would be

set by all and for all. The IMF's Rules

and Regulations prescribe that "The
Chairman shall ordinarily ascertain
the sense of the meeting, in lieu of a

formal vote." Thus, from the outset,
the Executive Board, management,
and staff developed working meth-
ods to establish common ground
among the members in setting policy
(see Box 6.1). Consensus decision
making maintains the cooperative
character of the IMF; safeguards the
interests ofthe developing and
emerging market countries that are, de facto, the users of
IMF resources; and-ultimately-protects the rights and
interests of the minority shareholders.

The Board works as a college of officials who devote them-
selves full time to the tasks and purposes of the IMF. The
"sense of the meeting," which the Chair must ascertain, is a

position that is supported by Executive Directors having
sufficient votes to carry the question if a vote were taken
(see Appendix VII). "Consensus" denotes unanimity. While
unanimity remains the objective, the Chair and the Board
view the achievement of "a large majority" as sufficient for
many decisions. Executive Directors are not subject to time
constraints in expressing their positions, reservations, and
questions, including often successive interventions in
response to the questions and arguments of others. In this
environment, the influence of individual Directors on IMF

A Board review of any policy item is, typically,

initiated on the basis of a staff paper setting

out the principal objectives of the policy,

reviewing recent practice, and indicating

where management and staff believe that

changes may need to be considered. ln the

initial discussion, all Executive Directors inter
vene extensively, a number of them on the

basis of written statements that they have cir-

culated beforehand. lIe opening discussion

may reveal wide areas of disagreement

among Directors regarding the future direction

and objectives of the policy. ln such a case,

the Managing Director, as Chair of the Execu-

tive Board, may call for a follow-up discussion

for which management or staff may circulate

a memonandum suggesting possible avenues

for reconciling confl icting approaches.

When sufficient prcgress has been made in

follow-up discussions to reduce sharp difier-

ences on broad policy objectives, the Manag-

ing Director asks the staff to draft detailed
proposals for changes in policies and prac-

tices, building on the emerging areas of con-

sensus. When considering speciflc policy

proposals, the Chair is not satisfied with a

narrow "sense of the meeting' (that is, a nar-

row majoriu if the matter were to be put to a
vote) but urges the Board to consider mat-

tels until consensus is achieved or, at least,

a very broad majority has emerged on the

significant aspects of the policy under review.

Ihe'summing up' of the meeting by the

Chair (which forms part of the Public lnfor-

mation Notice released after most Board dis-

cussions) indicates how views difiered

among Directors, as well as where they con-

verged. ln the end, the minutes of the meet-

ings show not only the positions of each

Director but also how the positions evolved

and were adjusted in the light ofthe argu-

ments of others and how a continuing give-

and-take brought Board members to

solutions that all, or almost all, found

acceptable.

The subsection below on 'Iransparency of the

IMF and its Members' illustrates how tie con-

sensus building process allows diverging

views on an issue to be brought to common

decisions.

policies and decisions can-and frequently does-reach
well beyond their voting power. Technical expertise is

important; persuasiveness counts a great deal; diplomacy,
timing, and experience all have an impact on the influence
that an Executive Director can exert. It is a well-established
practice that, on policy issues, all Directors intervene in suc-
cessive "tours de table." The minutes of Board meetings,
which are released to the public after l0 years, record all
interventions by Executive Directors, management, and
staff. The system thus ensures that consensus decision mak-
ing is fully compatible with accountability.

Debate and reflection take place not only at formal Board
meetings but also at informal gatherings of Executive Direc-
tors and in exchanges of views with the Managing Director
and staff. IMF staff stand ready to help the Board's search

for ways forward and to prepare additional material to
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ensure that all avenues are explored in the search for work-
able solutions. When members belonging to the same con-
stituency hold differing views on a subject, the Executive
Director can put the views on record but cannot split his or
her vote. The resolution of such conflicts is for each Direc-
tor to decide and any Director remains free to record an

abstention or an objection to a particular decision. The sys-

tem has a tempering impact and evidence shows that the
decisions that finally result may well be the best that could
be made in the circumstances. The stature of the Managing
Director as Chair of the Board adds much weight to his
interventions. Directors use informal contacts with the
Managing Director to indicate where room for flexibility
may be found. Directors also often turn to the Dean-the
longest-serving Board msrnf6l-61 the IMF Secretary for
guidance in the Board's work and for assistance in formu-
lating possible ways forward in a difficult debate or in find-
ing areas for compromise and resolution.

In line with the policies pursued since the mid-1990s to
improve transparency, public information on Boarcl activi-
ties is now being made available on a daily basis (see "Trans-
parency of the IMF and its Members" below). Moreover, a

growing number of members have agreed to the publication
of country papers and the Chair's summing up of Article IV
consultations in the Board (Public Information Notices, or
PINs). However, while archival material generally becomes
part of the public record after 5 years, there is a time lag of
l0 years for minutes of Board meetings.

The Summinl Up

In the Board's work on surveillance and general policy for-
mulation, decision making by consensus is complemented
by the practice of concluding Board discussions with a

"Chair's Summing Up" or "Chair's Concluding Remarks."
The summing-up procedure has become standard not only
for Article IV country consultations but also to conclude
Board consideration of policy and operational items.r

The summing up aims to include all the main strands of a

Board discussion and to reflect differences between the
Board's views and the positions of the IMF staff. The sum-
ming up also needs to indicate clearly the aspects of the
debate on which Directors generally agreed as well as those
on which views differed. Precise indications on whether, for
example, "a majority" or "some Directors" held this or that
view are important. Significant dissent by some Directors
from the views of others or from the positions taken by the

lBoard consideration ofoperational matters, financial issues, requests for
use of IMF resources, and other matters is concluded, as needed, with for-
mal decisions for which drafts are provided by the Fund's Legal Depart-

ment. Extracts from selected policy decisions are published in the IMF's

Annual Report (see Appendix III) and are reprinted in Selected Decisions.

staff needs to be captured in order to round off a summing
up. The parts of a summing up that reflect the sense of the
meeting have the character and effect of a Board decision.

Safeguarding the Rights of Shareholders in the IMF

The cooperative nature of consensus decision making pro-
motes the search for common ground through the active
participation of all who share the responsibility for formu-
lating and implementing institutional policy. It is an

approach that promotes thorough reflection, leading to
solutions that reconcile the differing interests ofa large
membership with a willingness to revisit and review deci-
sions in light of changed circumstances. As a result, consen-
sus decision making has been of considerable benefit to the
institution and its members. It has been particularly valu-
able as a way of protecting the minority views held by IMF
shareholders.

Members' Representation and Voice in
the lnstitution

In its September 2003 Communiqu6, the International
Monetary and Financial Committee stressed that the IMF's
effectiveness as a cooperative institution depends on all
members having an appropriate voice and representation.
The IMFC welcomed the measures being taken to improve
the capacity of developing and transition countries to par-
ticipate more effectively in IMF policy formulation and
decision making. It also welcomed the Executive Board's
progress report on quotas, representation, and voice, and
called on the Fund to examine these issues further.

The measures referred to by the IMFC that had been taken
by the IMF to enhance the capacity of Executive Directors
from developing and emerging market countries to partici-
pate effectively in decision making in the Fund, within the
current framework of voting power, included addressing
staffing and other constraints faced by Directors with large
multicountry constituencies. Representation of members in
the IMF depends critically on the distribution of quotas,
which was last discussed by the Executive Board in July
2003 (see Section 7). Further progress on voice and repre-
sentation, including through any changes in quotas, would
have required a broader consensus on the issue among the
IMF's shareholders than then existed. After reviewing
progress, and in light of the issue's complexity, in its April
2004 Communiqud the IMFC called on the Board to con-
tinue its work on IMF quotas, voice, and representation,
and looked forward to a report on progress at its next
meeting.

As part of the effort to seek a consensus among sharehold-
ers, at the April 2004 meeting of the Development Com-
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Box 6.2mittee, the Chair circulated a proposal
for a road map on procedures and
next steps in this area to the Com-
mittee members. The Executive
Board ofthe Fund and the Board of
Executive Directors of the World
Bank were scheduled to produce
reports on all aspects of the voice
and participation issue for consider-
ation by the Development Commit-
tee at the October 2004 Annual
Meetings.

Use of Fund resources documents

r Voluntary but presumed consent to publi-

cation of staff repons on the use of Fund

resources.

! Publication 0f staff reports on the use of

Fund resources for programs involving

exceptional access will generally be

required from )uly L,2004, for manage-

ment to recommend approval or augmenta-

tion of a program or completion of a review.

Progams in place as of July 1,2004,
would be grandfathered.

Governa nce, Cooperation, and Transparency

r Voluntary publication of Reports on 0bser
vance of Standards and Codes (ROSCs),

Financial System Stability Assessments

(FSSAS), and Assessment of Financial Sec-

tor Supervision and Regulation (AFSSR)

reports.

Other documents

I The Executive Board decides whether to
publish reports on IMF policy issues.

r Weekly publication of the Executive Board's

agenda on the lMFs website.

Transparency of the IMF and r Votuntary but presumed consentto pubti- Correstion and deletion policy

Its Mgmbefs cation of Letters of lntent and Memoranda r Deletions for documents that pertain to
of Economic and Financial Policies. members are limited to highly market-

The financial crises of the mid- and t publication of poverty Reduction strategy sensitive material, and corrections are
late l990sunderscoredthe.impor- - papers(pRSps) isrequiredforrun.g.l' limitedtonecessaryfactual changes.
tance of transparency as a key tool of ment to recommend endorsement by the
crisis prevention in an environment rxecutive aoaro. Archives and Board Minutes

of increased capital market integra- r public access is given in the IMF's archives

tion. Greater opan.r... on the plrt of Surveillance documents 
to Executive Board documents that are

IMF member countries encourages r Voluntary but presumed consent to publi- over 5 years old, to minutes of Executive

more widespread discussion and cation of Article lV country reports, as well Board meetings that are over 10 years old,

examination of members' policies by as of Public lnformation Notices (PlNs), fol- and to other documentary materials that

the public; it enhances the accounta_ lowing Article lv consultations, from July 1, are over 20 years old, subject to certain

bility of policymakers and the credi- 2004' restrictions'

bility of policies; and it facilitates
efficient functioning of financial
markets. Greater openness and clarity by the IMF about for Article IV country reports and reports on the use of
its own policies and the advice it provides to members Fund resources in FY2004.

contributes to a better understanding of the IMFt,role At the time of the Fy2004 Board discussions, staff analysis
and operations, and increases the Fund's accountability showed that, since the previous review in 2002,
for its policy recommendations.

r Publication of Article lV country reports had continued to
Formulated in January 2001, the IMF's transparency policy rise: from 59 percent to 66 percent for stand_alone
encourages the publication of country and IMF policy doc- reports, and fiom 63 percent to 7l percent for combined
uments while fostering candor in policy discussions with Aiticle IV-use of Fund resources reports. But publication
members and preserving the Fund's role as a confidential rates remained uneven across regions.
advisor to members. In FY2004, the Fund continued to
work to improve transparency, both of member countries'; ! Nearly three-fourths of member countries agreed to pub-

policies and of the IMi's assessments, within the current lish at least one country report; over 90 percent had pub-

voluntary framework (see Box 6.2). lished a country PIN'

r Publication of stand-alone reports on use of Fund
resources rose slightly, from 56 percent to 57 percent.
Although three-fourths of stand-alone staff reports on
use of Fund resources for normal access cases were pub-
lished, the rate for exceptional access cases declined from
36 percent to 2 I percent.

r The share of reports with deletions declined from 12 per-
cent to 8 percent, reflecting, in part, a much lower rate of
deletions from stand-alone use of Fund resources reports
Reports with corrections rose from 53 to 57 percent.

Transparency Policy Review

Backtround

In its January 2001 decision, the Executive Board adopted a

policy on the voluntary publication of country documents
and more systematic publication of policy papers and asso-

ciated PINs. In its review of the transparency policy in June
2002 (see Annual Report 2003), the Board agreed to recon-
sider a possible move to a policy of presumed publication
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r Nearly all country policy intention documents (Letters of
Intent/Memoranda of Economic and Financial Policies

and Poverty Reduction Strategy Papers) had been

published.

Changes in Transparency Policy

In Iune and Septemb er 2003, the Executive Board reviewed

the implementation of the IMF's transparency policy and

discussed next steps. Directors considered the key issue to
be whether to move to a policy of presumed publication of
country staff reports. Directors acknowledged that progress

had been made in publication rates for most types of docu-
ments and in most regions under the policy of voluntary
publication, reflecting the broad acceptance by the mem-
bership of the benefits of transparency. Most Directors
noted, however, that progress in publication rates had been

slow and unevenly distributed across regions, and that fur-
ther impetus would be provided by moving to a policy of
presumed publication.

Publication of country reports, these Directors noted,
would help strengthen surveillance and increase the

accountability of the Fund. Extending the presumed publi-
cation policy to all documents related to the use of Fund
resources would help put into context members'requests
for use ofFund resources as set forth in their published
Letters of Intent/Memoranda on Economic and Financial
Policies, and help explain the basis for management's rec-

ommendations and Board actions.

Many other Directors, however, pointed out that the infor-
mation provided by the staff showed that the present volun-
tary approach had been effective and that it was not clear

that a policy of presumed publication would achieve signifi-
cant additional gains in publication rates. These Directors
suggested that a move to presumed publication could
undermine the candor of discussions and documents and

the advisory role of the Fund.

All Directors emphasized that candor in the Fund's dialogue

with members and in reports to the Board would remain
essential for effective surveillance. They looked forward to
the opportunity to discuss the potential conflict between

transparency and candor in the Biennial Review of Surveil-
lance scheduled for mid-2004, in light of the increased

coverage expected in staffreports ofsuch topics as vulnera-
biliry debt sustainability, currency mismatches, and other
balance sheet and capital account developments.

Most Board members noted the significant declines from
already low levels ofpublication rates (from 36 percent to
2 I percent) of staff reports for requests for use of Fund

resources by members with exceptionally high access (access

to the Fund's general resources in excess of certain limits).
They emphasized the critical importance of transparency

for strengthening confidence in these cases, since they typi-
cally involved capital account crises where a high premium
was placed on increasing public understanding and market
support of the program strategy. However, many other
Directors were concerned that, given the high degree of
market sensitivity in exceptional access cases, publication of
these reports might conflict with the need for frank assess-

ments of the risks involved.

The Board agreed on a set of measures to enhance trans-
parency. It agreed to establish a policy of voluntary but
presumed publication for all use of Fund resources and Post-

Program Monitoring staff reports, to be effective as soon as

the amendments to the Board's Transparency Policy Deci-
sion had been circulated to, and approved by, the Board (see

Appendix III).

It was also agreed that, in exceptional access cases, the Man-
aging Director would generally not recommend Board

approval of a program or completion of a review unless the

authorities consented to the publication ofthe associated

staff report. This new publication policy for staff reports on
use of Fund resources in exceptional access cases would
apply to new arrangements approved on or after )uly l,
2004, that contained exceptional access, and to existing
arrangements that, by reason of augmentation after July I,
2004, would result in exceptional access. Exceptional access

arrangements (that is, those on the same terms and condi-
tions and timing) in place as of July 1,2004, would be

grandfathered.

The Board also agreed to move to voluntary but presumed

publication of all Article IV country reports, Article IV
PINs, and related Article IV background papers (reports
prepared, for example, as selected or statistical background
material for Article IV consultations). If a member did not
wish a PIN to be published, a brief press release would be

issued promptly by the Fund to inform the public that the

Board had concluded the consultation. These changes

would be effective as of fuly 1,2004; until that date, existing

policies would continue to apply.

The possibility of moving to a policy of presumed publica-
tion for Reports on the Observance of Standards and

Codes (ROSCs) and Financial System Stability Assessments
(FSSAs) was considered. While a number of Directors
stressed the value of better informing the public and mar-
kets through a policy of presumed publication of these

documents, other Directors referred to the voluntary
nature of standards and codes, and cautioned that pre-
sumed publication could affect participation in the Finan-
cial Sector Assessment Program (FSAP). Against this
background, Directors decided to retain the existing policy
of voluntary publication, while encouraging members to
publish these reports.
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Directors also discussed the modalities of voluntary but
presumed publication for various documents. It was agreed

that, under the policy of presumed publication, publication
would be expected to occur within 30 calendar days of the

Board's consideration ofthe relevant papers. In this context,

Directors emphasized that presumption of publication
required the explicit consent of the member, without which
the document would not be published.

In addition, Directors reexamined the issue of allowing
deletions of highly politically sensitive material and removal

of material that would undermine the ability of the authori-
ties to implement policies or that would render implemen-
tation more costly. While many Directors continued to
favor the extension of the deletions policy to highly politi-
cally sensitive material, the majority of the Board did not
support such a move, noting the practical difficulties of
designing an objective test of "high political sensitivity" to
implement such a policy and the risks of undermining the

candor and comprehensiveness of Board documents. Direc-
tors urged the staff to continue to avoid language that
would exacerbate domestic political challenges to imple-
menting reforms.

Against this background, Directors generally agreed that the

continued application of the current deletions policy was

appropriate, with the scope of deletions covering highly
market-sensitive information, including not only exchange

and interest rate matters but also highly market-sensitive
material in vulnerability assessments and the banking and

fiscal areas. Directors also agreed that, when third-party
analysis was presented in a staff report, the source should be

indicated or a staff assessment of such analysis included in
the paper.

In the context of increased publication, Directors expressed

concern that pressures to delete significant elements of doc-

uments on grounds of high market sensitivity could inten-
sifi. They agreed that management could recommend to the

Board that certain documents not be published if deletions

of highly market-sensitive material would undermine the

overall assessment of the Fund and its credibility.

Directors agreed to apply the broad principles for deletions
and corrections now in place for country reports to policy
papers prepared by the staff. Modifications to such policy
papers before publication would be limited to factual cor-
rections and deletions of highly market-sensitive material
and country-specific references. If Directors considered that
there was a danger of confusion when the summing up dif-
fered from the staff recommendations, the published ver-

sion of the policy paper would indicate clearly in the text
those staffpositions that the Board had not endorsed.

On administrative papers, while a number of Directors
favored a move to presumed publication, most agreed that

Governa nce, Cooperation, and Transparency

publication should continue to be considered on a case-by-

case basis. In all cases, staff recommendations regarding the
publication of these papers would be explained to Directors
when the papers were circulated to the Board.

On other publication-related matters, Directors supported
publication of the Board agenda at the same time as it is
made available to Executive Directors, with the indication
that the agenda is tentative and subject to change (see

Box 6.3).

The next Board review ofthe Fund's transparency policy is

expected to take place by June 2005.

Eternal Audit Mechanism

A key governance issue concerns the IMF's practices for
financial oversight, particularly the audit of its financial
statements. 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 2004 External Audit Committee members are Mr.
Hazem Hassan (Chairperson), Chairman of KPMG Hazem
Hassan, Egypt; Mr. Philippe Adh6mar, Conseiller Maitre i la

ln February 2004, the IMF began regular publication of a weekly

calendar giving the agenda 0f its Executive Board. The measure was

approved by the Board to enhance public access to information

about the lMFs operations.The Executive Board is responsible for

overseeing the day-to-day activities of the Fund on behalf of its 184

member countries.

The weekly calendar, which will be updated on a rolling basis, con-

tains the tentative schedule of formal meetings and Board seminars.

The Board's agenda is typically finalized the day before each meet-

ing, so the calendar is necessarily tentative. Nevertheless, the calen-

dar provides the latest available information on the Executive

Board's scheduled activities.

To view the calendar, visit the IMF'S websile alwww.imf.org

exte r n a l/ n p/ sec/ b c/ e n E/ i nclex. asp.
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Cour des Comptes, France; and Mr. Pentti Hakkarainen,
Board Member, Bank of Finland.

The responsibility for performing the external audit and
issuing the audit 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 con-
clusion 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 a period of five years. Pricewaterhouse-
Coopers (Washington) is the IMF's present external
auditor.

The IMF's financial statements for FY2004 form Appendix
IX of this Annual Report.
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Financial Operations
and Policies

tathe IMF is a cooperative institution that lends to
I member countries experiencing balance of pay-

ments 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 ofpolicies and facilities designed to address

specific balance of payments problems (see Thble 3.1).

Interest is charged on the loans at market-related
rates, and repayment periods vary depending on the
lending facility.

Concessional Financing Activities. The IMF provides
loans at a very low interest rate to low-income mem-
ber countries to support programs to strengthen their
balance of payments positions and to foster durable
growth, which will lead to higher living 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 avail-

able to the IMF at market-based rates, with the IMF
acting as a trustee. The rate charged to borrowers and

grants for HIPC debt relief are subsidized by separate

contributions from some member countries and the

IMF's own resources.

Special Drawing Righrs. The IMF can also create inter-
national reserve assets by allocating special drawing
rights (SDRs) to members, which can be used to
obtain foreign exchange from other members and to
make payments to the IMF.

Among the key financial developments in FY2004

were the following:

r Outstanding IMF credit reached an all-time high in
late 2003 but, by the end of FY2004, it had dropped
below the level at the end of FY2003. This was

because the demand for new lending was restrained

in the second half of the financial year, owing partly
to the improving world economic environment,
and repayments exceeded disbursements.

r Credit outstanding continued to be concentrated in
a small number of large, middle-income member
countries, raising concerns about financial risks

facing the IMF. The Executive Board reviewed the

IMF's risk-management mechanisms and level of
precautionary balances.

r The IMF continued its efforts to assist its poorest

members in reducing their debt burdens, and initial
steps were taken to ensure the continued ability of
the IMF to provide adequate financial resources to
low-income countries over the medium term.

Regular Flnanclng Actlvltles

The IMF's regular lending activity is conducted

through the General Resources Account (GRA), in
which the members'quota subscriptions are held (see

Box 7. I ). The bulk of IMF financing is provided under
Stand-By Arrangements, which address members'

short-term balance of payments difficulties, 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 a sudden

and disruptive loss 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 outstanding. Repayment
periods also vary by type of loan (see Thble 3.1).
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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 IME A

portion of the quota is provided in the form of

reserve assets (foreign cunencies acceptable

to the IMF or SDRS) and the remainder in the

country's own currency.The IMF extends

financing by providing reserve assets to bor-

rowers from the reserve asset subscriptions of

members or by calling on countries that are

considered financially stronS to exchange

their own curency subscriptions for reserve

assets (see Box 7.4).

A loan is disbused by the IMF when a borower
'purchases'the reserve assets from the IMF

with its own currency.Ihe loan is considered

repaid when the bonower "repurchases' its cur-

rency from the IMF in exchange for reserve

asseb.Ihe IMF levies a basic mte of interest

(charge) on loans based on the SDR interest

rate (see Box 7.8) and imposes surcharges

depending on the amount and maturity of the

loan and the level of credit outstanding.

A country that provides reserve assets to the

IMF as paft of its quota subscription or

through the use of its currency receives a

M6mb6r TYpo of Arrangement

liquid claim on the IMF (reserve position)

that can be encashed on demand t0 obtain

reserve assets to meet a balance of pay-

ments financing need. Ihese claims earn

interest (remuneration) based on the SDR

interest rate and are considered by memben

as part oftheir international reserve assets.

As IMF loans are repaid (repurchased) by

borrowers with reserve assets, these funds

are transfened to the creditor countries in

exchange for their currencies and the credi-

tors'claims on the IMF are extinguished.

The "purchase/repurchase' approach to IMF

lending affects the compositlon of the IMF's

resources but not the overall size. An increase

in loans outstanding will reduce the IMF's

holdings of reserve assets and the currencies

of members that are financially strong and

increase the IMF's holdings ofthe currencies

of countries that are borrowing from the IME

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) (see Box 7.5).

Detailed information on various aspects of

the IMF'S financial structure and regular

updates of its financial activities are available

on the lMFl websile alwww.imf.ou
external/fin.htm.

D8t6 ofApproval
AmountApprcvsdr committed to them by the IMF.

(rn mrrrrons of SDRS)

involving commitments totaling SDR

14.5 billion (Table 7.1).ln addition,
Burundi made a small purchase (SDR

9.6 million) under the IMF's policy of
emergency assistance. No Extended
Arrangements were approved and no
commitments were made under the
IMF's Compensatory Financing Facil-
ity (CFF) during the year.2

Two new large IMF commitments
were made during the financial year.

In September 2003,a three-year
Stand-By Arrangement of SDR 9.0

billion was approved for Argentina in
support of the government's eco-

nomic program, succeeding the
arrangement that expired in August
2003.r In December 2003, the IMF
approved a 15-month extension and
SDR 4.6 billion augmentation of
Brazil's existing Stand-By Arrange-
ment, which was originally approved
in September 2002.4 Together, these

two cases accounted for more than
90 percent of the total new commit-
ments in FY2004.

Thirteen Stand-By and Extended
Arrangements were in effect as of
end-FY2004, of which five are being
treated as precautionary, with bor-
rowers having indicated that they do
not intend to draw on the funds

These include Brazil's arrangement,
on which the authorities have not
drawn since September 2003 in light
of improvements in the country's
balance of payments position.
Drawings were made under 15 of
the 23 Stand-By and Extended

Argentina

Brazil

Dominican Republic
Guatemala
Paraguay

Ukraine

3-year Stand-By
Augmentation of Stand-By
2-year Stand-By
9-month Stand-By
15-month Stand-By
1-year Stand-By

September 20,2003
December 12,2003
August 29, 2003
June 19, 2003
December 15,2003
March 29,2004

8,981.0
4,554.0

437.8
84.0
50.0

411.6

14,518.4

lFor augmentations, only the amount of the increase is shown.

Lending

Improving global economic and financial conditions, com-
bined with an accumulation of foreign exchange reserves by
many emerging market economies, contributed to a decline
in new IMF commitments, from SDR 29.4 billion in
FY2003 to SDR 14.5 billion in FY2004.t

The IMF approved five new Stand-By Arrangements and
one augmentation of an existing Stand-By Arrangement

rAs of April 30, 2004, SDR I = US$ l 45 1 83

Arrangements in place during the
year, reflecting use of precautionary

Stand-By Arrangements as well as reviews that were not
completed (see Appendix II, Thble II.3). At the end of April
2004, undrawn balances under the arrangements still in
effect amounted to sDR 19.8 billion.

2Another facility, the Contingent Credit Lines facility, was allowed to expire
on its scheduled sunset date of November 30, 2003.

3At the same time, the IMF extended repurchase expectations arising in
FY2004 and FY2005 in the amount of SDR 1.9 billion.

aAt the same time, the IMF extended repurchase expectations arising in
FY2005, FY2006, and FY2007 in the amount of SDR 8. I billion.

Table 7.1
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Table 7.2

Financial Operations and Policies

IMF credit outstanding reached an

all-time high of SDR 70 billion in
September 2003, with disbursements
in the first months of the financial
year to Argentina, Brazil, Indonesia,
Turkey, and Uruguay, but declined
rapidly in the second half of FY2004.

During FY2004, total repayments
reached SDR 21.6 billion-including
large repayments by Argentina,
Brazil, Russia, and Turkey and
advance repayments by Thailand
(SDR 0.1 billion), which eliminated

Mombel Perlod Coversd by Extenslonl Date ofApproval
Amount Enondod

(ln mlillons ol SDRI)

Argentina

Brazil

Papua New Guinea

Serbia and Montenegro

Turkey

Uruguay

September 03-September 04
March 05-December 06

July O3June 04

September 03-December 03

lVay 04-November 05

June 04-December 04

September 20,2003
December 72,2003
June 4, 2003

July 30,2003
August 1, 2003
February 20,2004

7,940.7

8,096.1
26.0

18.8

8,273.4
226.6

18,581.6

its outstanding IMF credit-exceeding the SDR 17.8 billion
disbursed by the IMF in loans from the GRA. As a result,
IMF credit outstanding amounted to SDR 62.2 billion at

the end of the financial year, SDR 3.5 billion less than a

year earlier.

During the year, five members-Bosnia and Herzegovina,
Brazil, Pakistan, Romania, and Tirrkey-made repayments
on the expectations schedule (see Box 7.2) in the amount
of SDR 10.8 billion, of which SDR 8.4 billion constituted
SRF repayments by Brazil.s Six members requested and
were granted extensions of repurchase expectations (Table

7.2).6 As of April 30,2004,IMF outstanding credit
amounting to SDR 30.6 billion was subject to time-based
repurchase expectations under the policies adopted in
November 2000.

Resources and Liquidity

The IMF's lending is financed primarily from the fully paid-
in capital (quotas; subscribed by member countries in the
form of reserve assets and currencies.T 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 (Box 7.3).

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

sRepurchase expectations were introduced at the time of a review of IMF
facilities completed in FY200l (see Box 7.2).

6In FY2003, repurchase expectations falling due in FY2004 were extended

for Argentina, Ecuador, Sri Lanka, and Uruguay.
TQuotas also determine a country's voting power in the IMF, its access to

IMF financing, and its share in SDR allocations.

llhe period in which extended repurchases were originally due.

Crodlt Faclllg

currencies of members that are financially strong. The
IMF's base of usable resources increased during FY2004

because Thailand was considered sufficiently strong for its
currency to be included in the IMF's financial transactions
plan. (See Box 7.4.)

The IMF's liquidity position remained adequate to meet the
needs of its members throughout the year. Following a

strengthening in the first part of FY2004, the one-year for-
ward commitment capacity of the IMF declined, primarily
because of the IMF's large new commitments to Argentina
and Brazil. (See Box 7.5.) lt regained some ground toward
the end of the financial year. (See Figure 7.1.) Overall, the
one-year forward commitment capacity fell slightly in
FY2004, to SDR 58 billion on April 30,2004, compared with
SDR 61 billion a year earlier.

Ihe IMF's Articles of Agreement (Article V, Section 7(D)) specify that

members are expected to make "repurchases' (repayments of loans)

as their balance of payments and reserve position improves. To

encourage early repayment, the review of Fund facilities carried out

in FY2001 introduced time-based repurchase expectations on "pur-

chases'(loan disbunements) 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 six months,

respectively. IIe expectations schedule entails earlier repayments

than the original obligations schedule, as shown in the table.

The time-based repurchase expectations can be extended upon

request by members.

0bllghtloni
SchBdulo
(l6ars)

BpoctaUons
Schodulo
(lbaft)

Stand-By ArrangemenB

Compensatory Financing Facility (CFF)

Extended Fund Facility (EFF)

Supplemental Reserve Facility (SRF)

31/t-5
31/+-5

41/2-70
21/z-3

2%-4
21/t-4
41/z-7

2-21/z

Box 7 .2
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IIe IMF can borrow to supplement its quota-based resources. lt
maintains two standing borrowing arrangements with official lenders:

the General Arrangements to Borrow (GAB) and the New Arrange-

ments to Borrow (NAB).Ihe IMF can also borrow from private mar
kets, although it has never done so.The GAB was established in

1962 to forestall or cope with an impairment of the international

monetary system. The potential amount of credit available to the IMF

under the GAB is SDR I 7 billion to be provided by 1 1 industrial

countries (ortheir central banks). An additional SDR 1.5 billion is

available under an associated agreement with Saudi Arabla.The lat-

est activation of the GAB took place in July 1998. TIe NAB, which

took effect in November 1998, was established for a similar pur
pose. Under the NAB, 26 participants (member countries and official

institutions) have agreed to provide up to SDR 34 billion to the IME

The NAB has been activated once, in December 1998.

Ihe NAB is the first and principal recourse in the event the IMF

needs supplementary resources, but the GAB is also available if

needed. The maximum amount of credit available to the IMF under

the NAB and GAB combined is SDR 34 billion. ln November 2002,

both the NAB and the GAB were renewed for five yearc beginning

November and December 2003, respectively. As of April 30, 2004,

the IMF had no outstanding debt.

A more detailed description of the GAB and the NAB is available in

Annual Report 2003, pages 70 and 71.

Concesslonal FlnanclnB Actlvltles

The IMF provides concessional assistance-that is, financ-
ing with below-market interest rates and long maturities-
under the Poverty Reduction and Growth Facility (PRGF)

to help its poorest members boost economic growth and
reduce poverty. It also makes grants to eligible members
under the Initiative for Heavily Indebted Poor Countries
(HIPC) to help alleviate excessive debt burdens. A total of
36 member countries received disbursements under the
PRGF during FY2004, and, by end-April 2004,27 countries

Member Iype ofArangsment Date ofApproval
Amount Approved

(ln mllllons ol SDRs)

The IMF extends loans by providing reserve assets from its own hold-

ings and by calling on financially strong countries to exchange the

IMF's holdings of their currencies for reserve assets.The members

that participate in the financing of IMF transactions in foreign

exchange are selected by the Executive Board based on an assess-

ment of each country's financial capacity.These assessments are

ultimately a matter ofjudgment and take into account recent and

prospective developments in a country's balance of payments and

reserves, trends in exchange rates, and the size and duration of its

external debt obligations.

TIe 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 their quotas, the key measure of members' rights

and obligations in the lMEThis is achieved in the framework of an

indicative quarterly plan for financial transactions. Ihe IMF publishes

on its website the outcome ofthe financial transactions plan for each

quarter three months after the quarter has ended. As of April 30,

2004, the 45 membeB listed below were participating in financing

IMF transactions.

Australia
Austria

Belgium

Botsvana
Brunei Darussalam
Canada

Chile

China

Cyprus

Czech Republic
Denmark
Finland

France

Germany

Greece

Hungary

lndia
lreland
lsrael
Italy
Japan

Korea

Kuwait

Luxembourg

l\4alaysia

Mauritius
Mexico

Netherlands
New Zealand
NoMay
0man
Poland

Portugal

Qatar

Saudl Arabia

Singapore
Slovenia

Spain
Sweden

Swiuerland
Thailand
Trinidad and Tobago

United Arab Emirates

United Kingdom
United States

l\4adagascar Augmentation March 17,2004

had received financial commitments under the enhanced
HIPC Initiative.

Poverty Reduction and Growth Facility

In 1999, the IMF modified its objectives for concessional
Iending to include an explicit focus on poverty reduction in
the context of a growth-oriented economic strategy. The
IMF, along with the World Bank, supports strategies elabo-
rated by the borrowing country in a Poverty Reduction
Strategy Paper (PRSP) prepared with the participation of
civil society and other development partners. Reflecting its
new objectives and procedures, the IMF replaced its
Enhanced Structural Adjustment Facility (ESAF) with the
PRGF to provide financing under arrangements developed
in the context of PRSPs.

During FY2004, the Executive Board approved l0 new
PRGF arrangements for Bangladesh, Burkina Faso,

Burundi, Dominica, Ghana, Honduras, Kenya, Mauritania,
Nepal, and Tanzania, with commitments totaling SDR 955

million (Table 7.3). In addition, the Board approved an aug-
mentation of the existing arrangements for Madagascar in

Bangladesh

Burkina Faso

Burundi
Dominica

Ghana

Honduras

Kenya

Mauritania
Nepal

Tanzania

3-year PRGF

3-year PRGF

3-year PRGF

3-year PRGF

3-year PRGF

3-year PRGF

3-year PRGF

3-year PRGF

3-year PRGF

3-Year PRGF

June 20, 2003
.June 11,2003
)anuary 23,2004
December 29,2003
Ivlay 9,2003

February 27,2004
November 21,2003
July 18,2003
November 19,2003
August 16, 2003

347.0
24.7
69.3

7.7
184.5

77.2
175.0

6.4
49.9
19.6

954.7

12.2

Box 7.4

Table 7.3
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Box 7.5the amount of SDR 12.2 million to help

the country recover from the eco-

nomic impact of a cyclone. Total

PRGF disbursements to these coun-
tries and other countries with exist-
ing arrangements amounted to SDR

865 million during FY2004. As of
April 30, 2004,36 member countries'
reform programs were supported by
PRGF arrangements, with total com-
mitments of SDR 4.4 billion.

Financing for the PRGF is provided
through trust funds administered by
thc IMF-thC PRGF TrUSt ANd PRGF.

HIPC Trust-that are separate from
the IMF's quota-based resources and
financed by contributions from a
broad spectrum of the IMF's mem-
bership and the IMF itself.s The PRGF

Trust borrows funds at market or
below-market interest rates from
central banks, governments, and gov-

ernment institutions and lends these

funds to PRGF-eligible member
countries at an annual interest rate

of 0.5 percent. The PRGF Trust
receives contributions that subsidize

the rate of interest on PRGF loans

and maintains a Reserve Account as

security for loans to the Trust. The
PRGF-HIPC Trust was established to
subsidize PRGF operations during
2002-05 and also provides resources

for HIPC Initiative assistance.

As of April 30,2004, SDR 15.8 billion
had been made available for PRGF

operations; of this amount, SDR l3
billion had been committed and SDR
11 billion had been disbursed. It is
estimated that the remaining uncom-

Ihe main measurc of the IMF'S liquidity is its

forward commitment capacity-a measure of

its capacity to make new loans. The one-year

forward commitment capacity, which indicates

the amount of quota-based resources avail-

able for new lending over the following 12

months, has replaced the traditional liquidity

ratio as the primary measure of the IMF'S

liquidity.

The one-year fonruard commitment capacity is

defined as the IMF's stock of usable resources

/ess undrawn balances under existing arrange-

ments, plus poected repayments during the

coming 12 months, less a prudential balance

intended to safeguard the liquidity of creditors'

Financial 0perations and Policies

claims and to take account of any potential

erosion of the IMF's resource base.The IMF's

usable resources consist of its holdings of

SDRs and of the currencies of financially

strong members included in the financial

transactions plan.The prudential balance is

calculated as 20 percent ofthe quotas of

members included in the financial transactions

plan and of any amounts activated under bor-

rowing anangements.

lnformation on the one-year forward commit-

ment capacity is published weekly (Financial

Activitiesi Week-at-a-Glance) and monthly

(Financial Resources and Liguidity) 0n the

I M Fb website al ww. i mf . o rg/ exte rn a I /f i n. htm.

mitted SDR 2.7 billion should cover the projected annual
commitments of about SDR 1.3 billion under new PRGF

arrangements through 2005, slightly above the average

annual historical commitments. During FY2004, the IMF's
Executive Board held discussions on the IMF's future role in
low-income member countries and explored various
financing options to continue the IMF's concessional lend-
ing after 2005. Most Executive Directors supported an

8For a fuller account of the sources of funds for IMF concessional lending

operations, see Financial Organization and Operations of tlrc IMF, Pam-

phlet No. 45, 6th ed. (Washington: International Monetary Fund, 200l ),
available online at www.imf.org/external/pubs/ft/pam/pam45/contents.htm.

Source: IMF Finance Depanment.

Note: Ihe tMF started publishing data for FCC in December 2002. For earlier periods, the chart shows estimates of the FCC.

The FCC increases when quota payments are made and decreases when the IMF makes new linancial commitments. The rer-

erences to member countries and the Asian crises note selected large financial commitments by the IMF to members and

goups of members.

option that would allow a self-sustained PRGF to begin in
2006, supplementing its lending capacity with new bilateral
loans (see Box 7.6).

Eleventh

Genenl Review

of

Brazil

Asian

Enhanced HIPC lnitiative

Originally launched by the IMF and 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. ByApril 30,2004,
27 HIPC-eligible members had reached their decision

points under the enhanced Initiative and one (C6te

d'Ivoire) under the original Initiative only. Of these coun-

(ln biilions ofSDRS)

1994 95

80
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96 97 98 99 2000 01 02 03 04

Figure 7.7

t5



(ln millions of SDRs; as of April 30, 2004)

Decislon Completion
Member Polnt Polnt
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tries, 13 had reached their completion points under the
enhanced Initiative (see also Section 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 30,2004, the IMF had
committed SDR 1.8 billion in grants to the following
countries: Benin, Bolivia, Burkina Faso, Cameroon,
Chad, Cdte d'lvoire, the Democratic Republic of Congo,
Ethiopia, The Gambia, Ghana, Guinea, Guinea-Bissau,
Guyana, Honduras, Madagascar, Malawi, Mali, Mauritania,
Mozambique, Nicaragua, Niger, Rwanda, Sao Tom6 and
Principe, Senegal, Sierra Leone, Tanzania, Uganda, and
Zambia. Five members (Ethiopia, Guyana, Nicaragua,
Niger, and Senegal) reached their completion points
under the enhanced HIPC Initiative during FY2004. As

of April 30,2004, total disbursements of HIPC Initiative
assistance by the IMF amounted to SDR 1.2 billion
(Table 7.4).

During FY2004, the IMF also approved additional HIPC
assistance ("topping up") to Ethiopia and Niger at their
completion points on account of exogenous factors deemed

to have fundamentally changed these members'economic
circumstances and adversely affected their debt sustainabil-
ity. With topping-up assistance for Burkina Faso (approved

in FY2002) included, total additional HIPC assistance for
the three members amounted to SDR 38.8 million, to be

disbursed once satisfactory financing assurances from other
creditors are in place.

Under the enhanced HIPC Initiative, a portion of the assis-

tance committed at the decision point can be disbursed
before the country reaches its completion point. Such assis-

tance from the IMF may amount to up to 20 percent annu-
ally, with a cumulative maximum of 60 percent of the total
committed amount of HIPC assistance. In exceptional cir-
cumstances, the annual and maximum amounts of assis-

tance can be raised to 25 percent and75 percent,
respectively. During FY2004, SDR 63.8 million of interim
assistance was disbursed to 13 countries.

Financing of PRGF Subsidies and the HIPC lnitiative

The financing of the subsidy requirements of the PRGF and
the IMF's participation in the enhanced HIPC Initiative is
administered through the PRGF Trust and the PRGF-HIPC
Trust. The total cost is estimated at SDR 7.1 billion on a

cash basis through 2019: PRGF subsidies are estimated at

SDR 4.9 billion, and the IMF's cost of HIPC assistance is

estimated at SDR 2.2 billion. These costs are expected to be

fully met by contributions from member countries and
from the IMF itself.

Bilateral pledges for the PRGF Trust and the PRGF-HIPC
Trust from member countries have come from a cross

section of the IMF's membership (94 countries have

pledged support), demonstrating broad support for the
PRGF and the HIPC Initiative. Bilateral contributions are

estimated at SDR 3.7 billion on a cash basis through 2019.

Amount
Commltted

Amount
Dlsbursedl

Undor the orlglnal
HIPC lnltlathe

Bolivia

Burkina Faso

Cote d'lvoire
Guyana

N4ali

l\4ozambique

Uganda

Total orlglnal HIPC

Sep. 1997
Sep.1997
Mar. 1998
Dec.1997
Sep. 1998
Apr. 1998
Apr. 1997

Sep. 1998
Ju1.2000

May 1999
Sep. 2000
Jun.1999
Apr. 1998

21.2
16.3
16.72

25.6
10.8
93.2
51.5

25,6
10.8
93.2
51.5

2t.2
16.3

235.3 218.6

Undor the snhanced
HIPC lnltlathe

Benin

Bolivia

Burkina Faso

Cameroon

Chad

Ju1.2000
Feb, 2000
lul.2000
0c1.2000
l\,lay 2001

Jul. 2003
Nov.2001
Dec. 2000
Feb.2002
Dec. 2000

Dec. 2000
Nov.2000
Jun. 2000
Dec. 2000
Dec. 2000

Sep,2000
Feb.2000
Apr.2000
Dec.2000
Dec.2000

Dec.2000
Dec.2000
Jun.2000
Mar.2002
Apr,2000

Feb.2000
Dec.2000

Mar.2003
Jun.2001
4pr.2002
Floating
Floating

Floating
Apr.2004
Floating
Floating
Floating

Floating
Dec. 2003
Floating
Floating
Floating

N.4a( 2003
Jun.2002
Sep.2001
Jan. 2004
Apr.2004

Floating
Floating
Apr.2004
Floating
Nov. 2001

May 2000
Floating

228.34
26.9s

1.8
90.1
24.2

9.2
31.1
22.7
16.6
23.1

34.7
34.8
13.7
63.5
21.66

33.8
98.s
89.0

68,1
468.8

1,553.3

1,788.6

20.7
44.2
18.1

5.5
7.2

1.1

26.9
0.1

25.1
F1

0.5
34.0

8.8
5.6
b.9

38.5
38.4
14.8
71.2
21.6

10.0

2a a

62.0
96.4

70.2
351.6

1,017.8

1,236.4

t8.4
41.1
16.73

28.5
14.3

Congo, Dem. Rep. of
Ethiopia
Gambia, The

Ghana

Guinea

Guinea-Bissau

Guyana

Honduras
Madagascar
Malawi

lvlali

Mauritania
Mozambique
Nicaragua

Niger

Rwanda

Sao Tom6 and Principe

Senegal

Sierra Leone

Tanzania

Uganda

Zambia

Total enhanced HIPC

Grand total

llncludes interest on amounts committed under the Enhanced HIPC lnitiative.
2Equivalent to the committed amount of US$22.5 million at decision point exchange rates
(March 17, 1998).

3Excludes commitment of additional enhanced HIPC assistance of SDR 10.93 million subject

to receipt of satisfactory fanancing assurances from other creditors.
4Amount committed is equivalent to the remaining balance oI the total IMF HIPC assistance

0f SDR 337.9 million, after deducting SDR 109.6 million representing the concessional ele-

ment associated with the disbursement of a PRGF loan following the DRC'S clearance of

atrears to the llilF on June 12, 2002.
sExcludes commitment of additional enhanced HIPC assistance of SDR 18.19 million subject

to receipt of satisfactory financing assurances from other creditors.
6Excludes commitment of additional enhanced HIPC assistance of SDR 9.664 million sublect

to receipt of satisfactory financing assurances from other creditors.

Table 7.4
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Box 7.6As of the end of April 2004,allpledged
bilateral contributions to the PRGF

Trust, as well as 98 percent oftotal
contributions to the PRGF-HIPC
Trust, had been made available.
Pledged contributions by l0 coun-
tries, 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 contri-
butions comes from the 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 pro-
ceeds held in the Special Disburse-

ment Account (SDA) may be used up
to a maximum limit of SDR 1.76 bil-
lion to meet the IMF's share of HIPC
Initiative assistance.

ln March 2004, the IMF's Erecutive Board

concluded its discussions of the staff paper

"The Fund's Support of Low-lncome Member

Countries: Considerations on lnstruments and

Financing.'

The paper provided a preliminary assessment

of the potential magnitude of the financial

resources required to support the IMF's con-

tinued involvement in low-income member

countries. Ihe staff's analysis indicated that

( 1) for 2004-05, the remaining period of the

interim PRGE available PRGF resources are

likely to be sufficient to cover projected

requirements; (2) for 2006-10, the focus of

the paper, the poected financing needs

would require a PRGF lending capacity of

SDR 0.8-1.2 billion (about $1.2-1.8 billion)

a year, which is in line with lending levels of

the recent past; and (3) beyond 2010,

financing requirements for PRGF operations

may decline, but it would remain important

for the IMF to maintain the financing capacity

to address low-income membes'balance of

payments needs.

The paper considered the following opti0ns

for continuing the IMF's concessional financ-

ing over the medium term:

! Three options-the self-sustained PRGE

sunsetting of the PRGF (allowing it t0

expire), and grants-that rely solely on the

resources accumulating in the Reserve

Account of the PRGF Trust were considered.

These alternatives would not provide suffi-

cient financing to meet the projected

Financial 0perations and Policies

annual requirements of SDR 0.8-1.2 bil-

lion in 2006-10.

r options that involve using the Reserve

Account resources to subsidize the rate of

charge on General Resources Account

credit under arrangements similar to those

financed by the Extended Fund Facility

could accommodate the poected level of

financing requirements but would represent

a break with the current funding structure

of the lMF s concessional operations

through trust arrangements.

r An option that allows a self-sustained

PRGF to begin operations in 2006 while

supplementing its lending capacity with

new bilateral loan resources would provide

sufficient flexibility to meet the projected

fi nancing requirements in 2006-10. This

option would also provide for the continua-

tion of self-sustained PRGF operations at a

significant level beyond 2010.

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
reimbursement to the GRA from the

PRGF Reserve Account for the

administrative expenses related to
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 financ-
ing provided in 1998 and 1999 under
the Supplemental Reserve Facility, 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.

lnvestment of PRGE PRGF-HlPC, and SDA Resources

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 30,2004,the value of these

assets totaled SDR 9.7 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

Most Directors agreed that a financing capac-

ity on the order of SDR 0.8-1.2 billion annu-

ally would provide a reasonable basis for

PRGF lending operations during 2006-10.

Nearly all Directors agreed that the three

financing options that would rely solely on the

resources in the Reserve Account ofthe PRGF

Trust would be insuflicient to meet the pro-

jected flnancing needs. Most instead sup-

ported the option that would allow a

self-sustained PRGF to begin operations in

2006 while supplementing its lending capac-

ity with new bilateral loans.

limits on risk.e Under this revised investment strategy, about
half the assets were invested in bond portfolios, for which
a duration benchmark of 1-3 years was established. The

remaining assets were invested in short-term deposits to
serve as a liquidity tranche and to conform with the admin-
istrative arrangements agreed with certain contributors.
Currency risk is minimizedby limiting purchases to securi-

ties denominated in the four currencies of the SDR basket

(euros, fapanese yen, pound sterling, and U.S. dollars), with
regular rebalancing ofthe basket weights to reflect currency
movements. The World Bank and two private external

managers are currently charged with investing the bond
portf<llio assets, consistent with the investment mandate

ePrior to this shift in investment strategy, these assets had been invested in

short-tcrnr SI)l{-clenominated deposits ivith the Bank for International
Settlements.
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and benchmark indices, while the remaining assets are held
in SDR-denominated deposits and medium-term instru-
ments with the Bank for International Settlements (BIS).

A tactical decision to shorten the bond portfolio duration
was made in early 2002,in the face of historically low yields
in the markets of the SDR basket currencies. For the year
ended April 30,2004, the annual return on the portfolio was

1.7 percent, down from 2.4 percent a year earlier. In the four
years that the investment strategy has been in place, the
annual portfolio return has averaged 3.7 percent.

Post-Conflict Emergency Assista nce

The IMF provides emergency assistance to post-conflict
countries, in the form of loans subject to the IMF's basic
rate of charge. An administered account was established on
May 4,2001, for contributions by bilateral donors that
would enable the IMF to provide such assistance at a subsi-
dized rate of charge of 0.5 percent a year for countries eligi-
ble for PRGF assistance. During FY2004, one country,
Burundi, received SDR 9.6 million in emergency assistance.

As of April 30,2004,tota1 pledged grant contributions from
seven countries amounted to SDR I 1.2 million, of which
SDR 9.6 million had been received (Table 7.5). Thus far, dis-
bursements have totaled SDR 1.9 million to subsidize the
rate of charge on post-conflict emergency assistance for
seven countries (Albania, Burundi, the Republic of Congo,
Guinea-Bissau, Rwanda, Sierra Leone, and Tajikistan). Of
these, only two countries-the Republic of Congo and
Guinea-Bissau-still have outstanding balances on post-
conflict emergency assistance.

In March 2004, the IMF's Executive Board broadly endorsed
a proposal to subsidize the rate of charge for emergency
assistance offered to PRGF-eligible countries hit by natural
disasters, as is currently done for post-conflict PRGF-

eligible countries, provided that resources are available.
This proposal is expected to be finalized during FY2005.

(ln millions of SDRs, as of April 30, 2004)

Contrlbutlon
Coildbstor Plcdgsd

lncome, Charges, Remuneratlon, and
Burden Sharlng

The IMF, 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 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 the subsection on SDR develop-
ments 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 income and
expense projections for the year and can be adjusted at

midyear if actual net income to that point indicates that
income for the year as a whole is likely to deviate signifi-
cantly from the projections. At the end of the financial
year, any income in excess of the target is refunded to the
members that paid charges during the year; shortfalls are

made up in the following year, in accordance with Board
decisions currently in effect.

The IMF imposes surcharges based on the level of credit
outstanding on loans 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 Supplemental
Reserve Facility. These surcharges vary according to the
length of time credit is outstanding. Income derived from
surcharges is placed in the IMF's reserves, and the IMF does
not take it into account in determining the net income tar-
get for the year.

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 General Resources Account. A
refundable commitment fee on Stand-ByArrangements and
Extended Fund Facility credits, payable at the beginning of
each 12-month period, is charged on the amounts that may
be drawn during that period, including amounts available
under the SRF. The fee is 0.25 percent on amounts commit-
ted up to 100 percent ofquota 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 pay-
ments ofoverdue principal and on charges that are overdue
by less than six months.

Contdbutlon
Recehed

Subsldy
Dlsbursed

Belgium
Canada

Netherlands
Norway

Sweden

SwiEerland
United Kingdom

Ibtrl

0.6
1.6
1.5
3.0
0.8
0.8
2.9

tl.2

0.6
1.0
1.5
2.0
0.8
0.8
2.9

0.3

o,

0.8

1.9

Note: Dashes denote zero.

Table 7.5
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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 100 percent

of the SDR interest rate (the maximum permitted under the

Articles of Agreement), but it may be set as low as 80 per-
cent of that rate (the minimum).

Since 1986, the rates ofcharge and remuneration have been

adjusted under a burden-sharing mechanism that distrib-
utes the cost of overdue financial obligations between credi-
tor and debtor members. Loss of income from unpaid
interest charges overdue for six months or more is recov-

ered by increasing the rate ofcharge and reducing the rate

of remuneration. The amounts thus collected are refunded
when the overdue charges are settled. Additional adjust-
ments 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 pro-
tect the IMF against the risk of loss resulting from arrears.

In FY2004, the combined adjustment for unpaid interest

charges and the allocation to the SCA- I resulted in an

increase to the basic rate of charge of 8 basis points and a

reduction in the rate of remuneration of 9 basis points.
The adjusted rates ofcharge and remuneration averaged

2.17 percent and 1.49 percent, respectively, for the financial
year.

In April 2003, the basic rate of charge for FY2004 was set at

132.0 percent of the SDR interest rate to allow the IMF to
achieve the agreed net income target of SDR 108 million
(excluding income from surcharges). In the event, net

income amounted to SDR 73 million, which fell short of the

target by SDR 35 million, owing mainly to the decline in the
SDR interest rate and lower-than-expected use of credit
during the year, which were partly offset by lower adminis-
trative expenditures in SDR terms. In accordance with the

decisions made by the Board at the beginning of FY2004,

this shortfall is to be recovered by a corresponding increase

in the net income target for FY2005, which is set at SDR 191

million. Income derived from SRF and level-based sur-

charges amounted to SDR 848 million in FY2004. Adjusted
for expenses associated with administering the PRGF Trust
(SDR 58 million)r0 and the cost of pension and other post-

retirement provisions (SDR 39 million), total net income
for the year amounted to SDR 824 million. This amount
was added to the IMF's reserves, of which SDR 790 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.

roAs initially agreed in 1999, the IMF is not reimbursed for the expenses of
administering the PRGF Trust; instead, an equivalent amount is trans-

ferred from the PRGF Trust, through the Special Disbursement Account,

to the PRGF-HIPC Trust.

Financial 0perations and Policies

In April 2004, the Executive Board set the basic rate of
charge for FY2005 at I 54 percent of the SDR interest rate.

The Executive Board has also decided to conduct a compre-
hensive review of the IMF's finances and financing mecha-

nism before the end of 2004.

Flnanclal Rlsk Management and
Precautlonary Balances

During FY2004, in view of continued high concentration of
credit and adverse developments in a large borrower's econ-

omy, the Executive Board considered issues related to both
the way the IMF manages financial risk and the level of the

Fund's precautionary balances. The IMF mitigates financial
risk by rigorously implementing the policies governing the

use of its resources and carefully managing its liquidity,
while accumulating adequate precautionary balances.ll

Financial Risk Management

The principal financial risks faced by the IMF stem from
large arrangements with middle-income countries. As of
end-April 2004, three countries (Argentina, Brazil, and

Turkey) accounted for some 7l percent of all General
Reserve Account credit outstanding, and these three plus

Indonesia and the Russian Federation accounted for 86 per-
cent. The IMF's Articles of Agreement charge the IMF with
assisting a cooperating member-including in very difficult
circumstances. As a result, the size of the IMF's loan portfolio
can change dramatically in a short time, as can assessments

of the riskiness of the IMF's loan portfolio. Sound risk man-
agement requires the IMF to be prepared for the possibility
of payments disruptions, which could arise from the increase

in, and concentration of, its outstanding credit. However, in
view of the cooperative nature of the Fund and its role in
promoting global stability as a public good, diversification of
lending is not, and cannot be, an objective ofthe Fund.

While the specific features of the IMF's institutional frame-
work and financing role suggest that high credit concentra-
tion is inevitable in an uncertain world, such concentration
does not embody the same degree of risk for the IMF as

for other financial institutions. Important for mitigating
financial risk is the IMF's preferred creditor status-that
is, members giving priority to repayment of their obliga-
tions to the IMF over those to other creditors-which is

fundamental to the IMF's role in the international finan-
cial system and to the IMF's financing mechanism. Its
preferred creditor status has allowed the IMF to take the

necessary risk to provide financial assistance to members

I rFor more details, see the IMF's website at www,imf,org/external/np/sec/pn/

2004/pn04I6.htm.
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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.

On a different level, the IMF's policies on access to, and use

of, IMF resources are, along with effective crisis prevention
and conditionality in support of strong country-owned
programs, the most important elements 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 risk 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 environment
and the growing financial interdependence of members led
to the adoption of the framework for exceptional access in
2003 as a key pillar of the IMF's enhanced risk-management
framework. Firm application of the criteria governing
exceptional access to IMF resources and rigorous assess-

ments 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 temporary balance of payments prob-
lems are resolved. Incentives to do so include the IMF's sur-
charges and the presumption that exceptional access will be

on SRF terms.

Precautionary Balances

To safeguard its financial position, the IMF has a policy of
accumulating precautionary financial balances in the Gen-

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 Board completed the

Twelfth General Review of Quotas on January 30, 2003, without pro-

posing an increase (or adjustments), which leaves the maximum size

of the quotas unchanged at SDR 213.7 billion.

During the Thirteenth General Review, which began with the comple-

tion of the Twelfth Revieq the IMF's Executive Board will monitor

closely and assess the adequacy of IMF resources, consider meas-

ures to achieve a distribution of quotas that reflects developments in

the world economy, and explore ways to strenglhen the governance

of the IME The lnternational Monetary and Financial Committee

(IMFC) in April 2004 called on the Executive Board to continue its

work on IMF quotas, voice, and representation, and report on

progress at the IMFC's next meeting in the fall ot 2004.

eral Resources Account. These precautionary balances con-
sist of reserves and a Special Contingent Account ( SCA- I ,
see previous subsection). Reserves provide the IMF with
protection against financial risks, including income losses

and losses of a capital nature. The SCA- I was established as

an additional layer ofprotection against the adverse finan-
cial 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 to 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 5.1 billion as of April 30,2004,
from SDR 4.3 billion a year earlier. The balance in the
SCA- I amounted to SDR 1.5 billion, compared with over-
due principal of SDR 0.7 billion. SCA- I resources are to be
refunded after all arrears have been cleared but can be

refunded earlier by a decision ofthe Executive Board.

In February 2004, the Executive Board reconfirmed as

broadly appropriate the decision taken in 2002 for a target
level of precautionary financial balances of some SDR 10

billion. It was agreed that the adequacy of the level of pre-
cautionary balances and the pace of accumulation, as well
as the application of the burden-sharing mechanism, will
need to be kept under close review.

Quota Developments

Since the IMF's liquidity position was adequate during the
year and the Thirteenth General Review of Quotas (see

Box 7 .7) is at an early stage, there were only a few note-
worthy quota developments in FY2004.

In July 2003, Executive Directors discussed further a num-
ber of issues related to the distribution of quotas of IMF
members.l2 The discussion confirmed broad support for a

quota formula that is simpler and more transparent than
the traditional formula. Directors noted that the prelimi-
nary results of calculating quotas using variables broadly
endorsed for inclusion in a new quota formula would not
lead to a significant change in calculated quota shares across

country groups, but a new quota formula would make it
easier to measure how out-of-line the quotas of individual
countries are relative to the size of their economies. As they

lrFrrr nrore tletails, see the IMF's website at www.imJ.org/extcrnol/np/sec/pn/
2003/pn03 t 06.htnt.

78



Financial Operations and Policies trl

discussed how best to move forward to achieve adjustments
in quota shares, Directors observed that, historically, signifi-
cant adjustments in quota shares tended to take place in the
context of general quota increases. Therefore, most Direc-
tors saw merit in a package that would involve a general
quota increase; ad hoc quota increases aimed at addressing
the clearest cases of shares that are out of line; and an

increase in basic votes specifically aimed at correcting the
erosion of the voting power of the smallest members. Most
Directors recognized that, in view of the IMF's satisfactory
liquidity position, there was no immediate need for a quota
increase.

As of April 30,2004,179 member countries accounting for
99.46 percent oftotal 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 four member countries were ineligible to
consent to their proposed increases because they were in
arrears to the IMF. On January 28,2004,the Executive
Board approved an extension of the period for consent to,
and payment of, quota increases under the Eleventh Review
to July 31,2004. At the close of the financial year, total quo-
tas amounted to SDR 212.8 billion.

SDR Developments

The SDR is a reserve asset created by the IMF in 1969 to
meet a long-term global need to supplement existing
reserve assets. SDRs are allocated to members in propor-
tion to their IMF quotas. A member may use SDRs to
obtain foreign exchange reserves from other members
and to make payments to the IMF. Such use does not
constitute a loan; members are allocated SDRs uncondi-
tionally and may use them to meet a balance of payments
financing need without undertaking economic policy
measures or repayment obligations. However, a member
that uses its allocated SDRs pays the SDR interest rate on
the portion used, 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 billion in
1978-81. The value of the SDR is based on the weighted
average ofthe values ofa basket ofmajor international
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 (see Box 7.8). 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 IMF. In addi-
tion, the SDR serves as the unit of account for the IMF and
a number of other international organizations.

Valuation

The value ofthe SDR is based on the weighted average ofthe values

of a basket of major international currencies. Jhe method of valua-

tion is reviewed at five-year intervals. Following completion of the lat-

est 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 cunency for a number of European countries and the growing

role of international flnancial markets. Cunencies 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

2001-2005 are the U.S. dollar, the euro, the Japanese yen, and the
pound sterling (see table).

lnterest 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 lnterbank Offered Rate),

Japanese Government thirteen-week fi nancing bills, three-month

U.K.Treasury bills, and three-month U.S.Treasury bills. During

FY2004, the SDR interest rate evolved in line with developments in

the major money markets, declining to as low as 1.49 percent in

July 2003, its lowest level on record, before gadually increasing to

1.62 percent at the end ofApril 2004. Over the course of FY2004,

the SDR interest rate averaged 1.58 percent (see figure).

SDR ValuaUon, as ofApdl 30,2004

Amount of Exchango
RatolCurrencl Equhalenf

U.S,0ollal

Euro

Japanese yen

Pound sterling
ti.S. dollar

0.4260
21.0000

0.0984
0.5770

1.19680
1 10.23000

1.77320
1.00000

0.509837
0.19051 1

0.174483
0.577000

1.451831
Memorandum:
sDR I - US$1.451831
us$1 - sDR 0.688785

lE\change rates in terms of U.S. dollars per currency unit except for the Japanese
yen, which is in currency units per U.S. dollar.

2Rounded to six digits.

SDR lntercst Rate,1994-Apd! 2004
(ln percent)

o
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There are two types of SDR allocations:

t General allocations. Decisions on general allocations of
SDRs are made for successive basic periods of up to five
years 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 members' total voting power. Two general

allocations have been approved. The first was distributed
in 1970-72, the second in 1979-81.

t Special one-time allocations.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's membership, which joined after the last general

allocation, has never received an SDR allocation. The spe-

cial allocation of SDRs would enable all members of the
IMF to participate in the SDR system on an equitable
basis and would double cumulative SDR allocations to
SDR 42.9 billion. The proposal will become effective
when three-fifths of the IMF membership ( I I I members)

representing 85 percent ofthe total voting power have

accepted the proposal. As of April 30,2004, l3l members
having 77.57 percent ofthe total voting power had
agreed, and only acceptance by the United States was

required to implement the proposal.

SDR 0perations and Transactions

AII 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 IMF to hold SDRs. The
balance of allocated SDRs is held in the IMF's GRA. Pre-

scribed 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. Tiansactions
in SDRs are facilitated by 13 voluntary arrangements under
which the parties stand ready to buy or sell SDRs for cur-
rencies that are readily usable in international transactions,
provided that their own SDR holdings remain within cer-

Table 7.6

(ln millions of SDRS)

Flnenclal lbars Ended Aprll 30

1996 1997 1998 1999 2000 2001 2002 2003 20041

Ilansfurc among psrtlclpents and proscdbed holderc

Transactions by agreement2

Prescribed operations3

IMF-related operationsa
Net interest on SDRS

Iotal

8,931
1,951

704
319

11,905

8,567
86

901
284

9,8:!9

7,471
88

606
268

8,312

13,817
4,577

756
289

19"139

6,639
293
684
274

7,&tt

2,8s8
1,186
t,794

762
6,000

1,140
228
925
t77

2,4L0

3,669
290
866
228

s,054

s,046
544
922
302

6,814

Ilansfers frum partlclpants to Genoral Resourcos Account
Repurchases

Charges

Quota payments

lnterest received on General Resources Account h0ldings
Assessments
Totrl

4,767
2,806
8,644

35
J

16,249

3,199
2,477

65
118

2
5,801

1,955
2,s05

62
31

2
4,555

2,981
2,456

16
18
2

5,472

5,572
1,985

70
53

4
7,68:t

2,918
1,877

44
4

4,84/l

3,826
2,600

528
138

3
7,094

4,364
1,616

51
4

6,035

1,631
2,304

56
)

3,993

Translers from Gsnoral ResourcesAccount to partlclpants
and pr€Ecdbod holdsrs

Purchases

RepaymenB of IMF borowings
lnterest on IMF borrowings

ln exchange for other members'currencies
Acquisitions to pay charges

Remuneration

0ther
Iotal

Iotel trensfers

6,460

49
1,092

259
7,859

27,448

9,522
7,429

46

3,50:

1,398
947

84
s,929

13,811

4,06: 4 ,243 2,2152,3613,16:,592

18

224
1,055

27
5,366

19,773

20
7,220

90
5,574

20,256

545
7,826

74
13,442

49,130

7,577
7,747
1,008
7,942

1,107
1,783

31
6,087

1,130
1,361

94
4,945

13,991

1,598
7,775

89
5,O17

15,63222,867 18,702

Genorsl Resources Account holdlngs at ond of podod 825 1,494 764 3,572 2,724 2,437 l,'t85 gGl 506

Note: - denotes zero.
1As of March 31,2004, except GRA holdings, which are as ofApril 26,2004.

the official rate as determined by the IME these transactions are usually arranged by the IME
30perations involving prescribed SDR holders. A prescribed SDR holder is a nonparticipant in the SDR Department that has been prescribed by the IMF as a holder of SDRS.

ber of decisions to prescribe sDR operations under the Trust Fund, the sff subsidy Account, the sAE the ESAE the PRGE and the HIPC lnitiative.
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tain limits.l3 These arrangements have helped ensure the
liquidity of the SDR system.ra

Total transfers of SDRs decreased in FY2004 to SDR 13.8

billion, from SDR 15.6 billion in FY2003. The largest trans-
fers of SDRs (SDR 49.1 billion) took place in FY1999, when

the volume of SDR transactions increased significantly
because of members'payments for quota increases (see

Table 7.6).

By April 30,2004, the IMF's own holdings of SDRs, which
had risen sharply as a result of payments for quota sub-
scriptions in 1999, had fallen to SDR 0.5 billion from about
SDR 1.0 billion a year earlier. SDRs held by prescribed hold-
ers amounted to SDR 0.4 billion. SDR holdings by partici-
pants increased to SDR 20.6 billion from SDR 19.9 billion
in FY2003. SDR holdings of the industrial and net creditor
countries relative to their net cumulative allocation
increased from a year earlier. SDR holdings of nonindustrial
members amounted to 76 percent of their net cumulative
allocations, compared with 72 percent a year earlier.

Safeguards Assessments

In FY2004, the IMF continued its efforts to safeguard GRA,
PRGR and HIPC resources by conducting safeguards assess-

ments of central banks of borrowing member countries.
Safeguards assessments aim at providing reasonable assur-

ance to the IMF that central banks have adequate frame-
works of reporting, audit, and controls for managing their
resources, including IMF disbursements (see Box 7.9). The

IMF makes recommendations on how central banks can

address the vulnerabilities identified in assessments, thereby
permanently improving controls and operations. The safe-

guards policy focuses on central banks, since they are typi-
cally the recipients of IMF disbursements.

The safeguards assessment framework was adopted as a per-
manent IMF policy by the Executive Board in March 2002,

after a two-year experimental period. The safeguards policy,
initiated against the background of several instances of mis-
reporting to the IMF and allegations of misuse of IMF
resources, aims at supplementing conditionality, technical
assistance, and other means that have traditionally ensured
the proper use of IMF loans.

r3These include 12 IMF members ancl one prescribed holder. In addition,
one member has established a one-way (selling only) arrangement with
the lMF.

laUnder the designation mechanism, participants whose balance of pay-

ments and reserve positions are deemed sufficiently strong may be

obliged, when designated by the lMF, to provide fieely usable currencies

in exchange for SDRs up to specified amounts. The designation mecha-

nism has not been used since I 987, following the set up of the voluntary
arrangements starting in 1986.

Financial 0perations and Policies

Objective of Safuguards Assessments

r To provide reasonable assurance to the IMF that a central bank's

control, accounting, reporting, and auditing systems and legal

framework in place to manage resources, including IMF disburse-

ments, are adequate to ensure the integrity of financial operations

and reporting to the IME

Applicability of Safeguards Assessments

r Central banks with new arrangements for use of IMF resources

approved after June 30, 2000; existing arrangements that are

augmented; member countries following a Rights Accumulation

Program (RAP) under which resources are being committed.

r Abbreviated assessments of only the external audit mechanism

for member countries with arrangements in efiect before June 30,

2000.
r Voluntary for members with staff-monitored programs.

r Not applicable to emergency assistance, first-credit-tranche pur

chases, and stand-alone CFFs.

Scope of Policy-ELRIC

r External Audit Mechanism;

r Legal Structure and lndependence;

r Financial Reporting Framework;

r lnternal Audit Mechanism; and

r lnternal Controls System.

Publication References

The staff's papers and other background information concerning the

safeguards policy are available al www.imf.or*/external/fin.htn.

Safeguards assessments apply to all countries with arrange-
ments for use of IMF resources approved after June 30,

2000, and are conducted whenever a new arrangement is

presented to the IMF Executive Board for approval.
Although safeguards assessments do not formally apply to
countries with staff-monitored programs (SMPs), these

countries are encouraged to undergo an assessment on a
voluntary basis, since, in many cases, SMPs are followed by
formal arrangements with the IMF. In FY2004, the Fund
conducted 20 safeguards assessments of member countries'
central banks, including one voluntary assessment, bringing
the total number completed as of April 30,2004, to 95. This
total includes 27 abbreviated assessments that were con-
ducted for arrangements in effect before Iune 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.

Safeguards assessments follow an established set of proce-

dures to ensure consistency in application. All central banks

Box 7.9
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subject to an assessment provide a standard set of docu-
ments to IMF staff, who review the information and com-
municate 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 recommenda-
tions. Such visits are conducted by IMF staff with possible
participation of technical experts drawn from the IMF's
membership. The review also takes into account the find-
ings and timing of previous safeguards assessments, includ-
ing the results of any follow-up monitoring.

The outcome of a safeguards assessment is a confidential
report that identifies vulnerabilities, assigns risk ratings, and
makes recommendations to the central bank authorities on
the steps needed to mitigate the identified risk. The authori-
ties, who have the opportunity to comment on all safe-

guards assessment reports, are expected to implement the
safeguards assessment recommendations; in some cases,

implementation may become a condition for program sup-
port. The conclusions and agreed remedial measures are

reported in summary form to the IMF Executive Board at

the time of arrangement approval or, at the latest, by the
time of the first review of the country's performance under
the arrangement, but the safeguards report itself is not
made available to the Board or the general public.

The implementation of safeguards recommendations is

monitored periodically by IMF staff. Safeguards monitoring
begins once the final assessment report is issued to the
authorities and continues as long as credit is outstanding.
The monitoring process primarily entails following up on
the recommendations arising from safeguards assessments

to ensure that ( I ) commitments made by the authorities
have been fulfilled; and (2) the recommendations have been

satisfactorily implemented. In general, commitments made
by the authorities are monitored in conjunction with over-
all program conditionality, and the main focus of safeguards

monitoring is therefore on the efficacy of implementation.
To this end, IMF staff request periodic updates and may
conduct an on-site monitoring review. Under monitoring,
country authorities must provide their audited financial
statements to the IMF annually, along with any recommen-
dations or special reports prepared by the external auditors
ofthe central bank.

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, iden-
tified vulnerabilities have declined in importance and fre-
quency. Experience has shown that central banks are

progressively implementing the measures recommended by
the Fund. In FY2004, central banks continued to implement
assessment recommendations at a high rate (over 92 per-
cent for the most important measures). The main areas of

improvement in central bank operations and controls
resulting from the implementation of safeguards measures

have included ( I ) establishing independent external audit
policies in accordance with international 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 management; and
(5) implementing independent, high-quality internal audit
functions. Central banks have generally embraced the find-
ings 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.

On a semiannual basis, IMF staff prepare summary reports
covering the activities and results of the safeguards policy
for the Executive Board. These reports are available on the
IMF website at www.imf.org/external/fin.htm. Acomprehen-
sive review of the safeguards policS with the involvement of
external experts, is scheduled to take place in early 2005.

As in the previous year, in FY2004 IMF staff continued to
enhance communication and dissemination of information
on the safeguards policy to central bank officials, holding
courses on safeguards assessments at the Ioint Africa Insti-
tute (Tunis) in ]une 2003 and at the IMF lnstitute (Wash-

ington) in November 2003. As of April 30,2004, 112

officials from 87 countries had attended courses on safe-

guards assessments.

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. l5

Total overdue financial obligations to the IMF were SDR

2.05 billion at the end of April 2004, up slightly from SDR

2.01 billion at the beginning of the financial year (Table

7.7). Although Sudan's arrears to the IMF declined as a

result of regular monthly payments in excess of obligations
falling due, overdue financial obligations by the other four
countries with protracted arrears-Iraq, Liberia, Somalia,
and Zimbabwe-continued to increase. As of April 30,

2004, almost all arrears to the IMF were protracted (out-
standing for more than six months), with 45 percent of
them representing overdue principal and the remainder

t5See Annunl Report 200l,pages72 and 73, for background on the IMF's
strengthened cooperative strategy [or dealing with arrears.
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Table 7.7

(ln millions of SDRs; as of April 30, 2004)

Financial Operations and Policies

welcomed the transitional government's
resumption of monthly payments to the
IMF of US$50,000. It discussed the

modalities of future IMF engagement

with Liberia, stressing that a continued
track record of cooperation and strong
policies would be needed to lay the

basis for normalizing relations with the

institution and other creditors over

time. In light of these first steps in
improving cooperation with the IMF
on both policies and payments and

Total

Goneral
Dopartment
(lncl. SAF) Dopartment

Trust
Fund

s0R
PRGF

8y Duratlon

Lsss than More than
6 months 6 months

lraq
Liberia

Somalia
Sudan
Zimbabwe

Total

54.3
504.4
219.9

7,070.2
196.7

2,045.5

450.0
201.6
991.2
118.3

1,761.1

54.3
24.2
10.3
0.1

30.2
7.9

78.9

117.0

1.0
2.6
1.3
3.9

18.1
26.9

53.3
501.8
218.6

1,066.3
t78.7

2,018.7
78.4
7E.488.9

overdue charges and interest. More than four-fifths of
arrears were to the GRA, with the remainder to the SDR

Department and the PRGF Trust.

The two countries with the largest protracted arrears-
Sudan and Liberia-account for 77 percent of the overdue

financial obligations to the IMF-with Somalia andZim-
babwe accounting for most of the remainder.16 Under the

IMF's strengthened cooperative strategy on arrears, remedial

measures have been applied against the countries with pro-

tracted arrears to the IMF.17 No changes were made in the

strengthened cooperative strategy on arrears during FY2004.

The IMF's Executive Board reviewed the overall arrears

strategy and extended the rights approach18 for one more
year. The Board also conducted several reviews of individual
member countries'overdue financial obligations to the IMF
during FY2004:

r In Septemb er 2003, the Board postponed the scheduled

review of Liberia's overdue financial obligations to the

IMF because of the highly unsettled political and secu-

rity situation in the country and the lack of reliable data

on economic developments, which precluded an assess-

ment of the country's economic policy and performance.
Subsequently, on March 1,2004,the Board held its first
review following the suspension of Liberia's voting and

related rights in the IMF on March 5, 2003. At the March
2004 review the Board welcomed the willingness of the

National Transitional Government of Liberia to improve
relations with the IMF and its initial steps in restoring a

functioning economy and government. The Board also

l6lraq's overdue net SDR charges and assessments account for 3.1 percent'
lTIn two cases (lraq and Somalia), the application of remedial measures has

been postponed because of civil conflicts, the absence of a functioning
government, and/or international sanctions.

r8Established 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.

Liberia's limited technical capacity and

overwhelming reconstruction needs,

the Board approved the resumption of technical assis-

tance to Liberia.

r The Board twice reviewed Sudan's overdue financial obli-
gations to the IMF-on June 6,2003, and on February 20,

2004. During the )une review, the Board noted the favor-
able poliry performance achieved by the Sudanese author-
ities under the2002 staff-monitored program (SMP) and

Sudan's commitment to a modest increase in monthly
payments to the IMF. It welcomed the agreement on a

new SMP for 2003 and urged Sudan to fully implement
the macroeconomic and structural policies specified in
the program. At the February review, the Board noted the

continued favorable policy performance achieved by the

Sudanese authorities under the 2003 SMP.

r The Board on two occasions reviewed Zimbabwe's over-
due obligations to the IMF. On June 6, 2003, the Board

decided to suspend the voting and related rights of Zim-
babwe against the background of the country's increas-

ing arrears and little improvement in economic poliry. In
its December 3,2003, review, the Board noted its inten-
tion to initiate promptly the procedure on compulsory
withdrawal with respect to Zimbabwe. On February 6,

2004, the Managing Director issued a complaint to the

Executive Board with respect to the compulsory with-
drawal of Zimbabwe from the IMF. This complaint was

placed on the Executive Board's agenda for substantive

consideration on fuly 7,2004.

As of end-April2004, Liberia, Somalia, Sudan, and Zim-
babwe were ineligible under Article XXVI, Section 2(a)

to use the general resources of the IMF. In addition,
Zimbabwe had 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 the

voting and related rights of Liberia and Zimbabwe in the
IMF were suspended. In addition, a complaint with respect

to the compulsory withdrawal of Zimbabwe from the IMF
remained outstanding.
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Budget, Human Resources,
and Organization

pinancial year 2004 saw continued budgetary con-
I'straint and refrrrm; management and senior staff
changes; and departmental reorganization to reflect
evolving circumstances.

The IMF's administrative budget for FY2004, which
authorized total expenditures of $837.5 million,
was underspent by $31.4 million, as the Fund ccln-
tinued to modernize its internal budgetary proce-
dures, prioritized the allocation of resources, and
retained a cap on the number of staff positions. Total
capital spending was within the approved budget of
$39.6 million. In October 2003, the Fund created a
new internal committee to advise management on
resource allocations for the FY2005 budget.

Management changes during the financial year
included the resignation of Managing Director Horst
Kohler in March 2004, following his acceptance of his
nomination for the position of President of Germany.
He was succeeded by Rodrigo de Rato in June 2004.
Deputy Managing Director Eduardo Aninat left the
Fund in lune 2003 and Deputy Managing Director
Shigemitsu Sugisaki retired in January 2004.They
were succeeded by Agustin Carstens and Takatoshi
Kato, respectively.

There were also a number of departmental changes.
The European II Department, formed in 1992 to
assist the Baltic countries, Russia, and other countries
of the former Soviet Union with their transition to a

market economy, was dissolved as the central and east

European countries prepared to join the European
Union. The countries formerly within the purview of
this department were transferred to the European
Department and the Middle East and Central Asia
Department (formerly the Middle Eastern Depart-
ment). In addition, the African Department was reor-
ganized toward the end of the financial year to
strengthen its capacity to support the low-income
countries that fall under its responsibility.

Administrative and Capita! Budgets

The IMF's Administrative Budget, which covers the
period from May I through April 30, provides funds
for personnel costs, travel, and other recurrent
expenses. It is approved by the IMF Executive Board
on both a gross and a net basis. The gross budget
includes expenditures that are funded from "reim-
bursements"-mainly external donor contributions
for capacity building (technical assistance and train-
ing of memtrer country officials) and a small amount
of revenue from publications. The net budget is

funded from the net income of IMF operations. The
Executive Board sets limits on gross and net expendi-
tures and a ceiling on full-time (both open-ended
and limited-term) staff positions. The Executive
Board also sets a three-year ceiling on expenditures
for capital projects-building facilities, including
regulatory-mandated and security-related upgrades,
and information technology projects-starting in the
forthcoming fi scal year.

Budget Reforms

Following an external review in 2001, the IMF is in
the process of modernizir.rg its internal budgetary
procedures and practices with a view to adopting, to
the extent practical and appropriate for the institu-
tion, an output-focused budget system along the lines
ofthose that have evolved in the public sector of
many industrial countries.

Consistent with this objective, the IMF has shifted to
dollar budgeting, while retaining a limit on the num-
ber of staff positions; created a top-down dollar limit
on the size of the Administrative Budget; reintro-
duced a medium-term expenditure framework;
required the preparation of departmental business
plans flor the delivery of services, both to member
countries and to other departments; developed a
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revised output and activity structure, to classifr Fund

departments' services; revised the internal accounts struc-
ture to facilitate budget management at the departmental
level; provided to the Executive Board information on the

full costs of new policy initiatives and financing proposals

as appropriate; and revamped the capital budget procedures

to bring them into line with standard practices.

In FY2004, along with the consolidation of the above

reforms, additional changes focused on better prioritizing
the allocation of resources, improving the costing of activi-
ties, and developing performance indicators. In October
2003, the internal Committee on Budget Priorities (CBP)

was created to advise management on resource allocations
for the FY2005 budget. In considering the broad allocation
of resources to outputs, the CBP took into account the

likely costs of new or expanded policies; anticipated pres-

sures from program or other intensive country work; pro-
jected demands for other primary outputs, including work
on technical assistance, research, standards and codes, and

external training; existing pressures on IMF staff or other
resources; and the scope for reducing or streamlining exist-

ing activities. Essential groundwork has also been done to
improve cost allocation by developing better measures and

apportionment of overheads. A task force on performance
indicators recommended that the Fund develop a system of
standards, emphasizing that, to be successful, the system

should be developed with adequate time, ownership, and

resources to support it.

In FY2005, the Fund will continue reform efforts already

under way in three areas: a new time-reporting system

(TRS), a new cost-allocation system to complement the

TRS, and a pilot program of performance indicators for
certain IMF activities. These reforms will be supported by a

determined effort to improve computerized management

information systems, under the guidance of the interdepart-
mental Information Technology Policy Committee. A large

part of this work is being outsourced.

As part of its budget reforms, the IMF has also begun

undertaking departmental reviews incorporating a zero-

based approach. The reviews, led by the Office of Internal
Audit and Inspection (OIA) with the participation of the

Office of Budget and Planning (OBP), aim to identifr activ-
ities that are of lower priority in meeting the goals of the

Fund and that may offer scope for resource reallocation to
higher priority areas. In addition, like earlier OIA exercises,

the reviews assess the effectiveness of departmental man-
agement in achieving the department's mission and goals.

The goal is to undertake two such departmental reviews

each year.

Budgets and Actual Expenditure in FY2004

The IMF's Administrative Budget for the financial year that
ended April 30,2004 (FY2004) authorized total expenditure
of $837.5 million (or $785.5 million net of reimburse-
ments). The FY2004 Capital Budget made provision for
expenditure of $39.6 million on projects commencing in
FY2004, including $13.2 million for building facilities proj-
ects and $26.4 million for information technology projects.

The Administrative Budget outturn for FY2004 amounted
to $806.1 million on a gross basis, $31.4 million (3.7 per-
cent) less than estimated in the original budget. This under-
spending was composed of $9.6 million in personnel

expenses, $9.1 million in travel, and $12.7 million for other
activities, including $5.0 million of unused contingencies.

Reimbursements were larger than budgeted because of a

more active pursuit of rebates and discounts in negotiating
airfares and increasing external donors' contributions for
technical assistance and training activity. On a net basis, the

FY2004 Administrative Budget was under by 4.8 percent.

The budget underrun reflected a combination of lower-
than-planned outputs, efficiency gains, and lower-than-
projected input costs.

Total measured outputs were below planned levels in bilat-
eral and regional surveillance, use of Fund resources, and

capacity building, while for the other two primary
outputs-( I ) policy development, research, and operation
of the international monetary system, and (2) standard

setting-output levels were closer to departments' aggregate

business plans. This underdelivery of outputs was driven
largely by higher-than-anticipated staff vacancies, in part
the result of major organizational changes.

Significant efficienry gains were achieved on travel. The
volume of travel fell relative to FY2003, in part because

missions, particularly those for Article IV consultations and

Financial Sector Assessment Program exercises, and those
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Table 8.1

(ln millions of U.S. dollars)

Flnanclal Ysar Endod

Apill 30,2002:
Actual Expensos

Flnancial Year Ended

Aprll 30,2003:
Actual Eryensos

Flnanclal Yoar Endlng
Apdl 30,2004:

Budgot

Flnanclal Year Ended

Aprll 30,2004:
Actual Exponses

Flnanclal lbar Endlng
Aprll 30,2005:

Budgot

Admlnlstratlvo Budtpt
Personnel expenses

Salaries
Beneflts and other expenses

Subtotal

other expenses

Travel

other expenses

Subtotal

Total Admlnlstratho Budget (goss)
Reimbursements

Total Admlnlstratho BudEBt (net)

320.7
161.0
481.7

94.4
145.3
239.6

721.3
(44.6)

676.7

337.1
191.3
528,4

79.9
155.7
235.6

764.0
(44.1 )

719,9

359.7
206.1
565.E

837.5
(52.0)

785.5

100.6
777.1
271.72

3s5.9
200.3
5s6.2

ol E

158.4
249,9

806.1
(58.s)

747.6

373.8
259.9
&t3.7

97.6
173.8
271.43

905.1
(s5.5)

849.6

Note: Figures may not add due to rounding.

2002, April 30, 2003, and April 30, 2004.
2lncludes $5 million in contingency reserves-$1 million for travel, $1 million for other expenditures, and $3 million for central staff allocation.
3lncludes $3 million in contrngency reserves-$1 million for travel, $1 million for other expenditures, and $1 million for central staff allocatlon.

of functional departments, were shorter and mission teams
were smaller.

On the input side, in addition to an overall higher vacancy
rate for staff positions, lower-than-budgeted personnel
costs were mainly the result of lower expenditure on outside
experts and changes to the U.S. tax code. The lower-than-
planned expenditure on experts reflects a greater shift
toward a more strategic (upstream) focus in technical assis-

tance delivery, with a related move away from long-term
resident experts to short-term assignments. The reduction
in income tax rates under the U.S. lobs and Growth Thx

Relief Reconciliation Act of 2003, enacted after the Fundi
FY2004 budget was approved, resulted in close to $4 million
less expenditure on tax allowances than projected in the
budget.

Total capital spendingin FY2004 was within the approved
budget. The Headquarters 2 building project remains
within the $149.3 million budget approved by the Executive
Board in April2002 and on track with the revised project
schedule (see Box 8.1). Information on the actual expendi-
tures of the Administrative Budgets for FY2002 through
FY2004 and budgeted expenditures for FY2004 and FY2005
is provided in Thble 8.1.

Budgets for ff2005

On April 28,2004, the Executive Board approved a gross
Administrative Budget of $905.1 million ($849.6 million
net of estimated reimbursements) for FY2005.lThis

rThe budget document can be accessed electronically at www.imf.org/
external/ np / o b p / b udget/ 040 1 0 4. h t nl.

amount includes a contribution to the Staff Retirement
Plan equivalent to l4 percent of gross staff remuneration
($74 million). It reflects a decision to normalize the annual
budgetary contribution to the Staff Retirement PIan at this
l4 percent rate, with drawings from or additions to reserves
to be made depending on the actuarial assessment of the
required contribution rate. Excluding this contribution to
the Staff Retirement Plan, the FY2005 budget represents an

increase of 2.4 percent in gross terms (2.1 percent in net
terms) over the FY2004 approved budget.

In line with the overarching objective of maintaining the
present size of the institution, the FY2005 administrative
budget is designed to fund the IMF's principal strategic goals
(as reflected in the April 19,2004, Report of the Acting Man-
aging Director to the International Monetary and Financial
Committee on the IMF's PoliryAgenda). These are strength-
ening the framework for surveillance and crisis prevention;
devising more effective crisis resolution strategies; assisting
low-income countries to achieve the high and sustainable
growth needed to reduce poverty and make decisive progress

toward the Millennium Development Goals; and enhancing
member countries' institutional capacity.

To help the Fund achieve these goals, the FY2005 budget
includes the following:

r Twelve additional staff positions in the African Depart-
ment to strengthen the IMF's work in the region; a new
unit will assist in integrating poverty and social impact
analysis into the IMF's work on low-income countries.

r Establishment of a Middle East Technical Assistance

Center to augment the Fund's capacity-building work in
that region.
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r Enhanced work on regional surveillance and, in line with
the IMF's Independent Evaluation Office recommenda-

tions, regular ex post assessments of countries that bene-

fit from the prolonged use ofFund resources.

The Fund will be able to implement these initiatives by
redeploying positions and dollar resources freed up by effi-

ciency gains in support activities, streamlining its work in
Europe and Asia, and reducing or eliminating lower-
priority activities. The FY2005 Administrative Budget also

provides for an expanded anti-money-laundering and

combating the financing of terrorism (AML/CFT) Program.
The Fund will meet the costs of this program by redeploy-

ing staffand resources and relying on external finance (for

related technical assistance). Three staff positions will be

added for the program, raising the total number of posi-

tions to 2,802.

In line with the above plans and priorities for FY2005, area

departments, as a group, plan to increase the share of their
resources devoted to surveillance by 0.5 percentage point,
from 46 percent in FY2004; functional and support depart-

ments plan to devote a greater share of their resources to

the support of the use of Fund resources in low-income

countries. Overall, departments also plan a small increase of
resources devoted to research on crisis prevention and the

international financial architecture, and to capacity build-
ing, particularly for the regional technical assistance centers.

The estimated share of each activity in the total outPut
funded from the net Administrative Budget is shown in
Figure 8.1.

In terms of input costs, the FY2005 Administrative Budget

takes account of lower projected price increases for FY2005

and incorporates a squeeze on volumes. Contingency provi-
sions for FY2005 have also been reduced from $5 million in
the FY2004 budget to $3 million. Relative to the FY2004

budget, the FY2005 budget provides for an increase of
3.9 percent in personnel expenses, whereas the provision for
nonstaff salaries (for consultants and contractual employ-

ees) is broadly constant in nominal terms. Taken together,

the provision for all nonpersonnel (travel plus other)
expenditures in FY2005 will fall slightly, in nominal terms,

relative to the FY2004 budget.

The three-year Capital Plan for FY2005-FY2007, which

covers all new capital projects scheduled to start in each of
the next three years and underpins the FY2005 capital

budget, is costed at $123 million, compared with $115 mil-
lion for the FY2004-FY2006 plan approved in FY2003. The

increase is accounted for by the cost of heightened security.

With the completion of the new Headquarters 2 building,
no additional major building works are planned over the

medium term. Investment in information technology will
decrease, following the recent spike in capital spending

associated with the replacement of the Fund's main admin-

Budget, Human Resources, and Organization

Construction is progressing well on a second IMF building adjacent

to the existing headquarters. Ihe new building will enable the IMF to

accommodate its entire staff within a single headquarters complex

and reduce overall costs by eliminating the need to lease commer-

cial office space. Construction ofthe new building began in october

2002. 0ccupancy is currently scheduled to be completed in mid-

2005, which is earlierthan the original schedule ofJanuary 2006.

The Fund expects to lease out retail space on the fiIst floor of the

building.

istrative and financial information systems over the past

two fiscal years.

Against this background, the FY2005 Capital Budget

amounts to $31.8 million, consistent with the three-year

ceiling on expenditures for capital projects. This year's

capital budget includes the heightened-security projects
mentioned above, further integration of economic data-

bases, and the core network infrastructure for the new
building.

The Medium-Term Expenditure Framework

Since FY2002, the IMF has prepared an annual, medium-

term expenditure framework that reflects the cost, with the

number of staff positions unchanged, of policies covering

the current and each of the following two financial years.

The framework allows for the same price increases for per-

sonnel, travel, and other expenditures as are assumed in the

FY2005 budget. This year's expenditure framework takes

(As a percent of net Adninistrative Budget)

Capacity-building services

22.5%
Policy dewlopment, research,

and operauon of international

monetary system

9.1%
Use of IMF resources

33.6%

Bilateral and regonal

surveillance

30.4%

Standard-setter/provider of

standardized information

4.4%

Box 8.1

Figure 8.1
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into account the location and the cost of the Annual Meet-
ings (Washington, D.C., in FY2005 and FY2006 and Singa-
pore in FY2007) and the opening ofthe Headquarters 2

building (including the move-in costs, the savings in lease

and other rented-property costs, and the operating costs of
the new building). Based on the above assumptions and
adjustments, the Fund's net administrative expenditures are
expected to increase by 3.6 percent in FY2006 and 3.8 per-
cent in FY2007.

Human Resources

The Managing Director appoints a staff whose sole respon-
sibility is to the IMF, whose efificiency and technical compe-
tence are expected to be, as set forth in the Articles of
Agreement, of the "highest standards," and, subject to "the
paramount importance" of securing such standards, whose
diversity by nationality should reflect its 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 ofethical 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,
the IMF relies on a financial certification and disclosure
process for staffand 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 inter-
national civil servants interested in spending a career, or a
significant part of a career, at the IMF. At the same time, the
IMF recognizes the value of shorter-term employment and
recruitment of mid-career professionals, given the changing
labor market and the benefit of fresh perspectives. In the
case of a number of skills and jobs-relating mainly to cer-
tain services and highly specialized economic and financial
skills-business considerations have called for shorter-term
appointments or for outsourcing.

As of December 3 l, 2003, the IMF employed 1,954 profes-
sional and managerial staff (about two-thirds of whom
were economists) and 739 staff at the assistant level. In
addition to its staff, the IMF had 317 contractual employees
on its payroll, including technical assistance experts, con-
sultants, and other short-term employees not subject to the
staffceiling. Of the IMF's 184 member countries, 141 were
represented on the staff. (See Table 8.2 for the evolution of
the nationality distribution of IMF professional staff since
1980.)

Changes in Management and Senior Staff

Managing Director Horst Kdhler resigned from the Fund
on March 4,2004, following his acceptance of his nomina-
tion for the position of President of Germany. In its April
Communiqu6, the IMFC paid tribute to Mr. Kcihler for his
leadership of the IMF during the past four years and his
work to promote close international cooperation so that all
can share in the benefits of globalization. On May 4,2004,
the Executive Board selected Rodrigo de Rato to serve as

Managing Director for a five-year term, which began on
1une7,2004. 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.

Deputy Managing Director Shigemitsu Sugisaki retired
from the Fund on January 3l,2004,having served as

Deputy Managing Director since February 1997, prior to
which he had been Special Advisor to the Managing Direc-
tor since August 1994. Thkatoshi Kato took up his position
as Deputy Managing Director on February 4,2004, follow-
ing a distinguished career in the )apanese government,
international organizations, and academia, which included
appointments as fapan's Vice Minister of Finance for Inter-
national Affairs and more recently as Advisor to the Presi-
dent of Bank of Tokyo-Mitsubishi and Visiting Professor at
Waseda University.

Agustin Carstens assumed office as Deputy Managing
Director on August 1,2003, succeeding Eduardo Aninat.

(ln percent)

Reglon2 1980 1990 2003

Afrlca 3.8 5.8 5.4

Asla
Japan

other Asia

t2.3
1.4

10.9

12.7
1.9

10.8

1s.5
1.5

14.0

Eurcpe
France

Germany

Italy
United Kingdom

Transition economies
other Europe

39.5
6.9
3.7
7.7
8.2

34.5
4.4
5.0
2.8
5.4
4.5

12.4

35.1
5.5
4.3
7.4
8.0

15.919.0

Mlddls East 5.4 5.5 4.6

Wostern Homlsphore
Canada

United States
other Western Hemisphere

39.1
2.6

25.9
10.6

40.1
3.8

24.6
tt.7

41.0
2.8

25.9
12.3

Total 100.0 100.0 100.0

llncludes staff in Grades 49-85.
2Regions are defined broadly on the basis ofthe country distribution ofthe IMF's area
departments.The European region includes Russia and countries of the former Soviet Union.

Ihe Middle East region includes countries in North Africa.

Table 8.2
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Table 8.3

II

Prior to taking up his current posi-
tion he was Mexico's Deputy Secre-

tary of Finance, and from 1 999-2000,

after a career at the Banco de Mdxico,

he served as an Executive Director at

the IMF.

Raghuram G. Rajan took up his post

as Economic Counsellor and Direc-
tor of the Research Department in
October 2003. Before his appoint-
ment, he taught at the Graduate

School of Business at the University
of Chicago, where he is the foseph L.

Gidwitz Professor of Finance.

Recruitment and Retention

In 2003, 175 people joined the IMF
staff, compared with 216 in 2002.

The new recruits included 74 econo-

mists, 5l professionals in other spe-

cialized career streams, and 50

assistants. Thirty-two of the recruits
were mid-career economists, and

35 entered the two-year Economist
Program, which is designed to famil-
iarize entry-level economists with
the work of the IMF. Participants in
the program are placed in two differ-
ent departments, for 12 months

(ln U.S. dollars, effective May 1,2004)

Range Rante
Grade Mlnlmum Ma{mum

Budget, Human Resources, and 0rganization

lllustratho Posltlon Tlues

A1

A2

AJ

A4

A5

A6

A8

A9

A10

A11

A72

A13

A14

A15/BL

82

B3

B4

B5

47,250

52,920

56,280

64,730

74,350

104,460

118,040

136,090

t6t,720
188,460

227,970

35,930

40,270

45,020

50,460

56,530

63,280

70,890

79,420

84,480

97,130

111.570

756,720

777,720

797,470

210,430

23s,580

266,410

23,930

26,810

30,000

33,620

37,770

42,720

Not applicable (activities at this level have been outsourced)

Driver

Staff Assistant (Clerical)

Staff Assistant (Beginning Secretarial )

Staff Assistant (Expenenced Secretarial)

Senior Secretanal Assistant, other Assistants (e.g., Editorial, Computer

Systems, Human Resources)

Research Assistant, Administrative Assistant

Senior Administrative Assistants (e.g., Accounting, Human Resources)

Librarian, Translator, Research offlcer, Human Resources officer

Accountant, Research officer, Administrative offl cer

Economist (Ph.D. entry level), Attorney, Specialist (e.9., Accounting,

Computer Systems, Human Resources)

Economist, Attorney, Specialist (e.g., Accounting, Computer Systems, Human

Resources)

Economist, Attorney, Specialist (e.g., Accounting, Computer Systems, Human

Resources)

Deputy Division Chief, Senior Economist

Division Chief, Deputy Division Chief

Division Chief, Advisor

Assistant Department Director, Advisor

Deputy Depanment Director, Senior Advisor

Department Director

83,250 724,930

93,280 139,900

each. Those who perform well are offered regular staff
appointments.

During 2003, 167 staff members, I l2 of whom were in
professional and managerial grades, separated from the

organization. The separation rate for these staff was

6.0 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. The IMF's staff
salary structure is reviewed annually by the Executive Board

and, if warranted, adjusted on the basis of a comparison
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 4.0 percent for FY2004,

and the Board approved an increase of3.6 percent for
FY2005 (Table 8.3).

Note: Because liIF 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-oltax basis, whach is generally equivalent to the aftertax take-home pay of the employees of the public

and private sector firms from which IMF salaries are derived.

M a n a ge m e nt Re m u n e rati o n

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 I, 2003 is as follows:

Managing Director $344,8202

First Deputy Managing Director $302,410

Deputy Managing Directors $288,010

Management remuneration is subject to periodic structural
reviews by the Executive Board and annual revisions. It is
autonomous and not formally linked to remuneration in
other international organizations.

Executive Boa rd Re mu ne rati o n

Upon the recommendation of the Board of Governors'
Committee on the Remuneration of Executive Directors,
the Governors approved increases of3.5 percent in the

remuneration of Executive Directors and their Alternates

2ln addition, a supplemental alkrwance of $6 I ,700 is paid to cover

expenses.
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All staff
Women

[,len
46.6

1,444
b/b
768

1980 1990 20031

Number Percent ]{umber Percsnt l{umber Porcont

The IMF places strong emphasis on
people management skills and diver-
sity sensitivity in assessing the per-
formance of supervisors and in
recruitment and promotion decisions,
which are of particular importance in
an institution with a diverse work-
force. Since 1995, the Senior Advisor
on Diversity, who reports to the
Managing Director, has advised and
assisted management, the Human
Resources Department (HRD), and
other departments on ways to
strengthen and monitor nationality
and gender diversity (tbles 8.2,8.4,
and 8.5) and on diversity manage-
ment. In line with the IMF's diversity
strategy, HRD continues to focus on
integrating diversity into its human
resource management policies, proce-
dures, and practices.

100.0
46,8
53.2

1,774
827
947

2,893
1,239
t,454

100.0

53.4

100.0
46.0
54.0

Total support staff2
Women

Men

613
492
127

100.0
84.1
15.9

100.0
80.3
79.7

642
540
702

739
622
1t7

100.0
84.2
15.8

Total professlonal staff3
Women

l\4en

Iota, econornrsts
Women

Men

Women

646
173
473

362
42

320

284
131
153

100.0
26.8
73.2

700.0
11.6
88.4

700.0
46.7
53.9

100.0
30.5
69.5

700.0
73.2
86.8

700.0
55.4
44.6

1,597
562

1,035

968
235
733

629
327
302

100.0
35.2
64.8

100.0
24.3
75.7

700.0
52.0
48.0

897
274
623

529
70

459

368
204
164l\,len

2?5
13

222

784
I

t75
57

4
47

Total msnagerlal staff4
Women

Men

fota, economrsts
Women

l\4en

Totat speclatlzed car?er str€ams
Women

Men

185
1.t

174

99
4

95

86
7

79

100.0
5.9

94.1

700.0
4.0

96.0

700.0
8.1

91.9

100.0
5.5

94.5

700.0
4.9

95.1

700.0
7.8

92.2

357
55

302

286
31

255

100.0
15.4
84.6

700.0
10.8
89.2

77 700.0
24 33.8 An Enhanced Diversity Action Plan
47 66.2 was introduced in 2003. The plan

llncludes only staff on duty; ditfers from the number of approved positions,
2Staff in Grades A1-A8.
3staff in Grades A9-A15.
4stafl in Grades 81-85.

effective luly l, 2003. The remuneration of Executive Direc-
tors is $188,980.3 The remuneration of A-lternate Executive
Directors is $163,470.4

Diversity

During 2003, the Executive Board continued to emphasize
the importance of staff diversity in improving the IMF's
effectiveness as an international institution. Notable pro-
gress was achieved in the recruitment and promotion of
several underrepresented staff groups, but more still has to
be done to reach a balanced regional representation in all
grade groups. At the managerial level, the shares of women
and ofstafffrom developing countries rose slightly, to
15.4 percent and 31.1 percent, respectively. In both cate-
gories there is still room for improvement.

rln determining the salary adjustments for Executive Directors, the com-
mittee took into consideration 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 coun-
tries' consumer price index.

aThese figures do not apply to the U.S. Executive Director and Alternate
Executive Director, who are subject to U.S. congressional salary caps.

includes quantitative and qualitative
benchmarks for the most underrep-
resented staff groups-women and
staff from developing countries, and
nationals of African, Middle Eastern,

and emerging market countries. A Fundwide mentoring
program was established for mid-career newcomers, and
selection procedures and the special appointee program
were revised to improve the Fund's response to diversity
needs. Family-friendly work arrangements and benefits
were reinforced. The IMF also strengthened its policy on
discrimination and consolidated previous policies and
statements related to discrimination in one document.

Achieving satisfactory diversity of staff in an institution that
emphasizes career employment is a continuing challenge
that requires concerted effort. Progress is monitored and
problems are reported in a transparent 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 departments to identifr needs
and opportunities for promoting diversity in each depart-
ment's annual human resources plan, which provides a

business-relevant and systematic framework for the IMF's
diversity efforts. Typically, departmental and Fund-wide
diversity actions include initiatives in recruitment and
career planning, orientation and mentoring for newcomers,
and measures to improve performance assessment and
management selection and development. The Fund is mak-
ing special efforts to increase the transparency of human
resource policies, procedures, and statistics.
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Table 8.5

Staff

1990 20031

Number Percent Number Percent

Budget, Human Resources, and Organization II

number of transition economies, the European II Depart-
ment was dissolved, reducing the number of area depart-
ments from six to five. The transition countries were moved

into two other, enlarged departments-the European

Department and the Middle East and Central Asia Depart-
ment (formerly, the Middle Eastern Department).

The five current area departments-African, Asia and
Pacific, European, Middle East and Central Asia, and Western

Hemisphere-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'eco-
nomic reform programs and for reviewing performance
under these IMF-supported programs. Together with rele-

vant functional departments, they provide member coun-
tries with policy advice and technical assistance and

maintain contact with regional organizations and multilat-
eral institutions in their geographic areas. Supplemented by
staff in functional departments, area departments carry out
much of the IMF's country surveillance work through
direct contacts with member countries. In addition, 90 area

department staff are assigned to members as IMF resident

representatives (see Box 8.2).

Functional and Special Services Departments

The Finance Department (formerly the Treasurer's Depart-
ment) has a mission to mobilize, manage, and safeguard the

IMF's financial resources to ensure that they are deployed in
a manner consistent with the Fund's overall mandate. This
entails major responsibilities for the institution's financial
policies and for the conduct, accounting, and control of all
financial transactions. In addition, the department safe-

guards the IMF's financial position by assessing the ade-

quacy of the Fund's capital base (quotas), net income
targets, precautionary balances, and the rates of charge and

remuneration. Other responsibilities include investing

funds in support of assistance to low-income countries and

conducting assessments of borrowing members' central
banks.

The Fiscal Affairs Departmenr is responsible for activities
involving public finance in member countries. It partici-
pates in area department missions on fiscal issues, reviews

the fiscal content of IMF policy advice and IMF-supported
adjustment programs, and provides technical assistance in
public finance. It also conducts research and policy studies

on fiscal issues, as well as on income distribution and

poverty, social safety nets, public expenditure policy issues,

and the environment.

The lMF Institute provides training for officials of member
countries-particularly developing countries-in such

areas as financial programming and policy, external sector

All stafi
Developing countries
lndustrial countries

L,774
737

1,043

100.0
47.2
58.8

2,693
1,168
1,525

100.0
43.4
56.6

Total support staff2
Developing countries
lndustrial countries

642
328
314

739
408
331

100.0
51.1
48.9

100.0
55.2
44.8

Total professlonal staff3
Developing countries
lndustrial countries

fota, economrsh
Developing countries
lndustrial countries

Totat spectatlzed career str€ams
Developing countries
lndustrial countries

1,597
649
948

968
419
549

629
230
399

897
343
554

529
220
309

368
723
245

100.0
38.2
61.8

700.0
41.6
58.4

700.0
33.4
66.6

100.0
40.6
59.4

700.0
43.3
56.7

700.0
36.6
63.4

Total managerlal staff4
Developing countries
lndustnal countries

lotal economtsts
Developing countries
lndustrial countries

Total spectallzed career strcarns
Developing countnes
lndustrial countries

235
60

175

784
cn

130

57
6

45

100.0
25.5
7 4.5

700.0
29.3
70.7

700.0
11.8
88.2

357
111
246

286
93

193

77

18
53

100.0
31.1
68.9

700.0
32.5
67.5

700.0
25.4
7 4.6

llncludes only staff on duty; differs from the number ol approved positions.
2staff in Grades A1-A8.
3Staff in Grades A9-A15.
4staff in Grades B1-85.

0rganizatlon

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 (Figure

8.2). All Governors meet once each year at the IMF-World
Bank Annual Meetings; 24 of the Governors sit on the lnrer-
national Monetary and Financial Committee (IMFC) and

meet twice each year. The day-to-day work of the IMF is

conducted at its Washington, D.C., headquarters by its Z+-

member Executive Board; this work is guided by the IMFC
and supported by the IMF's professional staff. The Manag-

ing Director is Chair of the Executive Board and head of
IMF staff; he is assisted by three Deputy Managing Direc-
tors. (For more about IMF governance, see Section 6.)

The IMF staff is organized mainly into departments with
regional (or area), functional, information and liaison, and

support responsibilities. These departments are headed by
directors who report to the Managing Director.

Area Departments

In November 2003, given the progress of the transition
process and the prospect of European Union accession for a
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Figure 8.2

(As ot April 30, 2004)

lnvestrnent
office-Staff

Retirement Plan

Office of
Budget

and Planning

0fiice of lnternal
Audit and
lnspecton

ofrice ofTechnical
Assistance

Managemsnt

Area
Departments

African
Department

fuia 8nd Pacmc

Dopartment

Euopean
Departmentl

Ofiices in
Eumpe
(Paris,

Brussels,

Geneva)

Financo

Depaftment

Fiscal Afialrs
Department

lnstitute

Joint Africa

lnstitute

Joint
Vienna

lnstitute

Legal

Department

Monetary and
Financial Systems

Department

Policy Development
and

R6via^, Department

Research Department

Statistics
Depanment

Funcdonal and Speclal
SorYlces Departments

lnformaUon
and lJalson

Extemal Relatioos
Department

Regonal Offlce for
Asia and $e PaciffC

Fund 0fiice
United Natons2

Support
Servlces

Humsn Resources

Department

Secrctarfs
Doparment

Technolo$/ and
General Services

Depanmem

IMF

Middlo East and
c,enralAsla
Departmentl Singaporc

Training

lnstitute

Westem Hem'rsphele

Department
lntemational

Capital Markeb
Department

lThe European I Department, European ll Department, and Middle Eastern Department
were reconfigured on November 1,2003, to form the European Department and the
Middle East and Central Asia Department.

2Attached to the office of the Managing Director.
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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 Section 5.)

The International Capital Markets Department assists the

Executive Board and management in overseeing the inter-
national monetary and financial system and enhances the

IMF's crisis prevention and crisis management activities. As

part of surveillance, the department prepares a twice-yearly
Global Financial Stability Report that assesses developments

and systemic issues in international capital markets. Staff
members also liaise with private capital market participants,
national authorities responsible for financial system poli-
cies, and official forums dealing with the international
financial system. In addition, the department plays a leading

role in the IMF's conceptual and policy work related to
international capital market access and gives technical

advice to members on how to gain access to international
markets and how to benefit from this access, as well as on
strategies for external debt management.

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, pro-
vides technical assistance on legislative reform, assesses the

consistency of laws and regulations with selected interna-
tional standards and codes, responds to inquiries from
national authorities and international 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 organ-
ized around four operational areas-financial system

surveillance, banking supervision and crisis resolution,
monetary and exchange rate infrastructure and operations,
and technical assistance. It provides analytical, operational,
and technical support to member countries and area

departments, including development and dissemination
of good policies and best practices. An important role is
coordinating with collaborating central banks, supervisory
agencies, and other international organizations. The

change of name from Monetary and Exchange Affairs
Department on May 1,2003, reflects the expanded res-

ponsibilities of the reorganized department, which now
includes the Financial Sector Assessment Program and
anti-money-laundering and combating the financing of
terrorism assessments.

The Policy Development and Review Department plays a cen-

tral role in the design and implementation of IMF financial
facilities, surveillance, and other policies. Through its
review of country and policy work, it ensures the consistent

Budget, Human Resources, and Organization E

application of IMF policies throughout the institution. In
recent years, the department has spearheaded the IMF's
work in strengthening the international financial system,

streamlining and focusing conditionaliry and developing
the Poverty Reduction and Growth Facility (PRGF) and the

HIPC Initiative. PDR economists participate in country
missions with area department staff and assist member
countries that are making use of IMF resources to mobilize
other fi nancial resources.

The Research Department conducts policy analysis and
research in areas relating to the IMF's work. The depart-
ment plays a prominent role in surveillance and in develop-

ing IMF policy concerning the international monetary
system. It cooperates with other departments in formulat-
ing IMF policy advice to member countries. It coordinates

the twice-yearly World Economic Outlook exercise and pre-
pares analysis for the surveillance discussions of the Group
ofSeven, Group ofTwenty, and such regional groupings as

the Asia-Pacific Economic Cooperation (APEC) forum, and

the Executive Board's seminars on world economic and

market developments. The department also maintains con-
tacts 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 producing methodological

At the end of April 2004, the IMF had 90 resident representative

positions covering 84 member countries in Afiica, Asia, Europe, the

N4iddle East, and the Western Hemisphere. Planning is under way to

open new ofiices in Jordan (in support of lraq) and the Dominican

Republic.Ihese 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 typi-

cally have good access to key national policymakers, can have a

major impact on the quality of IMF country work. ln particular, resi-

dent representatives contribute to the formulation of IMF policy

advice, monitor performance-especially under IMF-supported pr0-

grams-and coordinate technical assistance.They can also alertthe

IMF and the host country to potential policy slippages, provide on-

site program support, and play an active role in IMF outreach in

member countries. Since the advent of enhanced initiatives for low-

income countries, resident representatives have helped membem

develop their poverty reduction strategies (see Section 4) by taking

part in country-led discussions on the strategy and presenting IMF

perspectives.They also support monitoring of program implementa-

tion and institution building, working with different branches of gov-

ernment, civil society organizations, donors, and other stakeh0ldeE.

Box 8.2
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manuals. The department provides technical assistance 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.

lnformation and Liaison

The External Relations Department plays a key role in pro-
moting public understanding of and support for the IMF
and its policies. It aims to make the IMF's policies under-
standable through many activities aimed at transparency,
communication, 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 organi-
zations and parliamentarians, and manages the IMF's web-
site. (See also Appendix V.)

The IMF's ofices 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 Appendix IV.)

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
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
work of the IMF's governing bodies and provides secretariat
services to them, as well as to the Group of Twenty-Four. In
particular, it assists management in preparing and coordi-
nating the work program ofthe Executive Board and other
official bodies, including scheduling and assisting in the con-
duct of Board meetings. The department, in cooperation
with the World Bank, also manages the Annual Meetings.

The Technology and General Services Department manages

and delivers a full range of services essential for the IMF's
operation. These include information services (information
technology, library services, multimedia services, records
and archives management, and telecommunications) ; facili-
ties services (building projects and facilities management);
general administrative services (travel management, confer-
ence and catering services, and procurement services); lan-
guage services (translation, interpretation, and preparation
of publications in languages other than English); and a

broad range of security and business continuity services
(covering headquarters security, field security, and informa-
tion technology security).

The IMF also has ofices responsible for internal auditing
and review of work practices, budget matters, technical
assistance, and investments under the staff retirement plan.

I ndependent Eva luation 0ffice

The IMF's Independent Evaluation Ofice (IF.O) provides
objective and independent evaluation on issues related to
the Fund. The office operates independently of IMF man-
agement and at arm's length from the IMF's Executive
Board. The IEO enhances the learning culture of the IMF,
promotes understanding of the IMF's work, and supports
the Board in its governance and oversight. (For more infor-
mation on the IEO see Section 3.)
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Appendix

I nternational Reserves

Total international reserves, including gold, increased by 74 per

I cent during 2003 and stood atSDR 2.4trillion atthe end of the

year (Table 1.1). Foreign exchange reserves, which constitute the

largest component of oflicial reserve holdings, grew by 15 percent,

to SDR 2.0 trillion. IMF-related assets, which make up the rest of

nongold reserves, remained broadly unchanged at SDR 86 billion.

The market value of gold held by monetary authorities increased by

9 percentto SDR 256 billion in 2003.1

Foreign Exchange Reserves

Foreign exchange reserves accounted for 96 percent of nongold

assets at the end of 2003. The developing countries, which held 63

percent of all foreign exchange reserves at the end of 2003,

increased their holdings by 16 percent, to SDR 1.3 trillion, continuing

the trend set in recent years. During 2003, the foreign exchange hold-

ings of industrial countries rose by 14 percent, to SDR 743 billion.

ln 2003, the oil-exporting developing countries'foreign exchange

assets, which amount to nearly 10 percent of all developtng countries'

foreign exchange reserves, increased by 9 percent, to SDR 113 billion.

The foreign exchange reserves of the net creditor developing country

group rose by 1 1 percent, to sDR 246 billion, and those of net debtor

countries grew by 17 percent, to SDR 1.0 trillion. Foreign exchange

reserves of net debtors without debt-servicing problems increased by

18 percent, to SDR 884 billion, while those of countries with debt-

servicing problems increased by 14 percent, to SDR 155 billion.

Holdings of IMF-Related Assets

During 2003, total ll\,lF-related assets (that is, reserve positions in

the IMF and SDRs) increased by less than 1 percent, following

increases of more than 10 percent in the two preceding years. lndus-

trial member countries hold a majority of llvlF-related assets:

79 percent at the end of 2003. Members'reserve positions in the

IMF-which consist of members'reserve tranche and creditor posi-

tions-remained broadly unchanged at SDR 67 billion, with the SDR

holdings of ll\4F members remaining unchanged at SDR 20 billion.

Gold Reserves

The market value of gold reserves increased by 9 percent in 2003, to

SDR 256 billion, reflecting an 11 percent increase in the SDR price

of gold and a 2 percent decline in the physical stock of official gold.

The share of gold in officially held reserves has declined gradually to

11 percent by the end of 2003, whereas, in the early 1980s, gold

lofficial monetary authorities are central banks and also currency boards,

exchange stabilization funds, and treasuries, to the extent that they perform

monetary authorities' functions.

made up about half of all officially held reserves. N/ost of the gold

reserves (83 percent) are held by industrial countries: gold consti-

tuted 21 percent of these countries'total reserves at the end of

2003. Gold reserves accounted for 3 percent of the total reserves of

the developing countries.

Developments During the First Quarter
of 2004

Total reserve assets rose by SDR 183 billion during the first quarter

of 2004, whereas foreign exchange reserves increased by SDR 181

billion over the same period. Reflecting an increase in the SDR price

of gold since the end of 2003, the market value of gold reserves

increased by nearly SDR 5 billion during the first quarter of 2004,

while the physical stock of official gold declined by 2 million ounces.

Holdings of IMF-related assets declined by SDR 3 billion.

Currency Composition of Foreign
Exchange Reserves

The cunency composition of foreign exchange reserves has changed

gradually over the past decade, with the share of U.S. dollar holdings

in foreign exchange reserves rising from 53 percent in 1994 to

67 percent in 2001 (Table 1.2).2 
,n2002 and 2003, however, the

share of U.S. dollar holdings declined to 64 percent. Notwithstanding

a substantial increase in official reserves held in U.S. dollars over

these two years, the weakening of the U.S. dollar vis-i-vis other

major currencies implied a decline in the share of U.S. dollar hold-

ings (see the last paragraph for details). The euro, which replaced 1 1

European currencies and the European currency unit (ECU) on Janu-

ary 1, 1999, accounted for 20 percent of total foreign exchange

reserves in 2003, higher than its average since 1999. Given that, at

the introduction of the euro, the Eurosystem's reserves previously

denominated in euro legacy currencies3 became domestic assets of

the euro area, the share of the euro in 1999-2003 is not directly

comparable with the previous years' combined share of the four euro

legacy cunencies identified in Table 1.2: deutsche mark, French franc,

Netherlands guilder, and private ECU. However, after adjusting the

data to take into account only holdings of these currencies outside

the euro area, their combined share in 1998 was virtually identical

to the share of the euro in 1999.

This table incorporates revisions to historical data that were first announced in

a press release issued on November 19,2003 (see www.imf.org/external/

np/sec/pt/2003/pr03196.ntm).The main revisions were to report as euro

holdings certain reserves that were originally reported (including in the 2003

Annual Repott) as being held in unspecifled currencies.
3Those foreign exchange reserves that, up to December 31, 1998, were

denominated in the former national cunencies of countries in the euro area

and private ECUS.
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lMFAnnual Report 2004

@ offfclat Holdlngs of Reerve Assetsl

(ln billions of SDRS)

1998 1999 2000 2001 2002 2003
March
20ul

All countrlos
Total reserves excluding gold

IMF-related assets

Reserve positions in the IMF

SDRs

Subtotal, IMF-related assets
Foreign exchange

Total reservos excludlng gold

Gold2

Quantity (millions of ounces)
Value at London market price

Total rcserves lncludlng gold

60.6
20.4
81.0

1,167.0
1,248.0

968.4
197.9

1,446.0

54.8
18.5
73.2

t,297.8
1,371.0

967.1
204.5

1,575.6

47.4
18.5
65.9

1,485.5
1,551.3

952.7
200.6

1,751.9

56.9
19.6
76.4

7,627.9
1,704.3

942.8
207.4

1,9 1 1.7

66.1
19.7
85.7

t,763.2
1,848.9

930.6
234.6

2,083.5

66.5
19.9
86.4

2,028.0
2,114.4

913.1
256.4

2,370.8

63.5
20.2
83.8

2,208.7
2,292.5

911.3
260.8

2,553.3

lndustrlal countrles
Total reserves excluding gold

IMF-related assets

Reserve positions in the l[4F

SDRs

Subtotal, IMF-relatod assets
Foreign exchange

Iotal reserves excludlng gold

Gold2

Quantity (millions of ounces)
Value at London market price

Total reserYes lncludlng gold

53,9
15.8
69.8

475.8
545.6

46.8
t4.7
61.5

526.1
587.6

39.7
14.4
54.1

596.2
6s0.3

47.0
16.0
62.9

620.5
683.4

53.7
15.8
69.5

6s3.0
722.5

52.6
15.3
67.9

7 42.7
810.6

808.7
165.3
710.9

810.4
77 7.4
759.0

796.5
167.8
818.1

783.5
772.4
855.8

769.8
194.1
916.6

754.3
277.8

1,022.4

50.6
15.4
66.0

845.1
911.1

752_O

215.2
1,128.3

DeYeloplng countrles
Total reserves excluding gold

IMF-related assets

Reserve positions in the IMF

SDRs

Subtotal, IMF-relatsd assets
Foreign exchange

Total reserYes excludlng gold

Gold2

Quantity (millions of ounces)
Value at London market price

Total rcsenes lncludlng gold

12.3
3.9

L6.2
1,1 10.1
1,126.4

72.9
4.8

L7.8
1,363.6
1,381.4

6.7
4.5

tt.2
691.2
702.4

8.0
3.7

11.7
771.7
78:t.4

156.6
33.1

816.6

7.7
4.7

11.8
889.2
901.0

155.6
32.8

933.8

9.9
3.6

13.5
1,007.4
1,020.9

159.2
35.0

1,055.9

160.7
40.5

1,166.9

13.9
4.6

18.5
1,285.3
1,303.8

158.8
44.6

1,348.4

159.3
45.6

1,427.0

159.
1a

735.

Net debtor developlng countrles
Total reserves excluding gold

IMF-related assets

Reserve positions in the IMF

SDRs

Subtotal, IMF-related assets
Foreign exchange

Total roserves oxcludlng gold

Gold2

Quantity (millions of ounces)
Value at London market price

Total reserves lncludlng gold

5.4
3.3
8.7

705.8
714.4

6.4
2.7
9.1

806.7
81s.8

8.0
2.9

11.0
889.0
900.0

5.0
J.J

8.4
550.1
558.4

133.3
27.2

585.7

5.6
3.1
8.7

609.4
618.1

130.6
27.6

645.7

9.2
3.6

12.7
1,039.6
1,052.3

133.4
3 7.5

1,089.8

8.8
3.8

12.5
1,100.9
1,113.5

129.6
27.3

74t.7

733.2
29.3

845.1

135.0
34.0

934.0

133.9
38.3

1,151.8

t{ot debtor developlng countdes
wlthout debt-servlclng problems

Tot l reserves excluding gold

IMF-related assets
Reserve positions in the IMF

SDRs

Subtotal, IMF-relatod assets
Foreign exchange

Total ressrves excludlng gold

Gold2

Quantity (millions of ounces)
Value at London market price

Total reserYos lncludlng gold

4.6
2.6
7.2

428.5
435.7

4.6
2.1
6.7

577.7
578.3

87.6
77.9

453.6

4.8
2.4
7.2

489.4
496.7

85.4
18.1

514.7

2.7
7.7

664.6
672.3

88.3
19.4

691.8

7.3
1.9
9.2

752.7
761.9

89.9
22.7

784.6

8.3
2.2

10.5
884.4
894.9

88.2
24.8

919.7

7.9
2.2

to.2
940.7
950.9

84.6
t7.8

596.2

88.3
25.3

978.2

Source: lnternational Monetary Fund, /rternational Financial Statistics.

Note: Components may not sum to totals because of rounding.

"Gold" comprise official holdings ofthose IMF members for which data are available and certaan countries or areas.
20ne troy ounce equals 31.103 grams.The market price is the afternoon price fixed in London on the last business day of each period.
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lnternational Reserves

@ Sharc of Nationat Currencies In Total Identified 0fficiat Holdlngs of Foreign Exchange, End of Yearl

(ln percent)

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

All countries
U.S. dollar
Japanese yen

Pound sterling
Swiss franc
Euro2

Deutsche mark

French franc
Netherlands guilder

ECU3

Unspecified currenciesa

53.1
7.8
2.8
U.tl

56.8
6.0
3.0
0.5

59.1
5.1

c.J
05

62.6
5.4

0.5

64.9
5.4
J.t)
0.4

13.5

66.9
5.5
4.0
0.5

16.7

63.5

4.4
0.6

19.3

63.8
4.8
4.4
0.4

19.7
15.3

0.7
7.7
9.5

14.0
1.9
0.4
5.9

1 1.5

13.7

0.5
5.0

1 1.3

13.1
7.7
0.5
0.8

t2.0

53.4
6.7
2.8
0.5

t4.7
2.4
0.5
6.8

t2.1

66.6
6.2
3.8
0.5

16.3

12.1 b.46.6 7.1 6.8

lndustdal countrles
U.S. dollar
Japanese yen

Pound sterling
Swiss franc
turo'
Deutsche mark
French franc
Netherlands guilder

ECU3

Unspecifled currenciesa

50.8
8.2
)1.
0.2

16.3
2.4
0.3

14.6
5.0

51.8
6.6
2.t
0.1

16.4
2.3
0.2

13.4
7.0

56.1
5.6
2.0
0.1

57.9
5.8
1.9

0.1

66.7
6.6
2.2
0.2

72.1
6.5

0.1
10.8

72.5
b.3
2.0
0.2

t7.2

72.7
5.6
1.8
0.3

11.5

69.1
4.6

0.6
2 \.5

70.8
4.0
7.7
0.2

20.9

0.2
72.0

6.7

15.9
0.9
0.2

10.9
6.4

13.4
1.3
0.2
1.9
7.4

15.6
t.7

7.6 2.7 2.31.8

Developing countries
U.S. dollar
Japanese yen

Pound sterling
Swiss franc
Euro

Deutsche mark

French franc
Netherlands guilder

ECU3

Unspecified currenciess

55.6
7.5
3.5
1.2

55.1
6.8
3.4
0.9

60.2
4.6
4.4
0.7

59,4
4.4
4.4
o.7

59.0
4.6
4.6
0.7

15.6

62.2
6.1
5.1
0.7

15.6

62.9
5.4
5.4
0.6

16.2

59.8
5.5
5.8
0.6

77.9

59.3
5.2
h.2
u.b

18.9
14.7
2.6
1.1

13.0
2.4
0.9

11.9
1.9
0.7

15.5

t2.9
2.0
0.7

57.4
6.4
eo
0.9

12.6
2,2
0.7

16.014.6 77.3 15.5 15.5 10.2 9.4 10.4 9.8

Note: See text footnote 2 on page 101.

10nly IMF member countries that report their official holdings of foreign exchange are included in this table. Data available as of end-February, 2004.

euro area members'legacy currencies were converted into euros on lanuary 1, 1999.

cally converted into euros.

5lhe calculations here rely to a greater extent on IMF staff estimates than do those provided for the group of industrial countries.

The share of the Japanese yen in total foreign exchange reserves declined

from 8 percent at the end of 1994 to 5 percent at the end of 2003. During

the past decade, the share of pound sterling rose above 4 percent, while that

of the Swiss franc remained below t percent. The share of unspecified cur-

rencies, which include cunencies not identified in Table 1.2, as well as foreign

exchange reserves for which no information on currency composition is avail-

able, was 7 percent in 2003.

For industrial countries, the share of U.S. dollar holdings increased through-

out the 1990s, peaking at 73 percent in 2001 and amounting to 71 percent

at the end of 2003. ln 2003, the shares of the euro and the yen in industrial

countries'foreign exchange reserves declined slightly to 21 and 4 percent,

respectively. Shares of pound sterling and the Swiss franc have remained

broadly constant over the past ten years, but the share of unspecified cunen-

cies fell to 2 percent in recent years.

The share of the U.S. dollar in developing countries'foreign exchange

reserves declined to 59 percent in 2003, close to the historical average over

the last decade. Holdings of the euro rose to 19 percent of those countries'

foreign exchange reserves, one percentage point higher than in 2002. over

the past decade, the share of the yen has gradually decreased by about 2

percentage points, to 5 percent at the end of 2003, while the share of pound

sterling has increased by about 2 percentage points, to 6 percent. The share

of the Swiss franc has remained below 1 percent since 1997. Unspecified

currencies accounted for 10 percent of developing countries'foreign

exchange reserves in 2003.

Changes in the SDR value offoreign exchange reserves can be decomposed

into quantity and valuation (price) changes (Table 1.3).official reserves held

in U.S. dollars increased by SDR 161 billion in 2003, as an increase of SDR

263 billion in the quantity of U.S. dollar holdings was offset by a valuation

decline of SDR 102 billion. Euro holdings increased by SDR 56 billion,

reflecting a quantity increase of SDR 22 billion and a valuation increase of

SDR 34 billion. Japanese yen holdings increased by SDR 5 billion as quan-

tity and valuation each increased by more than SDR 2 billion. Driven by the

quantity effect, in 2003, pound sterling holdings increased by SDR 12 bil-

lion, whereas Swiss franc holdings declined by more than SDR 1 billion.
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@aunency Gompos'ltlon of offtciat Holdings of Forelgn Exchange, End of Yeaf

(ln millions of SDRS)

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

U.S. dollar
Change in holdings

Quantity change

Price change

Year-end value

29,s36
52,697

-23,t6t
397,403

116,520
99,620
16,900

583,328

88,197
47,843
40,353

611.525

t02,343
84,937
17,406

792,154

89,258
54,425
34,833

t,023,623

69,406
74,080
-4,67 4

466,809

18,286
46,975

-28,689
689,812

142,277
97,320
44,89t

934,365

20,653
102,094
-81,440

t,044,216

t67,2tO
263.017

- 101,807
1,205,486

Japanese yen

Change in holdings

Quantity change

Price change

Year-end value

s,969
3,055
2,974

58,761

-24
3,016

-3,041
58,737

2,636
7s82

-5,346
61,372

- 3,193
-69

-3,123
58,180

979
-3,465
4,444

59.1 59

7,024
-2,148
9,772

66,183

20,951
26,525
-5,57 4
87,134

-2,901
5,7 18

-8,619
84,233

931
-284

1,215
85,164

4,693
2,507
2,786

89,85 7

Pound sterllng
Change in holdings

Quantity change

Price change

Year-end value

3,603
3,719
- 116

21,3t3

2,714
3,214

501
24,027

6,235
4,856
t,379

37,015

6,753
3,194
3,s60

30,780

9,204
10,5 75

-t,377
53,487

7,270
6,79 1

479
60,756

11,262
9,442
1,819

72,018

12,008
10,899

1,109
84,026

1,103
2,587

-1,478
38,1 18

6,1 65
6,313
- 148

44,283

Swlss franc
Change in holdings

Quantity change

Price change

Year-end value

-1,157
-1,494

337
4,783

-94
-669

575
4,689

534
1,165
-631

5,223

-69
-t12

43
5,151

78
721

-643
5,229

2,053
1,825

228
7,282

437
350

87
7,719

- 1,495
- 1,709

215
7.755

559
976

9,2s3

7l
-74

5,220

Euro

Change in holdings

Quantity change

Price change

Year-end value

5,6492
25,403

-19,754
165,018

63,575
67,242
-3,667

228,594

27,158
37,20t
-4,042

255,752

60,921
33,675
27,246

3 16,672

55,520
21,654
33,866

372,193

Deutsche mark

Change in holdings

Quantity change

Price change

Year-end value

12,782
7,663
5,1 19

174,230

14,542
7,630
6,912

t28,772

15,472
22,049
-6,577

744,244

1 1,766
23,069

- 1 1,304
156,010

- 11,410
- 15,570

4,160
144,599

French franc
Change in holdings

Quantity change

Price change

Year-end value

1,981
1,306

676
78,677

-872
-204
-668

75,87 4

-3,398
- 1,987

-1,4t1
76,476

2,229
1,849

380
18,705

2,069
734

1,335
20,7 46

Netherlands gullder
Change in holdings

Quantity change

Price change

Year-end value

-417
- 675
258

4,884

-177
-460
289

4,7 t3

-562

165
5,093

-782
47

-229
4,531

1,t25
1,524
-399

5,655

European currencl unlt
Change in holdings

Quantity change

Price change

Year-end value

9bu
- 1,035

1,994
57,613

1,665
-7,157
2,822

59,278

98s
1,833
-849

60,262

-3,240
515

-3,755
57,022

-47,848
-49,304

1,456
9,77 4

Sum of the above3

Change in holdings

Quantity change

Price change

Year-end value

53,257
65,237

- 11,980
677,663

90,107
86,389

3,718
167,770

141,845
135,686

6,1 59
909,615

-37,292
-t7,774
- 19,517
969,811

t2t,259
1t5,225

6,034
7,072,868

97,488
75,82t
21,667

1,007,102

237,993
203,487
34,506

1,310,861

t21,222
98,484
22,738

r,432,082

95,301
145,486
-50,185

t,527,384

231,936
296,367
-64,431

1,759,320

Total officlal holdlngsa
Change in holdings
Year-end value

60,440
872,676

122,044
934,719

154,252
1,088,971

108,692
1,197,663

-30,649
1,167,014

130,7 79
1,297,794

187,663
1,485,456

142.444
t,627,900

135,262
t,763,162

264,818
2,027980

Note: See text footnote 2 on page 101.

the end 0f two successive quarters and cumulating these differences yields the etfect of price changes over the years shown. Data available as of end-February, 2004.
2Represents the change from end-1998 holdangs of euro legacy currencies by official institutions outside the euro area.
3Each item represents the sum of the currencies above.
4lncludes a residual whose currency composition could not be ascertained, as well as holdings of currencies other than those shown.
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T
he tables in this appendix supplement the information given in Section 7 on the ll\4F's financial operations and policies. Components

may not sum to total because of rounding.

Anangements Approved During FlnancialYears Ended Aprll 30, 1953-2004

Financial l{umber of Arrangements
Amounts Commltted Under Arrangements

(ln mlilions of SDR9)

SAF PRGF Total Stand-By EFF SAF PRGF TotalStand-By EFF

Table ll.1

I
F
It

1953
1954
1955
1956
1957

1958
1959
1960
1961
1962

1963
1964
1965
1966
1967

1968
1969
1970
797 7

7972

19 73
197 4
1975
1976
7977

1978
1979
1980
1981
1982

1983
1984
1985
1986
1987

1988
1989
1990
1991
1992

1993
1994
1995
1996
1997

1998
1999
2000
2001
2002

2
2
2
2
I

11
15
t4
15
24

19
19
24
24
)q

32
zo

18
13

13
15
14
18
19

18
74
24

19

2t
25
24
18

14
t2
1b
13
21

11
18
LI
19
11

2
2
2

2
I

11
15
74
15
24

19
19
24
24

26
n1

18
13

13
15
14
20
20

18
18
28
JZ
24

31

24
19

32

30
24
26
20
29

2J
28
31
32
28

5,450
4,287
3,218

4,118

1,702
2,956
3,249
2,786
5,587

1,971
1,381

13,055
9,645
3,183

2 7,336
t4,325
15,706
13,093
39,439

28,597
14,519

55
63
40
48

1,t62

1,044
1,057

364
460

1,633

1,531
2,160
2,759

575
591

2,352
541

2,381
s02
314

322
1,394

390
1,188
4,680

1,285
508

2,479
5,198
3.106

245
207

7,627
2,338
2,493

7,242
779

2,335
8,381
1,193

3,078
14,090
6,582

527
1,170
7,197
1,476

911

1,738
998
641

7,249
1,848

1 ,180
967

55
63
40
48

1,162

1,044
1,057

Jb4
460

1,633

1,531
2,160
2,159

575
591

2,352
541

2,387
502
314

322
1,394

390
t,472
5,198

7,285
1,600
3,277

10,419
11,014

14,121
4,382
3,218
2,948
4,476

2,6t7
4,545

11,328
5,593
8,826

3,789
3,357

16,587
19,684
5,287

32,152
29,4t3
22,929
14,333
47,287

30,5 71
15,486

,o

4
J
I
1

7

1

1

a
7

4
4

11

5

4
2

1

1

1

3
2
2

3
2
3
4
5

4
4
4
1

2

zai
518

1,093
797

7,908

8,671
95

i
4
3
5

8
7

11

8
12

8
10
10
74

o

10
10

eu8

670

37
13
2

49
27

182

955
415
454
743

825

o

5
11

IL
I

-9

10
5

2003
2004

2t
19
.E
to
18

15
794
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Amounts Gommlttod UndorArnnlomonts as ofApdl 30
ilumbor oftunngomonts as ofApdl 30 (ln ntillonsol Sof,s)Flnanclal

lbal Stand-By EFF SAF PRGF Iotal Stand-By EFF SAF PRGF Iot l

1995
1996
1997
1998
1999

19
21
74
74
I

16
77
13
15
77

6,840
9,390

10,184
12,336
11,401

9,798
8,697
7,643
4,432

794

23,385
27,978
17,996
45,069
48,334

58,920
46,901
55,939
51,689
59,094

7

1

9
7

11

13
t2

11

8
4
3
2

56
57
60
60
56

58
62
q,

54
49

27
28
35
33
35

31
37
35
36
36

13,190
14,963
3,764

28,323
32,747

45,606
34,906
44,095
42,807
53,944

3,306
3,383
4,048
4,410
4,186

3,516
3,298
4,207
4,450
4,356

49
,rr_

2000
2007
2002
2003
2004

(ln millions of SDRs)

ilombel

Arrang3mont Dateg AmounbApprovod lJndraun Belanco

Eflscdvo
dato

Eplratlon
dato

Pilor to
Fr2004

ln
t],2(wt

At dato of
tormlna0on

Ag of
Aprll 30,2fi14

Argentina

Argenfna
Bolivia
Bosnia and Hezegovina
Brazil

Bulgaria

Colombia
Cmatia
Dominica
Dominican Republic

Ecuador
Guatemala
Jordan

Macedonia, FYR

Paraguay

Peru

Romania

Turkey

Ukraine

Uruguay

Iotal Stlnd-By Arreng8mont3

lndonesia
Serbia and Montenegro

Sri Lanka

Total Extondod Arrangomonts

Total

1/24/2003
9/20/2003
4/2/2003
8/2/2002
9/6/2002

2/27/2002
1/15/2003
2/3/2003

8/28/2002
8/29/2003

3/21/2003
6/18/2003
7/3/2002

4/30/2003
t2/15/2003

2/1/2002
10/31/2001

2/4/2002
3/29/2004
4/1/2002

2/4/2000
5/14/2002
4/18/2003

8/31/2003
9/ 19/2006
6/15/2004
2/29/2004
3/31/2005

3/15/2004
1/14/2005
4/2/2004
1/2/2004

8/28/2005

4/20/2004
3/15/2004

7/2/2004
6/ts/2004
3/31/2005

2/29/2004
t0/15/2003

2/3/2005
3/28/2005
3/3t/2005

t2/3t/2003
5/13/2005
4/17/2006

86
68

22,82t

240
1,548

106

:

2 E

106

91
84

255

8,981 4,810
2t

10,175

1,548

306

i
8

50

151

85
20

4,554

€;

84

5;

4t2

255
300

12,827

2,728

1,361
4t2
559

42,8O7

3,638
650
744

14,519 5:t6 19,325

350
124

4,432

47,235

474

106

14,519 5tt6 19,799
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(ln nillions of SDRs)

ilemb3l

Arangomont Datos AmounbApprovod lJndrewn Balanco

Effoctlvo
dat6

E$hatlon Pdor to
FY2004

ln
FY20o4date

At date of
tormlnauon

As of
Apdl 30,2004

Burkina Faso

Burundi
Cameroon3

Cape Verde

Chada

Congo, Dem. Rep. of
Cote d'hoire
Dominica
Ethiopia5

Gambia,lhe

Georgia

Ghana

Guinea

Guinea-Bissau
Guyana6

Honducs
KenyaT

Kenya

Kyrgyz Republic
Lao PD.R.8

Lesothoe

Madagascarlo
Malawill
Mali12

Mauritania

Albania
Armenia

Azerbaijanr
Bangladesh

Benin2

Moldova

Mongolial3
Mozambiquela
Nepal

Nicaragua

Nigey's

Pa kista n

Rwanda

Senegal

Sierra Leone16

Sri Lanka

Tajikistan

TanzanialT

Tanzania

Uganda

Vietnam'

Total

6/21/2002
5/23/2001

7 /6/2001
6/20/2003
7 / 17 /2000

6/11/2003
t/23/2OO4

t2/2t/2000
4/10/2002

1/7 /2000

6/ 12/2002
3/29/2002

12/29/2003
3/22/20O1
7 / t8/2002

t/12/2001
5/9/2003
5/2/2001

12/15/20OO
9/20/2002

2/27 /2004
8/4/2000

tr/21/2003
t2/6/2001
4/25/2001

3/9/2001
3/1/2001

12/21/2000
8/6/1999

7/18/2003

t2/21/2000
9/28/2001
6/28/t999

11/ 19/2003
12/ 13/2002

12/22/2000
12/6/2001
8/ t2/2OO2
4/28/2003
9/26/2001

4/ 18/2003
12/1r/2002

4/4/2000
8/16/2003
9/13/2002

4/13/2001

6/20/2005
s/22/2004
3/31/2005
6/19/2006
3/31/2004

6/t0/2006
t/22/2007

12/20/2004
4/9/2005
1/6/2004

6/1U2005
3/28/2005

t2/28/2006
7/31/2004
7 / t7 /2OO5

1/tt/2004
5/8/2006
5/t/2004

12/ 14/2003
3/15/2006

2/26/2007
8/3/2003

tt/20/2006
12/5/2004
4/24/2005

6/30/2004
3/1/2005

12/20/2004
8/5/2003

7 / t7 /2006

t2/20/2003
7 /31/2005
6/27/2003

11/ 18/2006
12/ 12/2005

6/30/2004
L2/5/2004
8/11/2005
4/27 /2006
3/25/2005

4/17/2006
12/ 10/2005
8/ 15/2003
8/ 15/2006
9/12/2005

4/t2/2004

1;
9

48

580
293

100
20

108

64
14
55

190

73

32

25
70

45
51

111
28
87

98

59
1,034

4
24

131

269
65

135

74

290

4,450

347

24
69

;

18;

7t

t75

i
;

5;

;

5

59

o

156

83

8

166

487

80
234

5
10
t7

8
345

3
l7
28

72
19
39

248

l7
43
32

4

28
69
80

27

\i
39

43

61

150
19
74

4
23
32

b̂

;
43
56

237
39

74

8

987 2,089

lExtended from 75104.
2Extended from 7/16/03.
3Extended from 72/ 20 / 03.
4Augmented by sDR 5.6 million on 5/16/01, and by SDR 5.6 million on 1/16/02
Extended fmm ll 6/ 03, and fton 12 / 6/ 03.

sAugmented by SDR 13.4 million on 3/18/02. Extended from 3/21/04.
6Extended from 9/ 19/05.
TAugmented by SDR 40 million on 10/18/00.
8E(ended fom 4/24/04.
eExtended from 3/8/04.

loAugmented by SDR 12.2 million on 3/1704. Extended from 2/29/04,andfrcn
11/30/04.

llExtended from 12/ 20/ 03.
t2Exendedlrcn 8/5/02.
r3Extended from I / 27 / 04.
l4Augmented by SDR 28.4 million on 3/27100. Extended from 6/27102.
rsExtended from 72/ 21 / 03.
roExtended from 9/25/ 04.
lTExtended from 4/3/03, and from 6/30/03.
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@ Summary of Disburcements, Repurchass, and Repaynents, FinanclatYearc Ended Apdl 30, 194&2004
(ln millions of SDRs)

Dlsburs6ments Repurchases and Repayments

Financlal
Year

Trust Fund
Purchasesl loans

SAF

loans
PRGF

loans Total
Trust Fund

Repurchases rgpayments
SAF/PRGF
ropayments

Total Fund

Credlt
0utstandlng2Total

1948
1949
1950
1951
7952

1953
1954
1955
1956
1957

1958
1959
1960
1961
1962

66
231

49
39

7,714

666
264
166
577

2,243

580
626

1,897
2,877
1,061

1,348
2,839
2,996
1,10I
2,028

1,t75
1,058
5,102
6,s91
4,910

2,503
3,720
2,433
4,860
8,041

11,392
11,518
6,289
4,707
3,685

4,153
2,541
4,503
6,95s
5,308

8,465
5,32s

10,615
10,870
4,939

20,000
24,07 |

6,377
9,599

29,794

2r,784
17,830

32

268
670
962

1,060

87
537
522
659

1,260

807
380
577
406
340

1,1 16
1,542
1,671
1,657
3,t22

s40
672
518
960
868

24
19
J/

87
537
522
6s9

T,zOU

807
380
517
406
340

7,027
898
330
552

t,023

1,059
952

1,480
3,039
2,945

606
119

EC

28
4b

606
119

l6
46

133
193
204
176
214

66
237

49
39

7,t14

185
145
276
276

75

178
t32

72
611

666
264
166
577

2,243

24
19

37

185
745
276
17)

75

7

1963
1964
1965
1966
1967

1968
1969
1970
1971
7972

19 73
t974
19 75
1976
t97 7

1978
1979
1980
1981
1982

1983
1984
1985
1986
1987

1988
1989
1990
1991
t992

139

445
290
4t9
84

725

4,485
4,859
3,776
2,853
2,070

18
111
2t2
4t3
579

1,57 4
2,129
2,943
4,702
6,7 49

s80
o20

1,897
2,817
1,061

1,348
2,839
2,996
1,767
2,028

t,775
1,058
5,102
6,591
4,942

2,77 |
4,390
3,395
5,920
8,041

Lt,392
11,518
6,289
4,101
3,824

4,597
3,095
5,329
7,530
5,916

1,116
7,542
1,67r
1,657
3,122

540
672
518
960
868

2,463
3,299
4,020
2,556

840

998
1,085
4,869
9,760

13,687

12,366
9,843
9,967

12,536
t7,793

26,563
34,603
37,622
36,877
33,443

29,s43
25,520
24,388
25,603
26,736

28,496
29,889
36,837
42,040
40,488

56,026
67,t75
50,370
48,691
58,699

4,485
4,859
3,776
2,853
2,010

1,555
2,078
2,730
4,289
6,169

7,935
6,258
6,042
5,440
4,768

4,083
4,348
3,984
6,698
6,668

528
447
356
168

;
4
7

5

264
408
491
483

20
50
14

782

23,002
18,69s

7,784
21,638

8,463
6,705
6,398
5,608
4,770

8,7 72

22,528
72,879
69,031

1993
1994
1995
1996
1997

573
612
573

t,295
705

9,0s8
s,987

77,202
12,347
5,644

4,119
4,513
4,237
7,100
7,196

1998
1999
2000
2001
2002

973
826
513
630
952

t,278
865

20,973
24,897

6,890
t0,229
30,146

3,789
10,465
22,993
tL,243
19,207

4,385
1 1,092
23,627
11,831
19,976

2003
2004

1

36
t12
244
395
524

595
o2t
634
588
/b9

928
890

1 lncludes reserve tranche purchases.
2Excludes reserve tranche purchases; includes outstanding associated loans from the Saudi Fund for Development.
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(ln miilions of SDRs)

tlombot
Rololr
l|ancho

Emorgonc,
l'rl*anco

Stand-By/
Crodlt

Ilancho

Extonded
Fund

Feclllty
Iotal

Purchm63
Pf,GF
Lorn!

Iotal
Purchasog
and loansSRF

Afghanistan
Albanis
Argentina

Armenia

Azerbaijan

Bangladesh

Benin

Bolivia
Bosnia and Heaegovina

Brazil

Bulgaria

Burtina Faso

Burundi

Camemon

Cape Verde

Chad

Congo, Dem. Rep. of
Dominica
Dominican Republic
Ecuador

Etiiopia
Ghana

Guyana

Haiti

Honduras

5,372

10

11

;

27
36

5,787

104

3,807

71

5,372

27
36

9,594

8

10
26

99

:

;
26
16

2

5
53

:

27
53

b

;
25
19

5
7

35
6
6
7

8
8
7

35
77

258

1

:
28
18
27

4

77

8
5,372

10
26

99
4

2t
Jb

9,594

104
7

36
16
2

104

10

;
131
30

t2

,t:

,,04

239

1,03:

1o;

1,033

:

,,:

100

1,021-

239

25
19

5
7

t2
35

6
6
1

8
8
7

35
77

258
110

1

7

100

28
18
27

r,027
4

239

5
53

4
131
30

2L
53

6
5

10

1,032

1

131
30

R

lndonesia
Kenya

Kyr$z Republic
Lao PD.R.

Lesotho

Macedonia, ffR
Madagascar
Malawi
Mali
Mauritania

[Iongolia
Mozambique
Nepal

Nicaragua

Niger

Pakistan

Romania

Rwanda

Senegal

Serbia and Montenegro

Siena Leone

Tajikistan

Tanzania

Turkey

Uganda

Uruguay

Iotrl 18 t0 12,E6s L,t32 3,807 17,8:10 885 18,895
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Tablc ll t

(ln nillions of SDRs)

ilombor

Stand-By/
Crodlt

Il.ncho

Extondod
Fund

Faclllty 0{lenl
Totel

Ropurrhrro!

SAF/PRGF and
Ttutt Fund

Reprymentd

Iot l
R6purchar63

and Roprmlo|rb

Albania
Algeria

Argentina

Armenia
Azerbaijan

Bangladesh
Belarus
Benin
Bolivia
Bosnia and Heeegovina

Brazil

Bulgaria

Burkina Faso

Burundi
Cambodia

Cameroon

Central African Rep.

Chad

Comorcs
Congo, Rep. of

Cote d'lvoire
Djibouti
Dominican Republic
Ecuador
Equatorial Guinea

Ehiopia
Gabon

Gambia,The
Georgia

Ghana

Guinea

Guinea-Bissau
Guyana

Haiti
Honduras

5,428

9,646
16

19

;
1

15
u:

3

;
6

18

183

25

Jb

195
256

8

,:

T

577
tt
56

11

12

37
7

27
t32

112

6
31

,:

:
I

!

,:

;
7

IL

;

732

307
5,684

6
39

25
,:

-Jb

9,646
70

19
1

;
1

15
u:

13

:

2

;
18

760
11
,:

:
14

13

;
,:

;
8

74
7

13

3

t:

9

2
25
19

13
2

13
3
5

;
19

6

7

;
5
7

22
,:

6
16
2
7

9

t:

6
307

5,684
20
52

25
18
10
25
36

9,646
70
L2
19

9

74
1

13

5

83
1

15
u:

9
13
2

34
19

13
4

13
9

23

760
11

73
1.4

19

6
8
1

18
16

A

7

22
13
18

6
16
2
7

I
448

7
10
27

457

lndonesia
Jamaica
Jordan

Kerya
Kyrgyz Republic

Lao PD.R.

Latvia

Lesotho
Lithuania
Macedonia, FYR

Madagascar
Malawi
Mali
Maudtania
Moldora

Mongolia
Mozambique
Nepal
Nicaragua
Niger

Pakistan

Panama

Papua New Guinea

Peru

Philippines

;
18
11

193

10

3;

;

362
7

10
27

457
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Talrlc ll 7

Stand-8y/
Crodft

lhnche

Extendod

Faclllty
Iotal

Ropurcha!6!

SAF/PRGF and
Trult Fund

Repaymentr2

Total

Ropurchr'os
altd Rapaymonts

Fund
Menber Othent

Romania

Russian Federation

Rwanda

Senegal

Sebia and Montenegro

66*:

33

,

:

138

43

851

T

t:

i

31
,u:

97
1,356

97
1,356

7

30
33

7

30

Sierra Leone

Sri Lanka

St. Kitts and Nevis

Sudan
Tajikistan

Tanzania

Ihailand
Togo

Turkey

Uganda

3;

;
19

13;

772
43
77
J
7

169
7

25
77

;
2t

11

_
Jb

oa
13

169
7

25
77

1

19
2

2,078 2,018

2t
138

11

2,018
36

lJkraine

Uruguay

Uzbekistan

Vietnam
Yemen, Rep. of

Tambia
Zimbabwe

Iotal

83

17

:

t72
43
17
51
20

18,523 2,330 E907t5 21,838 22,528

llncludes Compensatory and Contingency Financing Facility and Syslemic Transformatlon Facility.
2lncludes repayment for Saudi Fund for Development.
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(ln millions ofSDRs and percent of total)

1995 1998 1997 1998 1999 2000 2001 2002 2003 2004

(ln miilions of SDRS)

Stand-By Anangementsl
Extended Arrangements

Supplemental Reserve Facility

Compensatory Financing Facility

Systemic Transformauon Facility

Subtotal (Genenl R8lourcos
Account)

SAF Anangemenb
PRGF Arangemenb2
Trust Fund

Total

Stand-By Arran gementsl

Extended Arrangemenb
Supplemental Reserve Facility

Compensatory Financing Facility

Systemic Tra nsformation Faci lity

Subtotal (Gonoral Resourcog
Account)

SAF Arrangements

PRGF Arrangements2

Trust Fund

Iotal

1 7,101
16,108
4,085
2,992
1,933

28,612
15,538
5,875

745
1,311

75,t17
10,155

3,O27
3,848

20,700
9,982

7,602
3,984

1,208
4,469

95

18,064
1 1,155

1,336
3,984

25,526
12,527
7,100

685
3,869

25,273
16,57 4
12,655
2,U5
3,364

21,410
16,808

3,032
2,718

456
5,857

89

34,241
14,981
15,700

473
644

137
6,676

8S

42,070
13,783
6,027

119
154

86
6,703

89

32,140 36,268 34,539 49,701 60,651 '8,968 42,219 52,081 65,978 82,153

1,277
3,318

lo2

565
5,870

89

341

89

432

89

730

90

954

90

47 49 45 46 38 43 35 49 47 61

28 24 28 22 25 33 33 26 27 20

-1319-910219
843146611-3

10 I 10 7 5 5 4 2 I _3

90

10
_3

91

_3

I
_3

87

1

72

8t

1

12
_3

90

1

9
_3

89

1

10
_3

85

2
t2
_3

86

3
11
_3

E7

3
9

_3

4,904 5,505 5,951 6,188

118,691 58,699 72,t79 69,031

88

1

77
_3

36^&t? 44o4o iorss- seprc 87,175 50,370

(turcent of total)

l00- ,a0 1100- 100 100 r00 too 
-*- -*- -*-llncludes outstanding credit tranche and emergency purchases.

2lncludes outstanding associated loans from the Saudi Fund for DevelopmenL
3less than one-half of 1 percent of total.
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Iirlrlr: ll.9

(ln millions of SDRs; as of April 30,2004)

Suhldy contlbuuons
'ar needod"l

loan
connlhentf

PRGF-HtPCltust

SubsHlee and HIFC tnnt
contlhrUons'!3 needod"l

PRGFIlust

Iot l 3,490.7 15,722.1 1,561.8

tlalor lnd$tdal countdog
Canada

France

Germany

Italy
Japan

United Kingdom
tinited States

2,259.9
204.5
470.6
198.1
154.3
724.7
370.1
t78.7

12,864.8
700.0

2,900.0
2,750.0
1,380.0
5,134.8

880.5
48.8
82.2

727.2
63,6

744.0
82.2

332.6

Ottor advancod countdos
Australia
Austda

Belgium

Denmark
Finland
Gleece

lceland
lrcland
lsrael

Koea
Luxembourg

Netherlands
New Zealand
Norway

Portugal

San Marino
Singaporc
Spain
Sweden

Switerland

977.8
16.5
62.2

778.2
67.0
42.1
39.4

4.6
8.4

2,452.8

350.0
100.0

150.0

601.7

299.7
24.8
14.3
35.3
18.5
8.0
6.3
0.9
5.9
1.8

15.9
0.7

45.4
7.7

18.5
b.b
0.04

16.5
23.3
18.3
37.0

92.7

450.0

60.0
74.t

142.8

45.5
5.1

30.7
24.5

186.6
109.9

708.4

Fucl-.xpordng courtloi
Algeria

Brunei Darussalam
Gabon5

lran, lslamic Republic of
Kuwait
Ubya

Nigeria

0man

Qatar
Saudi Arabia

lJnited Arab Emirates

tr']

,.:

14;

49.5

49;

93.1
5.5
0.1
2.5
2.2
3.1
7.3

13.9
0.8
0.5

53.5
3.8

Othor dovoloplng countdog
Argentina6

Bangladesh

Barbados
Belize

Bot$'ana
Brazil

Cambodia
Chile
China

Colombia
Clprus
Egvpt

Frji

Ghana

lndia
lndonesia
Jamaica
Malaysia

Malta
Mauritius
Mexico

Micronesia, Federated States of

1E2.9
35.3

0.9

r13.9

2.1

22L.3
16.2

1,7
0.4
0.3
5.7

15.0
0.04
4.4

19.7
0.9
0.8
1.3
0.1
0.5

22.9
8.2
2.7

12.7
1.1
0.1

54.5
0.04

t.:

4.0
1s.1

13;

13;
6.5

355.6

200;

155.6
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PRGFTrust PRGF-HIPC Trust

Subsldy contrlbutlons
'as needed'1

Loan

commltmonB2
Subsldlos and HIPC grant

contrlbuUons'as noeded"3

l\ilorocco

Pakistan

Paraguay

Peru

Philippines
Samoa

South Africa

Sri Lanka

St. Lucia

St. Vincent and the Grenadines
Swaziland

Thailand
Tonga

Tunisia

Turkey

Uruguay

Vietnam

9.7,:
1.6
3.4
0.1

6.7
0.04

28.6
0.6
0.1
0.1
0.04
4.5
0.04
1.5

17;

7.7
77.8
,,: 2.2

0.4

Countrles ln transltlon
Croatia

Czech Republic

Estonia

Hungary

Latvia

Poland

Russian Federation

Slovak Republic

Slovenia

13.4

13.4

42.9
0.4
4.1
0.5
6.0
1.0

12.0
14.6
4.0
0.4

Pondlng contdbutlons to tho PRGF-HIPC

Trust ("as noedod')3
Eahrain

Dominican Republic
Grenada

Lebanon

Maldives
Trinidad and Tobago

Vanuatu

Venezuela

llhe calculations are based on actual interest rates through the end ofJanuary 2004 and an assumed SDR interesl rate of 5 percent a year thereafter.
2Exctudes a toan commitrnent from tie 0PEC Fund for lnternational Development ot $50 million (equi\€lent to SDR 37 million).

2002-05.
4Less than SDR 100,000.
scontribution to the PRGF-HIPC Trust includes a pending balance of SDR 1.9 million 'as neededl
6Contribution to the PRGF-HlPCTrust includes a pending balance of SDR 6.4 million "as needed.'

24.O
0.9
0.5
0.1
0.4
0.04
1.6
0.1

20.4
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tlonlnduttlel Gornules2

l{6t dobtor countrlos

Partlclpantsl
AI lndultrlal

Countrles2
All nonlndustrlal

counblss
tlot crcdltor
countrles3

All net debtol
countded

Hsavlly lndebtod
poor countdos

1995
1996
1997
1998
1999

90.9
91.4
87.2
95.0
81.1

2000
2001
2002
2003
2004

84.6
86.6
91.5
93.0
96.3

105.1
102.4
99.8

107.0
94.6

60.4
67.9
60.5
69.4
52.5

263.9
285.5
303.6
323.7
770.7

774.t
204.2
227.9
773.7
230.s

49.8
56.6
47.8
56.1
46.3

74.1
77.4
17.3
24.1
26.3

95.0
101.6
707.7
702.4
105.6

56.6
46.5
44.7
57.7
23.5

20.6
12.4
14.6
t7.7
20.9

62.5
54.6
56.9
72.0
76.3

held by participants but by tie IMF and prescribed holdeB.
2Based on lfs classification (lnternational Monetary Fund, lntemalonal Financial Sbtlstics, various )Ears).

(ln percent)

Podod
Boglnnlng

SDR lnterost Rato
and Unsdl$tod Rato

of Remuneraflonl
Baslc Rate
of Cha4ot

SDR lntorost Rate
and Unadlustod Rats

of RemuneraUonl
Baslc Rato
of Chargo!

Perlod
Bo8lnnlng

Table ll I 'l

2otxt
May 1

May 5
May 12
May 19
May26

7.75
7.72
7.72
1.68
1.67

1.59
1.59
1.58
1.58

2.70
2.70
2.09
2.09

June 2
June I
June t6
June 23
June 30

1.66
1.60
1.51
1.50
1.52

2.75
2.77
1.99
1.98
2.Ot

1.59
1.59
1.59
1.58
1.57

2.10
2.70
2.70
2.09
2.O7

2.37
2.27
2.27
2.22
2.20

1.99
1.97
t.97
1.99

2.05
2.03
2.05
2.05
2.03

November 3
November 10
November 17

November 24

December 1

December 8
December 15
Decembet 22
December 29

2t 04
January 5
January t2
January 19
January 26

February 2
February I
February 16
February 23

March 1

March 8
March 15
March22
March 29

July 7
July 14
)uly 27
July 28

1.51
1.49
1.49
1.51

1.59
1.58
1.57
1.57

2.10
2.09
2.07
2.07

2.to
2.tt
2.tt
2.13

1.62
1.61
1.61
1.60
1.58

2.r4
2.13
2.t3
2.7t
2,09

1.61
1.61
1.60
7.62

2.13
2.13
2.77
2.74

August 4
August 1 1

August 18
August 25

September 1

September 8
September 15
September 22
September 29

october 6
october 13
october 20
october 27

1.52
1.53
t.52
1.53

1.55
1.54
1.55
1.55
1.54

1.54
1.54
1.55
1.58

2.Ot
2.02
2.01
2.02

1.59
1.60
1.60
1.61

2.03
2.03
2.05
2.09

April 5
April 12
April 19
April 26

charges are paid and when werdue obligations ceaseto be a problem.Ihe basic rate ofchargE remained setat 132.0 percentofthe SDR interest rate thoughout FY2004.
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Talrlr: 11.12

ilombol
Effectlv6 Dete

otAcceptanco Mombol
Effoctlve Dato
ofAccrptrnco

Algeria

Antigua and Barbuda
Argentina

Armenia

Australia

September 15, 1997
November 22, 1983
May 14, 1968
May 29, 1997
July 1, 1965

August 1, 1962
December 5, 1973
March 20, 1973
April 11,1994
November 3, 1993

Nocmber 5,2001
February 15, 1961
June 14, 1983
June 1, 1996
June 5, 1967

November 17, 1995
November 30, 1999
0ctober 10, 1995
September 24, 1998
June 1, 1996

January 1,2002
June 1, 1996
March 25, 1952
June 1, 1996
June 1, 1996

)uly 27 ,1977
December 1, 1996
June 1, 1996
February 10,2003
June 1, 1996

February 1, 1965
June 1, 1996
May 29, 1995
January 9, 1991
october 1, 1995

May 1, 1967
September 19, 1980
December 13, 1979
August 1, 1953
August 31, 1970

November 6, 1946
June 1, 1996
August 15, 1994
August 4, 1972
September 25, 1979

February 15, 1961
June l, 1996
January 21, 1993
December 20, 1996
February 15, 1961

February 21, 1994
July 7, 1992
January 24,1994
January 27 ,1947
November 17, 1995

January 1, 1997
December 27, 1966
December 22, 1953
July 1, 1950
January 1, 1996

lceland
lndia
lndonesia
lreland
lsrael

Ita ly

Jamaica
Japan

Jordan

Kazakhstan

September 19, 19&]
August 20, 1994
May 7, 1988
February 15, 1961
September 21, 1993

February 15, 1961
February 22, 1963
April 1, 1964
February 20, 1995
July 16, 1996

June 30, 1994
August 22, 1986
November 1, 1988
April 5, 1963
March 29, 1995

June 10, 1994
July 1, 1993
March 5, 1997
June 21,2003
May 3, 1994

February 15, 1961
June 19, 1998
September 18, 1996
December 7, 1995
November 11,1968

June 1, 1996
November 30, 1994
May 27, 7992
July 19, 1999
September 29, 1993

November 72,7946
June 24, 1993
June 30, 1995
February 1, 1996
January 21, 1993

September 20, 1996
May 30, 1994
February 15, 1961
August 5, 1982
July 20, 1964

June 1, 1996
May 11, 1967
June 19, 1974
July 1, 1994
December 16, 1997

November 26, 1946
December 4, 1975
August 22, 1994
February 15, 1961
September 8, 1995

June 1, 1995
September 12, 1988
June 4, 1973
March 25, 1998
June 1, 1996

December 10, 1998
December 3, 1984
May 30, 1980
August 24, 1981
october 6, 1994

Austria

Bahamas, The

Bahrain

Bangladesh

Barbados

Belarus
Belgium
Belize

Benin

Bolivia

France

Gabon

Gambia, The

Georgia

Germany

Ghana

Greece

Grenada

Guatemala
Guinea

Bots,vana

Brazil

Brunei Darussalam
Bulgaria

Burkina Faso

Cambodia
Cameroon

Canada

Central African Republic
Chad

El Salvador
Equatorial Guinea

Estonia

Frji

Finland

Chile

China

Comoros

Congo, Democratic Republic of
Congo, Republic of

Costa Rica

Cdte d'lvoile
Croatia

Cyprus

Czech Republic

DenmaIk
Djibouti
Dominica
Dominican Republic
Ecuador

Kenya

Kiribati
Korea

Kuwait
Kyrglz Republic

t atvia
Lebanon

Lesotho

Libya

Lithuania

Luxembourg

Macedonia, FYR

Madagascar
l\,lalawi

Malaysia

Mali
Malta
Marshall lslands
Mauritania
Mauritius

Mexico

Micronesia, Fedemted States of
Moldova

Mongolia
Morocco

Namibia
Nepal

Netherlands
New Zealand
Nicaragua

Niger

Nonr/ay

0man
Pakistan

Palau

Panama

Papua New Guinea

Paraguay

Peru

Philippines

Poland

Portugal

Qatar
Romania

Russian Federation

Rwanda

St Kitts and Nevis

St Lucia

St. Vincent and the Grenadines

Samoa

Guinea-Bissau

Guyana

HaiU

Honduras
Hungary
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Mombor

Eftectho Dato
ofAccoptance Member

Effoctlve Date
ofAccoptance

San l\,larino

Saudi Arabia

Senegal

Serbia and Montenego

Seychelles

Sierra Leone

Singaporc
Sl0!6k Republic
Slovenia

Solomon lslands

South Africa
Spain
Sri Lanka

Sudan

Suriname

Swaziland

Sweden

SwiEerland
Tanzania

September 23, 1992
March 22, 1961

June 1, 1996
May 75,2002
January 3, 1978

December 14, 1995
November 9, 1968
october 1, 1995
September 1, 1995
July 24,7979

September 15, 1973
July 15, 1986
March 15,1994
october 29, 2003
June 29, 1978

December 11, 1989
February 15, 1961
May 29, 1992
July 15, 1996

Thailand
TimorLeste
Togo

Tonga

Trinidad and Tobago

Tunisia

Turkey

Uganda

Ukraine

lJnited Arab Emirates

United Kingdom
United States
Uruguay

Uzbekistan

Vanuatu

Venezuela

Yemen, Republic of
Zambia
Zimbabwe

lVay 4, 1990
July 23,2002
June 1, 1996
[4arch 22, 1991
December 13, 1993

January 6, 1993
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
Apil 19,2002
February 3, 1995

Note:Ihe lMFs Articles of Agreement can be found at www.lmf.oveftemal/about.htm.
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This classification system rs based on members'actual, de facto arrangements as

identified by llvlF 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. lt 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
usang 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 Reglmes

ExchanEe 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.

C u r re n cy Boa rd Ar ft n Ee m e nts

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 will remain fully backed by foreign assets, eliminating
traditional central bank functions, such as monetary control and lender of last
reson, 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.

jther Conventional Fixed -Peg Arran$ements

Ihe 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 financral partners and weights reflect the
geographical distribution of trade, services, or capital flows. Ihe currency

composites can also be standardized, as in the case ofthe SDR.There is no

commitment to keep the parity inevocably. The exchange rate may fluctuate within
narrow margins of less than r1 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. Ihe monetary authority stands ready to
maintain the fixed parity through direct intervention (i.e., via sale/purchase of
foreign exchange in the market) or indirect intervention (e.9., via aggressive use of
interest rate policy, imposition of foreign exchange regulations, exercise of moral

suasion that constrains foreign exchange activity, or through rntervention by other
public institutions). Flexibility of monetary policy, though limited, is greater than in

the case of exchange arrangements with n0 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.

PeEged Exchange RatesWithin Horizontal Bands

The value ofthe currency is maintained within certain margins offluctuation of
at least 11 percent around a fixed central rate or the margin between the
maximum and minimum value of the exchange rate exceeds 2 percent. lt also

includes arrangements of countries in the exchange rate mechanism (ERM) of
the European Monetary System (EMS) that was replaced with the ERM ll on

lanuary 1,1999.Ihere 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 flxed rate or in response

to changes in selective quantitative indicators, such as past inflatron differentials
vis-a-vis ma.ior trading partners, differentials between the inflation target and

expected inflation in major tading partners, and so forth. Ihe rate of crawl can be

set to generate inflation-adjusted changes in the exchange rate (backward looking)

or set at a preannounced fixed rate andlor below the poected inflatjon differentrals

De Facto Exchange Rate Arrangements and Anchorc of Monetary Poticy at Apdl 30, 20041

(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 cunency is maintained within certain fluctuation margins of at least r1
percent around a central rate-or the margin between the maximum and

minimum value ofthe 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 either are symmetric around a crawling central
parity or widen gradually with an asymmetric chorce of the crawl of upper and
lower bands. (ln the latter case, there may be no preannounced central rate.) lhe
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 FloatinE with No Predetermined Path for the *change Rate

The monetary authority attempts to influence the exchange rate without having a

specific exchange rate path or target. lndicators for managing the rate are broadly

ludgmental (e.9., balance of payments position, international reserves, parallel

market developments), and adjustments may not be automatic. lntervention may

be direct or indirect.

lndependently 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 establishing a level for it.

Monetary Pollcy Frameworks

The exchange rate regimes are presented alongside monetary policy frameworks

in orderto presentthe role ofthe exchange rate in broad economic polrcy and

help identify potential sources of inconsistency in the monetary-exchange rate
policy mix.

Exchange Rate Anchor

The monetary authority stands ready to buylsell 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 anangements; fixed pegs with and without bands; and

crawling pegs with and without bands.

Monetary AgEregate Anchor

The monetary authority uses its instruments to achieve a target growth rate for a
monetary aggfegate, such as reserve money, M1, or M2, and the targeted

aggregate becomes the nominal anchor or intermediate target of monetary policy.

I nf I ati o n -Ta r geti n E Fra mew o rk

This involves the public announcement of medium{erm 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 jther Monetaty Pro*ram

This involves implementation of monetary and exchange rate policies within the
confines of a framework that establishes flooB for international reserves and
ceilings for net domestic assets of the central bank. lndicative 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

Exchsnge
Rrto Redmo
(numbor of
countiles) EGhangB rato anchol

tlonetary
aggl€6ato
target

lnflatlon.
t rgFtlng
ftamowork

IMF-supportod
or otho?
monotary
progam othel

dt)a{x.
iitrrrHl
Idlir(llf

Another
curency as

legal tender

Ecuador
El Salvadora

Kiribati
Marshall lslands

Micrcnesia, Fed.

States of
Palau

Panama

San Marino
TimorLeste

CFAhanc zone
Euro area3

Austria

Belgium

Finland
France

Germany

Greece

lreland
Italy
Luxembourg

Netherlands

Portugal

Spain

ECCU2

Antgua and
Barbuda

Dominica*
Grenada

SL Kitts and Nevis

St. Lucia

St. Vincent and
the Grenadines

WAEMU

Benin
Burkina Faso*

Cdte d'lvoire*
Guinea-Bissau
Mali
Niger*
Senegal

Togo

CAEMC

Cameroon*
Central African Rep.

Chad

Congo, Rep. of
Equatorial Guinea

Gabon

Amilfixtrffiol
Bosnia and

Heeegovina
Brunei Darussalam

Bulgaria

China-Hong Kong

SAR

Djibouti
Estonia

Litiuania

mr!ffid
hail
:rqm$1)

Against a singe
currency (32) Against a composite (9)

Aruba Botswanas

Bahamas,Thes Fiji

Bahrain Latvia

Barbados Libya

Belize Malta

Bhutan Momcco
CapeVerde* Samoa

Chinaf6 Seychelles

ComorosT Vanuatu

Eritrea

Guinea'6
Jordan*6
Kuwait
Lebanon6

Lesothor
Macedonia, FYRr6

Malaysia

Maldives6

Namibia
Nepal*
Netherlands Antilles
0man

Qatar
Saudi Arabia
Suriname5,6

Swaziland
Syrian Arab Rep.5

Turkmenistan6

Ukraine6

United Arab Emirates

Venezuela

Zimbabwes

Cilnlto

rf,trrfr
rhff
frErlistrt

Within a
cooperative
arnngement (7)

Denmarfts

other band
arnngenents (3)

Cyprus
Hungaryt
Tonga

Hungaryt

1,L9
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@ Gonctuded)

Exchange

Rate Reglme
(numbor of
countrles) Exchange rate anchor

Monetary
ag$egate
target

lnflatlon-
targetlng
framawork

IMF-supported
or other
monetary
program 0ther

Crflllng pog3 (5) Bolivia

costa Rica

Nicaragua *

Solomon lslands6

Tunisia

Tunisia

Exchango ratos
wlthln crawllng
bandr (5)ro

Belarus

Honduras*
lsraelt
Romania6

Sloveniat6

lsraelt

M.ragod llorurg
wlth no proannounced
path for tho
oxchango nto (491

Bangladesh+
Cambodia5
Egypts

Ghana+6

Guyana*
lndonesia
lran, l.R. of
Jamaica6
Mauritius
Sudan
Zambia

Argentinal
Azerbaijanr
Croatia

Ethiopia +

Georgia

Haiti3,6

Kenya*

Kyrgyz Rep.*
Lao PD.R.*5

Moldova6

Mongolia*
Mozambique6

Pakistanl
Rwandar
Serbia and

Montenegm*11
Taiikistan*
Vietnam

Afghanistan, l.S. of
Algeria3

Angola3

Burundi * 3

Gambia, The3.6

lndia3
lraq
Kazakhstan3

Mauritania *

Myanmar3, s 6

Nigeria6

Paraguay*3

Russian Federation3

Sao Tomd and
Principe

Slngapore3

Slovak Rep.3

Trinidad and Tobago

Uzbekistan3 5

Czech Rep.

Peru6

Thailand

tndopondontly
lloadn8 (35)

Malawi*
Sierra Leoner6
Sri Lanka*
Uruguay*
Yemen, Rep, of

Australia Albaniat
Brazil' Armenia'
Canada Congo, Dem.

Chiles Rep. of*
Colombia* Madagascar+
Guatemalat Tanzania*

lceland Uganda*
Korea

i4exico

New Zealand

NoMay
Philippines
Poland

South Africa

Sweden

Turkey*

United Kingdom

Dominican Rep.t3

Japan3

Liberia3.6

Papua New Guinea3

Somalia5, 12

Switzerland3

United States3

Sources: lnternational Monetary Fund, Country Repons and lntemational Financiai Statistics.

These member countries of the Eastern Caribbean Currency Union have a currency board arrangement.

The country has no explicitly stated nomanal anchor but, rather, monitors various indicators in conducting monetary policy.

col6n notes wear out physically.
sThe member maintains an exchange arrangement involving more than one market. The atrangement shown is the one maintained in the major market.

Ehe regime operating de facto in the country is different from its de jure regime.
Tcomoros has the same atrangement with the French Treasury as the CFA franc zone countries.
8The band widths for these countries are as follows: Cyprus (115%), Denmark (j2.25%), Hungary (j15o/o), and Tonga (15%).
sParticipants in the ERM (exchange rate mechanism) ll ofthe European Monetary System.

lolhe band widths forthese countries are Belarus (adjusted frequently), Honduras (t7yo), lsrael (i26%), and Romania and Slovenia (unannounced).

the euro is legal tender. ln the United Nataons-administered province of Kosovo, the euro is the most widely used currency.
l2lnsufficient information on the country is available for classification.
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Appendix

Principal Policy Decisions of the
Executive Board

Technica I Assista nce- Framework Ad mi n istered
Account-Establishment of China Technical
Assistance Subaccount

ln accordance with the terms and conditions of the lnstrument

establishing the Framework Administered Account forTechnical Assis-

tance Activities (Decision No. 10942-(95/33)),1 as amended, the

Fund hereby approves the establishment of the "China Technical

Assistance Subaccount,'which shall be used by the Fund to admin-

ister resources to be contributed by the government of the People's

Republic of China, as described in EBS/03/61 (5/16/03).

Decision No. 13015-(03/49)

Adopted May 23,2003

Technical Assistance-Framework Administered
Account-Establishment of lraq lechnical
Assistance Subaccount

ln accordance with the terms and conditions of the lnstrument

establishing the Framework Administered Account for Technical Assis-

tance Activities (Decision No. 10942-(95/33)),2 as amended, the

Fund hereby approves the establishment of the "Technical Assistance

Subaccount for lraqi'which shall be used by the Fund to administer

resources to be contributed by the Governments ofAustralia,

Canada, ltaly, and the United Kingdom, and any subsequent Contrib-

utors, as described in EBS/03/105 (7/15/03).

Decision No. 13062-(03/ 7 2)

Adopted Juty 22,2003

Overdue Financial 0bligations-Strengthened
Cooperative Strategy- Review

The Fund has reviewed progress under the strengthened cooperative

strategy with respect to overdue financial obligations to the Fund

as described in EBS/03/118 (8/14/03).Ihe Fund reaffirms its

support for the strengthened cooperative strategy and agrees to

extend the availability of the rights approach until end-August 2004

(E8S/03/ 1 18, 8/ 14/03).

Decision No. 13080-(03/80)

Adopted August 21,2003

1Se/ected Declsions and Se/ected Documents of the lnternational Monetary

Fund,Twenty-Eighth lssue (December 31, 2003), p. 157,
2lbid,, p. 157.

Genera! Data Dissemination System-Amendment

The Executive Directors approve the draft amendment to the General

Data Dissemination System as set forth in Sl\4/03/212, Sup. 4

(r0/29/03).

Decision No. 13 1 26-(03/ 102)

Adopted November 6, 2003

lncome Position for FY2004-Review

The Fund has reviewed the income position for FY2004 in accor-

dance with Rule l-6(4Xb) (EBS/03/163, 12/5/03\.

Decision No. 1 3 1 45-(03/ 1 1 4)

Adopted December 12, 2003

East African Development Bank-Termination of
Status as Prescribed Holder of SDRs

The Fund notes that the status of the East African Development

Bank as a prescribed holder of SDRs has been terminated as of

December 10,2003, and concurs in the arrangement made by the

East African Development Bank to sell its SDR holdings in a transac-

tion by agreement on February 5, 2004 (EBS/03 / 179,12/30/03).

Decision No. 1 3 167 -(04/ 2 )
Adopted January 8,2004

Cooperation with lnvestigations on Fund Activities
by Auditing lnstitutions of Members-Procedures

The Executive Board approves the procedures set forth in SM/04/7
1/ 12/04.

Decision No. 13 17 2-(04/ 6)

Adopted January 20, 2004

Eleventh Genera! Review of Quotas-Period for
Consent to lncreases-Extension

Pursuant to Paragraph 4 of the Resolution of the Eoard of Governors

No. 53-2,3 "lncrease in Quotas of Fund Members-Eleventh General

Reviewl'the Executive Board decides that notices of consent from

3tbid., p. 752
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members to rncreases in therr quotas must be recerved in the Fund by

6:00 p.m., Washrngon time, on July 31, 2004 (EBD/04/6, L/21/04).

Decision No. 13181-(04/ 10)

Adopted lanuary 28, 2004

Framework Administered Account for Technical
Assistance Activities-Ganadian Technical Assistance
Subaccount

ln accordance wrth the terms and condrtrons of the lnstrument estabhshrng

the Framework Admrnrstered Account forTechnical Assrstance Activities (Deci-

sion No. 10942-(95/33)),4 as amended, the Fund hereby approves the

establishment of the "Canadran Technical Assrstance Subaccountl whrch

shall be used by the Fund to admrnrster resources to be contributed by the

Government of Canada, as described in EBS/04/ 7 (EBS/04/ 7 , L/21/04).

Deagon No. 13182-(04/ 10)

Adopted January 28, 2004

Strengthening the Etfectiveness of Article Vlll, Section 5

1. Pursuant to Artrcle Vlll, Sectron 5, the Fund decrdes that all members shall

provide the informaton listed in Annex A to this decision, which is necessary

for the Fund to discharge its duties effectively. Members shall provrde the

data specified in Annex A for the penods commencrng after December 31,

2004. Annex A shall be reviewed no later than December 31,2007 .

2. When a member farls to provrde information to the Fund as specrfred rn

Article Vlll, Section 5, or in a decision of the Fund adopted pursuant to that

Artrcle rncludrng rnformation hsted rn Annex A (herernafter "rnformatron

requrred underArtrcle Vlll, Sectron 5'), the procedural framework set forth rn

paragraphs 5 through 17 below shall apply. Failure to provide information

includes both the nonprovision of information and the provision of inaccurate

rnformatron.

3. A member has an obhgation to provrde informatron required under Article

Vlll, Section 5, to the best of its ability. Therefore, there is no breach of obl-
gaton if the member is unable to provrde rnformaton requrred underArtrcle

Vlll, Sectlon 5, or to provide more accurate rnformatron than the rnformation

it has provided. However, a member that is unable to provide final data is

obligated to provide provisional data to the best of its ability untrl rt rs rn a

posrtion to provrde the Fund wrth final data. When assessrng a member's

ability to provide information, the Fund will give the member the benefit of

any doubt.

4. ln the context of performance criteria associated wrth the use ofthe Fund's

general resources, a member may be found in breach of its ob[gation under

Artrcle Vlll, Secton 5, only f (r) rt has reported that a performance cnterion

was met when in fact tt was not, or that a performance cntenon was not

observed by a particular margin and it is subsequently discovered that the

margin of non-observance was geater than originally reported; and (ii) a pur-

chase was made on the basrs of the rnformaton provrded by the member, or

the information was reported to the Executive Board in the context of a review

that was subsequently completed or of a decrsron of the Executive Board to
grant a waiver for non-observance of the relevant performance criterion.

albrd., p 157

Procedures Prior to Report by the Managing

Director to the Executive Board

5. Whenever it appears to the Managrng Drrector that a member rs not pro-

vrdrng information requrred under Artrcle Vlll, Sectron 5, the Managrng Direc-

tor shall call upon the member to provide the required informaton; before

makrng a formal representatron to the member, the Managrng Director shall

rnform, and enlst the cooperatron of, the Executrve Drrector for the member,

lf the member persrsts rn not provrdrng such rnformaton and has not demon-

strated to the satisfactron of the Managrng Drrector that it is unable to pro-

vrde such information, the lvlanaging Director shall notify the member of his

rntenton to make a reportto the Executive Board under Rule K-l for breach

of oblgatron unless, within a specrfied penod of not less than a month, such

information is provrded or the member demonstrates to hrs satrsfactron that

rt is unable to provide such informatron.

6. Whenever rt appears to the Managrng Drrector that a member has pro-

vrded inaccurate data on rnformatron required underArticleVlll, Sectron 5,

the Managing Director shall consult wrth the member to assess whether the

rnaccuracy rs due to a lack of capacity on the part of the member. lf, after

consultrng wrth the member, the Managing Drrector frnds no reason to

beleve that the rnaccuracy rs due to a lack of capacrty on the part of the

member, he shall notrfy the member of his rntention to make a report to the

Executve Board for breach of obligation under Rule K-l unless the member

demonstrates to hrs satsfactron wrthrn a penod of not less than one month

that it was unable to provrde more accurate rnformatron.

7. lf the Managing Drrector concludes that the nonprovision of rnformation or

the provrsron of rnaccurate rnformation is due to the membe/s rnabilrty to
provide the required rnformatron rn a trmely and accurate fashion, he may so

rnform the Executrve Board. ln that case, the Executive Board may decrde to

apply the provrsrons of paragraph 10 below.

Report by the Managing Director

8. After the expiration of the penod specrfied rn the Managing Directo/s notifi-

caton to the member, the Managing Director shall make a report to the Erecu-

trve Board under Rule K-l for breach of obhgaton, unless the Managrng Drrector

is satrsfied that the member's response meets the requirements specrfied rn

his notification. The report shall rdentrfy the nature of the breach and include

the membe/s response (if any) to the Managing Director's notrficaton, and

may recommend the type of remedral actons to be taken by the member.

Consideration of the Report

9. Within 90 days of the issuance of the Managing Director's report, the

Executrve Board wrll consider the report with a view to deciding whether the

member has breached its obllgatrons. Before reachrng a decrsron, the Execu-

tive Board may request from the staff and the authonties addrtronal clarifica-

tron of the facts respecting the alleged breach of obhgation; the Executive

Board wrll specrfy a deadline for the provision of such clarificatron.

10. lf the Executive Board finds that the member's farlure to provide rnforma-

tion requrred under Article Vlll, Section 5 is due to its inability to provide the

information in a timely and accurate fashron,the Executrve Board may call

upon the member to strengthen rts capacrty to provrde the required rnforma-

tron and ask the lvlanaging Director to report periodically on progress made

by the member rn that respect. The member may request technrcal assis-

tance from the Fund.
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11. (a) lf the Executve Board finds that the member has breached its obltga-

tion, the Executrve Board may call upon the member to prevent the recur

rence of such a breach rn the future and to take speciftc measures to

that effect. Such measures may include the implementatton of tmprove-

ments rn the member's statistical systems or any other measures

deemed appropflate rn view of the crrcumstances.

(b) ln addfiron, if the Executrve Board finds that the member ts sttll not

providing the requrred rnformatron, the Executrve Board will call upon the

member to provide such informaton.

(c) The Executrve Board will specify a deadltne for taking any remedtal

actions specrfied under (a) and (b); tn pnncrple, the deadline will not

exceed 90 days for actions specrfied under (b).The dectston may note

the rntention of the Managrng Director to recommend the tssuance of a

declaratron of censure rf the specified actions are not implemented wtthtn

the specrfied penod. ln order to assist the Executve Board tn tdentifytng

the appropnate actons to address a breach of obltgation under Arttcle

Vlll, Sectron 5, the member may, before the Board meeting, provrde the

Executive Board wrth a statement specrfyrng the remedial actions tt

intends to take and a proposed time frame.The member may also

request technrcal asststance from the Fund.

(d) At the expiratron of the penod specified by the Executtve Board, the

Managrng Director shall report to the Executive Board on the status of the

specrfied actions. lf the member has not taken the spectfied actions

wrthrn the specrfred period, and dependtng on the ctrcumstances of such

farlure, the Managing Director may recommend and the Executtve Board

may decrde (i) to extend the period before further steps under the proce-

dural framework are taken; (il) to call upon the member to take additional

remedral actrons wrthrn a specified time frame; or (ilt) to issue a declara-

tion of censure agarnst the member.

Declaration of Censure

12. lf a member farls to rmplement the actrons spectfted by the Execulve

Board before the estabhshed deadline, the Managrng Dtrector may recom-

mend and the Executrve Board may dectde to tssue a declaration of censure.

Before the adoption of a declaration of censure, the Executtve Board may

issue a statement to the member setting out its concerns and givtng the

member a specrfied period to respond.

13.Ihe declaratron of censure will identrfy the breach of obligation under

Article Vlll, Sectron 5, and the spectfted remedtal acttons the member has

failed to take within the specrfied trme frame.The declaration may specify a

new deadline for the implementatron by the member of the spectfied reme-

dral actons; rn addition, the declaratton may identify further remedtal actions

for the member to rmplement before the specified deadltne. lt will note that

the member's farlure to rmplement any of the actons called for in the decla-

raton wrthrn the specified time frame may result tn the issuance of a com-

plarnt for ineligibrlrty underArtrcle XXVI (a) and the rmposrtron of this

measure. At the exprratron of the peaod spectfied by the Executive Board, the

Managrng Drrector shall report to the Executtve Board on the status of the

specrfied actions.

Sanctions Under Article XXVI

14. Followtng the adopton of a declaration of censure, rf the Executtve Board

finds that the member has failed to rmplement any of the actions called for

in the declaratron within the specrfied time frame, the Managtng Dtrector may

rssue a complaint to the Executtve Board and recommend that the Executtve

Principal Policy Decisions of the Executive Board

Board declare the member rnelrgrble to use the general resources of the

Fund for tts breach of obhgatron underArtrcle Vlll, Sectron 5.The Executtve

Board decrsron declanng the member rnelgrble to use the general resources

of the Fund will note that the member's persrstence in its failure to fulfill tts

obligatrons underArticle Vlll, Section 5, followrng the declaration of rnelgrbrl-

rty may result rn the rssuance of a complarnt for the suspenston of the mem-

ber's votrng and related nghts and in the rmpostton of this measure.

15. lf the member persrsts rn rts farlure to fulfill tts obltgatons underArttcle

Vlll, Sectron 5, for srx months after the declaratron of ineligrbrlrty, the Manag-

ing Director may issue a complarnt and recommend that the Fund suspend

the member's votrng and related rights.The Erecutrve Board decrsron sus-

pendrng the member's voting and related nghts will note that the member's

persrstence rn rts farlure to fulfill rts oblrgations underArtcle Vlll, Section 5,

followrng the declaratron of suspension of voting and related nghts may

result in the rssuance of a complaint for compulsory wtthdrawal and in the

rnitration of the proceedings for the compulsory wtthdrawal of the member

from the Fund.

16. lf the member persrsts rn its farlure to fulfill tts obltgatton under Arttcle

Vlll, Sectron 5, for srx months after the suspensron of its voting rights, the

Managrng Drrector may rnitiate proceedrngs for the compulsory wtthdrawal of

the member from the Fund.

17. All the Executrve Board decisions arisrng from a breach of obligatron

taken under the procedures described above, tncludtng a dectston to tssue

the statement of concern referred to rn paragraph 12 above, will give nse to

a pubhc announcement wrth prior review of the text by the Executve Board.

Annex A

The data referred to in paragraph 1 of thrs decision are the natronal data on

the followtng matters:

(r) reserve, or base money;

(ii) broad money;

(ilr) interest rates, both market-based and offictally determrned, including

drscount rates, money market rates, rates on treasury btlls, notes and

bonds;

(iv) revenue, expendrture, balance and composition of financtng (that ts,

foreign financing and domestrc bank and nonbank financtng) for the

general and central governments respectively;s the stocks of central

government and central government-guaranteed debt, includtng

currency and matuflty composrtion and, tfthe debt data are

amenable to classrficatron on the basts of the residency or nonrest-

dency of the holder, the extent to whrch the debt is held by residents

or nonresrdents;

(v) balance sheet of the central bank;

(vi) external current account balance;

(vil) exports and imports of goods and services;

(viii) the rnternatonal reserve assets and reserves ltabilites of the mone-

tary authonties, specrfyrng separately any reserve assets that are

pledged or otheMrse encumbered as well as net denvative postttons;

(ix) gross domestic product or gross nattonal product;

sThe general government consrsts of the central government (budgetary funds, extra-

budgetary funds, and socral secunty funds) and state and local governments
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(x) consumer pnce rndex;

(xr) gross external debt;6 and

(xil) consolidated balance sheet of the bankrng system.

Decrsron No. 13183-(04/10)

Adopted January 30, 2004

Transparency and Fund Policies-lssues and Next

Steps-Amendments to Decision

Publication Policies of the Fund

Authorization and Consent

1.The Managrng Director shall arrange for publicatron by the Fund of the

documents on the attached hst, subject to the consent of the member con-

cerned rn the case of Documents 1-11,13, and 16-17, and to the authon-

zatron of the World Bank rn the case of Documents 6 and 1 1 For purposes

of this decrsron (r) Documents 1-4, 6, 9-10, 1 1, 13, and 17 wrll be referred

to as "Country Documents"; (ir) Documents 5, 7-8, and 16 wrll be referred to

as "Country Polcy lntentons Documents"; and (ilr) Documents 14 and 15

wrll be refened to as "Fund Policy Documents."

2. The Executve Board encourages each member to consent, where requrred,

to the pubhcatron by the Fund of a document under thrs decrsion lt rs

recognrzed that for some members such publrcatron would be a longer-term

obJectrve.

3. (a) A member's consent to Fund publicatron of Documents 5-1 1 and 13

shall be voluntary but presumed. From July 1,2004, onwards, a member's

consentto Fund publcatron of Documents 7,2,and 4 shall also be volun-

tary but presumed, untrl July 1,2004, consent to the publrcatron of these

documents shall be voluntary. A member's consent to Fund publcaton of

Documents 3 and 16-17 shall be voluntary.

(b) The presumptron referred to rn paragraph 3(a) means that Fund publ-

catron of an apphcable document would be expected to occur wrthrn 30

calendar days of the Executrve Board meeting at whrch that document

was considered. lf, by the tme of the relevant Executive Board meeting,

the member concerned has not decrded whether rt wrll consent to the

publrcatron of the document, the Secretary wrll remrnd the member to

communrcate its publrcatron decisron to the Fund withrn 30 calendar

days followrng the Executrve Board meetrng. Unless the member's exphcrt

consent rs received by the Fund, Documents 1-11,13, and 16-17 shall

not be publshed.

4. (a) ln the case ofa member's Poverty Reductron Strategy Paper(PRSP),

lntenm PRSP or PRSP progress report (Document 5), the Managrng Drrec-

tor will not recommend rts endorsement by the Executrve Board rf the

member concerned does not consent to rts publrcation

(b) From )uly 1,2004, onwards, the Managrng Director wrll generally not

recommend that the Executrve Board approve a request to use Fund

resources that would result rn the relevant member obtarnrng exceptronal

access to the Fund's general resources, unless that member consents to

6Gross external debt rs the outstandrng amount of those actual current, and not con-

trngent, lrabrlrtres that requrre payment(s) of pnncrpal and/or rnterest by the debtor at

some potnt(s) tn the future and that are owed to nonrestdents by resrdents of an

economy (SM/03/386, Sup 1, l/23/04)

the publicatron of the assocrated staff report. The use of Fund resources

under an arrangement that was approved before July 1,2004, shall not

be affected by thrs pohcy, unless there rs a change rn the terms, condr-

trons, or timing of the arrangement. For purposes of thrs paragraph (i)

approval of the use of Fund resources rncludes the completron of a revrew

under an arrangement; and (ii)'exceptronal access'means access by a

member to the Fund's general resources, under any type of Fund financ-

rng, rn excess of an annual lrmrt of 100 percent of the member's quota, or

a cumulatrve lrmrt (net of scheduled repurchases) of 300 percent of the

member's quota.

5 For the purposes of paragraph 1, a member's actual consent shall nor
mally be communrcated to the Secretary ofthe Fund. Such consent may be

communrcated by the Executrve Director elected, appornted, or designated by

the member.

6. ln respect of documents crrculated to the Executrve Board for whrch publi-

catton requrres a member's consent, the secretary's cover note wrll rndicate

whether a communrcatron has been recerved from the member in this regard

and, rf so, the member's rntentrons.

Membefs Statement Regarding Fund Staff Reports

7. lf a Fund staff report (Documents 1,9, and 17) on a member rs to be

published under thrs decrsron, the member concerned shall be grven the

opportunrty to provrde a statement regardrng the staff report and the Execu-

trve Board assessment. Such statement shall be communrcated to the Fund

and published together wrth the staff report

Deletions to Documents lvhich Pertain to Members

8. Pnor to publrcaton of a Country Document, or a certarn Country Pohcy

lntenttons Document (Documents 7-8) that has been the basts ofa Fund

decrsron, or Document 16 the member concerned may propose deletrons to

the Managrng Director ln the case of a senous drsagreement between the

Managing Director and the member, the lvlanagrng Director or the Executive

Drrector elected, appornted, or desrgnated by that member may refer the

matter to the Executrve Board for rts consrderaton. Deletrons, rf any, should

be lrmited to hrghly market-sensrtrve mateflal, marnly on exchange rates and

rnterest rates, rn bankrng and fiscal areas, and in vulnerabrlrty assessments.

ln partrcular, deletrons wrll not apply to rnformatron rn the publrc domarn or

polrtically sensitive informatron that rs not hrghly market sensrtrve. ln the

case of Documents 1, 7-9, and 16-17, information relatrng to any perform-

ance cntenon or structural benchmark may not be deleted unless the rnfor-

matron rs of such character that would have enabled it to be communicated

to the Fund rn a srde letter pursuant to Decrsron No. 12067, adopted Sep-

lembe( 22,1999. lf, rn a partrcular case, the Managrng Drrector rs of the

vrew that the deletrons would result rn a document that, rf publrshed, would

undermrne the overall assessment and credrbrlrty of the Fund, the Managing

Drrector may recommend to the Executrve Board that the document not be

publrshed.

9. Deletons wrll not generally apply to a PRSB an lntenm PRSB or a PRSP

progress report that has been the basis of a Fund decrsion.

Chairman's Statements in Respect of Use of
Fund Resources

10 After the Executive Board adopts a decrsron regardrng a member's use

of Fund resources (rncluding a decisron completrng a revrew under a Fund

arrangement) or completes a discussion on a member's partrcrpatron rn
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the HIPC lnitiative, PRSP lntenm PRSP or PRSP progress report, a Chair-

man's statement on the drscussion, emphasiztng the key potnts made by

Executtve Directors, wrll be released to the pubIc. Where relevant, the

Charrman's statement wrll contarn a summary of HIPC lnttlattve dectstons

pertarning to the member and the Executive Board's vtews on the mem-

be/s PRSB lntenm PRSP or PRSP progress report. Waivers for non-

observance or of applicabrlrty of performance criteria, if any, wtll be men-

ttoned tn the press release containing the Chairman's statement. Before

the statement is released, rt will be read by the Charrman to the Executtve

Board, and Executive Drrectors wrll have an oppo(unity to comment at that

trme.The Executrve Director elected, appotnted, or designated by the mem-

ber concerned will have the opportunity to revrew the Chatrman's state-

ment, to propose very minor revrsrons, rf any, and to consent to tts
publrcatron rmmediately after the Executive Board meeting. Notwtthstand-

rng the above, no Chairman's Statement released under thts paragraph

shall contarn any reference to a drscussron or decrsion pertatntng to (i) a

member's overdue frnancial oblgatrons to the Fund, where a press release

following an Executrve Board dectston to lrmrtthe member's use of Fund

resources because of the overdue financral obligations has not yet been

rssued; or (ri) a requestto amend a repurchase expectatton schedule pur

suant to paragraph 1(b) of Decision No. 5703-(78139)7 or paragraph

10(a) of Decision No.4377-(74/114).8 ln the case of an Executrve Board

meeting pertarnrng solely to a discussion or dectston described in either

(r) or (ri) above, no Charrman's statement wrll be released.

Non-Publication of PlNs and Chairman3 Statements in

Se/ected Cases-Re/ease by the Fund of Factual

Statements in Lieu

11. (a) From )uly 1,2004, onwards, rf a member does not consent to the

publicaton of a Pubhc lnformatron Notice (PlN) followrng the Executive

Board's conclusron of an Article lV consultatton wrth that member, or fol-

lowing a post-program monrtoring or ex post assessment dtscusston per.

tarnrng to that member (Document 13), a bnef factual statement

informing that the Executrve Board has concluded that consultation or

drscussion wrll be released rnstead.

(b) lf a member does not consent to the publtcatton of a Chatrman's

Statement (Document 10) under paragraph 10 where one would be

appltcable, a bnef factual statement descnbrng the Erecutrve Board's

decrsron relatrng to that member's use of Fund resources (tncludtng any

tnformatron on warvers, HIPC inrtratve decrsrons, and endorsements of

Documents 5) will be released rnstead.

Fund Policy Documents

12. Afterthe Executive Board meets on polrcy issues, it shall be presumed,

unless otheMrse decrded by the Executve Board, that the staff report con-

srdered at the meetng (Document 14) and/or a Publrc lnformatton Nottce

(PlN, Document 15) on the drscussion will be pubhshed.Thts presumption of

pubhcatron shall not apply to Executive Board meetrngs on poltcy tssues

dealing wrth the admrnistrative matters of the Fund, such as the Fund's oper-

atrng budget, personnel poltcres, staff retirement plan and asset manage-

ment, for which the Executrve Board may decide to publtsh Documents 14

and/or 75 on a case-by-case basrs. ln dectdtngto pubhsh or notto publtsh

Principal Policy Declsions of the Executive Board

Documents t4 and/or 15, the factors on whrch that decrsron shall be based

shall rnclude whether the drscussrons have reached completton or, tf not

completed, whether informing the publc of the state of the discusstons

would be useful.The staff shall make a recommendatron on the publication

of a staff polrcy paper and/or a PIN on rts cover. A PIN on poltcy dtscusstons

will be based on the decrsron that may have been adopted bythe Executive

Board or the Charrman's summing-up of the dtscusstons. lt wrll also tnclude

a short secton settrng out background tnformatton.

13. (a) Pnor to the publicatron of a Fund polcy staff report, the Managtng

Drrector may make necessary factual correctons and deletions to the

report (rncludrng of hrghly market-sensrtrve matenal and country-spectftc

references). However, staff's proposals rn a report shall not be modtfied

pnor to its pubhcatron. ln cases where confuston mtght anse from differ-

ences between staff's proposals rn the report and the Executve Board's

conclusions regardrng those proposals as reflected rn the PIN pertatntng

to the Executrve Board drscussion, rt would be clearly tndtcated in the

publshed versron of the report whrch staff proposals the Executive Board

did not endorse.

(b) Paragraph 13(a) shall not apply to lhe Woild Economic Outlook and

Global Fnancial Stabihty Report. ln accordance with establtshed prac-

trce, staff may modify these documents pnor to therr publtcatton tn order

to, rnter aha, take rnto account vrews expressed at the relevant Executive

Board meetng.

Timint and Means of Fund Publication

14. Documents may be publshed under thrs dectston only after their constd-

eration by the Executrve Board, except for (t) PRSPS, lntenm PRSPS, or PRSP

progress reports; (il) documents circulated to the Executtve Board for infor-

matlon only; and (rir) Reporc on observance of Standards and Codes

(RoSCS) and Assessment of Financial Sector Supervtston and Regulation

(AFSSR) reports. Documents under items (r)-(ilr) may be published tmmedt-

ately after crrculatron to the Executrve Board.

15. Pubhcation by the Fund under thrs decrsion shall normally mean publica-

tron on rts websrte but may include pubhcatron through other medta.

Repeal of Superseded Decisions

16.The following decrsrons are repealed: (i) "Use of Fund Resources-

Release of Charrman's Statement," Decrsron No. 11971-(99/58), adopted

June 3, 1999; (ir) "Public lnformatron Notrces for Policy Mattersl'Dectston

No. 11972-(99/58), adopted June 3, 1999; (iit) "Publtcatton of Lefters of

lntent, Memoranda of Economic and Ftnanctal Poltcies and Policy Framework

Papersl Decrsion No. 11974-(99/58), adopted June 3, 1999; and

(rv) "Release of lnformatron-Reports on Recent Economrc Developments

and Statrstical Appendrces and Annexes,' Dectston No. 10138-(94/61),

adopted July 1 1, 1994. The decrsron set forth in EBD/98/ 64 (6/ 19/98),

whrch was approved on a lapse-of-trme basis on June 24,1998, ts repealed

to the extent that rt relates to the publrcatron of the final dectsion and

completron pornt documents under the HIPC lntttative.

Article Xll, Section 8

17. Nothrng rn this decisron shall be construed to be rnconsrstent wtth the

power of the Fund to decrde under Arlcle Xll, Sectron 8, by a 70 percent

majonty of the total vottng power, to pubhsh a report made to a member

regardrng rts monetary or economrc conditrons and developments whrch

drrectly tend to produce a seflous drsequrltbrum rn the Internattonal balance

of payments of members.
387
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)ther Matters/Review

18. ln the case of a document pertaining to a country that ts not a member

of the Fund (r) all references to "member' in this decision shall be taken to

mean'country'; and (ii) all references to "Executive Director elected,

appornted, or desrgnated by that membef shall be taken to refer to the

appropnate authontres of the country concerned.

19. This decision shall be reviewed rn light of expenence at regular rntervals

not to exceed 24 months.

List of Documents Covered by the Decision

l. Surveillance and Supporting Documents

1. Article lV and Combined Artrcle lvlUse of Fund Resources Staff Reports

2. Selected lssues Papers and Statistical Appendices

3. Reports on 0bservance of Standards and Codes (RoSCS), Frnancral

Sector Stability Assessment (FSSA) reports, and Assessment of Frnan-

cral Sector Supervisron and Regulation (AFSSR) reports

4. Public lnformation Notices (PlNs) followrngArtrcle lV consultatrons and

regional surveillance discussions

ll. Use of Fund Resources by a Member

5. Poverty Reducton Strategy Papers (PRSPS), lnterim PRSPS, and PRSP

Progress Reports

6. Jornt Fund/World Bank StaffAssessments of PRSPs, lnterim PRSPs, and

PRSP Progress Reports

7. Letters of lntent and Memoranda of Economic and Financial Policies

(L0ls/MEFPS)

8.Technrcal Memoranda of Understanding (TMUs) wrth policy content

9. Use of Fund Resources, Post-Program Monitoring and Ex PostAssess-

ment Staff Reports (excludrng staff reports deahng solely wrth a mem-

be/s overdue financial obligatrons to the Fund)

10. Chairman's Statements

11. Prehmrnary, decrsron pornt, and completion point documents under the

HIPC lnitiative

12. Statements on Fund decisions on waivers of applrcabrl(y, or for non-

observance, of performance cntena

13. PlNs following Executrve Board drscussions on post-program monitonng

and ex post assessments

lll. Fund Policy Documents

14. Fund policy issues papers

15. PlNs followrng Executrve Board drscussions on pohcy issues

lV. )ther Documents

16. LO|s/MEFPS for Staff Monrtored Programs (SMPs)

17. Stand-alone Staff Reports on SMPs

Dectgon No. 13197-(04/ 16)

Adopted February 20, 2004

Trade-Related Balance of Payments Adjustments-
Fund Support

1.The Fund rs prepared to provide flnancral assistance to members that are

experiencrng balance of payment drfficultres as a result of trade hberalzatron

measures undertaken by other countnes. Such assrstance shall be made

available (i) in the upper credlt tranches under a Stand-By Arrangement,

(rr) under the Extended Fund Facrlrty, or (ili) under the Poverty Reduction and

Growth Facrlity, and shall be subject to the general access limits established

from time to time under such polcres. Liberalzatron measures undertaken by

other members would normally be lrmrted to measures rntroduced erther

(i) under a WTo agreement or (ri) on a nondiscnmrnatory basrs.

2. Frnancing under this decrsron may be provided to address the existrng or

antcrpated balance of payments difficulties identrfred in paragraph 1 either

at the trme of the approval of an arrangement or completron of a program

revrew under such an arrangement, upon the Fund's determrnatron that the

member rs rmplementing economic adjustment policres that are designed to

address the identified balance of payments problems.

3. When makrng a request for financrng under paragraph 2 above, the mem-

ber may also request that the Fund rndicate rts wilhngness to consrder pro-

viding additional financing rf the balance of payments drfilcultres rdentifled rn

paragraph 1 above that may arise dunng the course of the arrangement are

larger than anticipated at the trme of the approval of the ongrnal request

under paragraph 2 above.This addrtronal financrng, which shall not exceed

10 percent of quota, may be requested by the member and be provided at

any tme during the penod of the arrangement upon a determrnaton by the

Fund, in the context of a special revrew under the arrangement, that (i) the

member's adjustment program is broadly on track, and (ii)the additional

financrng is justified by unantcrpated balance of payments drfficultres of the

type identrfied rn paragraph 1.

4. Nothing rn thrs decisron shall be understood as preventing a member from

requesting Fund financral assrstance outsrde this decrsion to address the

balance of payments problems rdentified rn paragraph 1.

5. This decrsron shall be revrewed no later than April 30, 2007 (SM/04l63
sup. r, 4/ t/04\.

Dectsion No. 1 32 29-(04/33)
Adopted April 2,2004

PRGF-Hl PC Trust lnstrument-Amendment

The Executrve Board approved the followrng decisron, wlth one objection from

Ms. Jacklrn (US):

The lnstrument to Establsh a Trust for Special PRGF operations for the

Heavrly lndebted Poor Countries and lntenm PRGF Subsrdy operations
(annexed to Decrsron No. 11436-(97l10),e adopted February 4,1991),

as amended, shall be amended as follows:

The third sentence of Sectron lll, Paragraph 3(e), shall be amended to read

7. 'The Trustee retarns the right to commrt addrtronal assistance at the comple-

tion point, beyond that already committed, but only so as to bnng the ratio of

the net present value of debt-to-exports to 150 percent (or debt-to-fiscal rev-

enue to 250 percent), if the detenoration in the membe/s debt sustainability is
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pnmarily attributable to a fundamental change rn the membeis economic cir-

cumstances due to exogenous factors" (EBS/04/43, 3/ 18/04).

Deagon No. 13224-(04/33)

Adopted Apnl 1,2004

PRGF Trust and PRG F-H I PC Trust-Reserve Account-
Review

Pursuant to Dectston No. 10286-(93/23) ESAE10 adopted on Februuy 22,

1993, as amended, the Fund has reviewed the adequacy of balances in the

Reserve Account of the PRGFTrust and determrnes that they are suffrcrent to

meet all obligations that could grve rise to payments from the Account to

lenders to the Loan Account of the PRGFTrust rn the sx months from Apnl 1,

2004 to September 30, 2004.

Decisrcn No. 13226-(04/34) PRGF

Adopted Apnl 5,2004

lncome Position, Rate of Charge, and Burden

Sharlng for FY2004 and FY200s-Review-Disposition
of Net lncome for FY2004

1.The Fund's net income for FY2004 denved from the application of para-

graph 2 of Decrsron No. 12988-(03/36),11 adopted Apnl 21,2003, shall be

placed in the Fund's Special Reserve after the end of the financial year.

2.The expense denved from the application of lnternatronal Accountng Stan-

dard lg-Employee Benefits during FY2004 shall be charged agarnst the

Fund's Special Reserve and shall be recorded separately in the financial

records of the Fund (EBS/04/55, 4/ 14/04l,.

Decision No. 13235-(04/42)
Adopted April 30,2004

lncome Positlon, Rate of Charge, and Burden Sharing for
F(2O04 and FY200s-Revlew-Rate of Charge on Use of
Fund Resources for FY2005

1. Notwithstanding Rule l-6(4xa), effectrve May 1,2004, the proporton of

the rate of charge referred to in Rule l-6(4) to the SDR interest rate under

RuleT-1 shall be 154.0 percent.

2.Ihe net rncome target for FY2005 shall be SDR 191 million. Any net

income forfinancial year2005 rn excess of SDR 191 million shall be used to

reduce retroactrvely the proportion of the rate of charge for financral year

2005. lf net income for linancral year 2005 rs below SDR 191 million, the

amount of projected net income for financral year 2006 shall be rncreased

by the equrvalent of that shortfall. For the purpose of thrs provrsron, net

income shall be calculated without taking into account net operational

income generated by the surcharges on purchases under the Supplemental

Reserve Facrlrty, the surcharge on purchases in the credit tranches and under

the Extended Fund Facility or the effect on rncome of the rmplementation of

lolbrd., p 441
11lbtd., p.416.

Principal Policy Decisions of the Executive Board

lnternational Accounting Standard 19-Employee Benefits (EBS/04/55,

4/ t4/04).

Deasion No. 13236-(04/42)

Adopted April 30,2004

lncome Position, Rate of CharBe, and Burden Sharing for
F(2004 and FY2005-Review-Burden Sharing
lmplementation In FY2005

Section l. 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 countnes.

2.The sharing shall be applied in a simultaneous and symmetncal fashron

(EBS/04l55, 4/ t4/04).

Section ll. Determinatron of Rate of Charge

The rate of charge referred to rn Rule l-6(4) shall be adjusted in accordance

with the provisions of Secton lV of thls decisron and Section lV of Executive

Board Decrsron No. 12189-(00/45), adopted Apnl 28,2000 (EBS/04/55,

4/ t4/04).

Section lll. Adjustment for Deferred Charges

Notwithstandrng paragraph 1(a) of Section lV of Executive Board Decision

No. 12189-(00/45),12 adopted April 28, 2000, the rate of charge and the

rate of remuneration determined under that Section shall be rounded to two

decrmal places (EBS/04/55, 4/ 14/04).

Section lV. Amount for Special Contingent Account-1

1. An amount of SDR 94 mrlhon shall be generated dunng financial year

2005 rn accordance wrth the provrsrons of this Secton and shall be placed

to the Specral ContrngentAccount-1 referred to in Decrsron N0.9471-
(90/98),13 adopted June 20,1990.

2. (a) ln orderto generate the amountto be placed to the Specral Contn-
gent Account-1 in accordance with paragraph 1 of this Section, notwith-

standrng Rule l-6(4xa) and (b) and Rule l-10, the rate of charge referred

to in Rule l-6(4) and, subject to the limitation in (b), the rate of remunera-

tron prescribed rn Rule l-10 shall be adJusted rn accordance with the pro-

visions of this paragraph.

(b) Notwthstandrng paragraph 1 above, ad.;ustments to the rate of charge

and the rate of remuneration under this paragraph shall be rounded to two

decrmal places. No adjustrnent rn the rate of remuneration underthis para-

graph shall be carned to the point where the average remunemtion coeffi-

crent would be reduced below 85 percentfor an adjustment penod.

(c) The adlustments under thls paragraph shall be made as of May 1,

2004,August 7,2004, November 1,2004, and February 1,2005; shortly

after July 3 1 for the penod from May 1 to July 3 1; shortly after 0ctober 31

12lbrd., p 404.
l3Selected Decrsro ns and Selected Documents of the lntemational Monetary Fund,

Twenty-Seventh lssue (December 31, 2002), p. 390.
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forthe perod from August 1 to October 31; shortly afterJanuary 31 for

the penod from November 1 to January 31; shortly afterApnl 30 forthe

penod from February 1 to Apnl 30.

3. (a) Subject to paragraph 3 of Decrsron No. 8780-(88/12),14 adopted

)anuary 29, 1988, the balances held rn the Spectal Contngent

Account-1 shall be distributed rn accordance with the provtstons of thts

paragraph to members that have pard additional charges or have

received reduced remuneratron as a result of the adjustment when there

are no outstandrng overdue charges and repurchases, or at such earlter

trme as the Fund may decrde.

(b) Drstflbutrons under (a) shall be made rn proportlon to the amounts

that have been pard or have not been recerved by each member because

of the respectrve adJustments.

(c) lf a member that rs entrtled to a payment under thrs paragraph has any

overdue obligatron to the Fund rn the General Department at the time of

payment, the member's claim under thrs paragraph shall be set off agatnst

the Fund's clarm in accordance wrth Decrsron No. 8271-(86/74),1s

adopted Apnl 30, 1986, or any subsequent decisron of the Fund.

(d) SubJect to paragraph 4 of Decrsron No. 8780-(88/12), adopted Janu-

ary 29, 1988, if any loss rs charged agarnst the Spectal Contrngent

Account-1, it shall be recorded rn accordance wrth the principles of pro-

portronalrty set forth rn (b) (EBS/04/55,4/ 14/04).

Section V. Review

The operatron of thrs decrsron shall be revrewed when the adjustment tn the

rate of remuneratron reduces the remuneratton coefiictent to the ltmtt set

forth rn paragraph 2(b) of Sectron lV of thrs decisron and Sectron lV of

Executrve Board Decrsron No. 12189-(00/45),16 adopted April 28,2000
(EBS/04/55, 4/ t4/04).

Deaston No. 13237 -(04/42)

Adopted Apnl 30,2004

14se/ected Dec,s,o, s and Selected Documents of the lnternailonal Monetary Fund

Twenty-Srxth lssue (December 31,2001), p 319.
lsSe/ected Decrsrons, Twenty-Erghth lssue, December 2003, p. 398.
16lbrd., p. 404.

lncome Position, Rate of Charge, and Burden Sharing for
Ff 2004 a nd FY2005- Review- Cost of Ad m i n isteri n g

PRGFTrust

For financial year 2005, no rermbursement shall be made to the General

Resources Account from the PRGFTrust Reserve Account for the cost of

admrnrstenng the PRGF Trust (EBS/04/55, 4/ 14/ O4l.

Dec,sron No. 13238-(04/42) PRGF

Adopted April 30,2004

lncome Position, Rate of Charge, and Burden Sharing for
FY2004 and FY2005-Review-Surcharges on Purchases
Under Supplemental Reserve Facility, and in Credit
Tranches and Under Extended Fund Facility-Disposition
of Net Operating !ncome

For financral year 2005, after meetrng the cost of admtntstenng the PRGF

Trust, any remarnrng net operatonal rncome generated by the surcharges on

purchases under the Supplemental Reserve Faciltty and the surcharges on

purchases rn the credrt tranches and under the Extended Fund Factltty shall

be placed after the end of that financral year to the General Reserve

(EBS/04/55, 4/ t4/04).

Decrs,on No. 13239-(04/42) SRF

Adopted Apnl 30,2004

lncome Position, Rate of Charge, and Burden
Sharing for FY2004 and FY20Os-Review of System of
Speclal Gharges

The Fund has reviewed the system of specral charges appltcable to overdue

obhgatrons to the General Resources Account, the Structural Adjustment

Facrlity, and the Trust Fu nd ( EBS/04/ 5 5, 4 / 1 4 / 04).

Decisto n N o. 1 3 240- (04/ 42) G/SAF/TR

Adopted Apnl 30,2004
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Relations with 0ther lnternational Organizations

A
mid signs of a strengthening global economic recovery, close

cooperation between the IMF and other international otganiza-

The IMF's Regional 0ffice for Asia and the Pacific, Iocated in Tokyo,

is responsible for enhancing surveillance and promoting the IMF's

initiatives in Asia.The 0ffice works closely with regional groupings

such as the Asia-Pacific Economic Cooperation (APEC), the Associa-

tion of South East Asian Nations (ASEAN), the Pacific lslands Forum

(Forum), the South Asian Association for Regional Cooperation

(SAARC), the South EastAsian Central Banks (SEACEN), and the

Executives' l\,leeting of East Asia-Pacific Central Banks (EMEAP). ln

addition to providing the secretariat for the Manila Framework Group

the office also maintains close contact with two regional organiza-

tions, the Asian Development Bank (AsDB) and the United Nations

Economic and Social Commission forAsia and the Pacific

(UNESCAP), and with the World Bank's office in Japan. lt also facili-

tates the IMF's participation in the Consultative Group meetings of

donor nations held in the Asia and Pacific region.

The West African Regional Technical Assistance Center (West

AFRITAC) opened in Bamako, Mali, on May 29,2003, to strenghen

locally based technical assistance and training in ten participating

countries,l furthering efforts by the IMF and the World 8ank, in coop-

eration with donors, to build country ownership of poverty reduction

efforts. The East AFRITAC was established in Tanzania in october

2002, and three more AFRITACS are planned for sub-Saharan Africa.

Through the Pacific Financial Technical Assistance Center (PFIAC)

and the Caribbean Regional Technical Assistance Center (CARTAC),

the Fund provides similar technical assistance to its members in the

Asia-Pacific region and in the Caribbean, respectively, that are seek-

ing to improve their economic and fiscal management practices.The

IMF also provides policy-related training to public sector officials and

private sector managers through its support of the Joint Africa lnsti-

tute, the Joint Vienna lnstitute, and the Singapore Training lnstitute.

Each ofthese facilities offers courses and seminars on topics of rele-

vance to regional capacity building.

Collaboration with the World Bank

The collegial 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 Afticles of Agreement and in the joint

1989 Concordat, they play important complementary roles in ensur-

ing the world's economic growth and stability. Both institutions con-

duct regular consultations of senior staff members, participate in joint

missions, attend joint meetings, and share documents. Collaboration

by the staff, both on policy advice and on operational matters, is

guided by the ongoing dialogue between IMF and Bank management.

lBenin, Burkina Faso, COte d'lvoire, Guinea, Guinea Bissau, [,lali, Mauritania,

Niger, Senegal, and Togo.

tions continued to be of critical importance in FY2004. ln an increas-

ingly integrated financial system, identifying risks and generating

sustained and widespread momentum for economic growth requires

a high level of collaboration between the Fund, the World Bank, the

United Nations (UN) and its specialized agencies, the World Trade

organization (WTo), the 0rganization for Economic Cooperation and

Development (0ECD), the Bank for lnternational Settlements (8lS),

regional development banks, and intergovernmental groups.

Regional Representation and
Technical Assistance

The IMF's Offices in Europe and the Regional Office forAsia and the

Pacific maintain close ties with other international organizations,

while the Fund maintains technical assistance centers in Africa, Asia,

and the Caribbean, and runs or contributes to regional training insti-

tutes in Europe, Africa, and Asia.

Following the reorganization of the Fund's permanent presence in

Europe in FY2003, in which a Brussels 0ffice was added to the exist-

ing Paris and Geneva 0ffices, the Paris Office remains the center of

the Fund's European operations, with the Director of the Paris office

being also the Director of the offices in Europe. The Paris 0ffice

liaises with regional and international institutions located in Europe

and contributes to the Fund's European operations, focusing on mul-

tilateral and regional surveillance. Paris office staff represent the

Fund at donor and surveillance committees of the oECD, provide

secretariat services to the Group of 10 (G-10), and keep close con-

tactwith the BIS in Basel.They also 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 primary purpose ofthe Brussels office is to contribute to the sur-

veillance of the European Union and the euro area and enhance

cooperation with EU institutions.This involves the participation in

Fund consultations with EU institutions in Brussels and Frankfurt,

ongoing information gathering, and regular contacts with EU officials.

The office in Geneva monitors, analyzes, and reports on the activities

of Geneva-based socioeconomic agencies, with particular emphasis

on the multilateral trading system and trade-related developments in

the European Union.These agencies include the wT0, the lnterna-

tional Labor organization (lL0), the UN Conference on Trade and

Development (UNCTAD), the UN High Commissioner for Refugees

(UNHCR), the UN office of the High Commissioner for Human Rights

(0HCHR), the World Health organization (WHo), the UN Economic

Commission for Europe (UNECE), and the lnterParliamentary Union

(rPU).
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As the mandates of the IMF and the World Bank have evolved, it

has been necessary penodrcally to redefrne the rules of engagement and

the drvrsron of labor between the two organrzatrons, wrth a vrew to enhanc-

rng therr overall effectrveness. Building upon the sustained momentum since

2001 to strengthen the framework for Bank-Fund collaboration, the two

institutions contrnued rn FY2004 to revrew expenence to date in implement-

rng the gurdance note on operatronahzrng Bank-Fund Collaboratton tn

Country Programs and Condrtronality, issued rn 2002. The gurdance note

forms the basis for collaboratron between the area departments of the Fund

and the regional departments ofthe Bank on country programs and condt-

tionahty. A subsequent revrew rn September 2003 rndrcated broad satrsfac-

tion wrth the framework for Bank-Fund collaboratron but also highlighted a

number of areas for further rmprovement, includrng a consrstent appltcatron

of the drvrsron of labor between the two rnstitutrons with regard to conditron-

alrty, coordrnatron rn rnteractrng with authorites, and shared work at the

country level, for example, during jornt mrssrons.

The Fund and the Bank also cooperate closely rn monrtoflngfinancial system

stabrlrty, especrally through the Frnanclal SectorAssessment Program (FSAP),

whrch arms to rncrease the effectrveness of efforts to promote the soundness

of frnancial systems tn member countnes. Detarled Frnancral System Stabrhty

Assessments (FSSAs) of observance of relevant financial sector standards

and codes are a key component of the FSAP Reports on observance of Stan-

dards and Codes (R0SCs) are a by-product of FSSAS. Much of the value

added by the FSAP denves from rts collaboratrve nature.

As of end-February 2004,106 countnes had participated or were partcrpat-

rng in the FSAP includrng a signilicant number of systemrcally or regronally

rmportant countnes. A Jornt Fund-Bank FSAP review, considered by the Boards

of the two rnstrtutrons ln March 2003, rdenlfied several common challenges:

streamlinrng assessments to maintarn a reahstrc pace, rmprovrng pnontization

and selectivity, and ensunng systematrc follow-up. A furtherjornt Fund-Bank

review rs planned by 2005, and a joint research program relatrng to measures

of flnancial sector development and deepenrng rs currently under way.

The Fund and the Bank are also collaborating closely on a program to assess

progress in member countries'rmplementatron and observance of standards

and codes. The Fund has taken the lead on data and fiscal transparency;

both rnsttutrons have assessed financral sector standards Jointly as part of

the FSAP; and the Bank has taken the lead in corporate governance,

accountrng and audrtrng, rnsolvency, and creditor rights. A jornt Fund-Bank

revrew rs planned for 2005.

Given synergres with assessments of prudentral supervisory standards, the

FSAP provrdes a surtable context for undertaking assessments of countnes'

antr-money-laundenng (AML) and combatng the frnancrng of tenonsm (CFI)

regrmes. ln 2002, the Frnancral Acton Task Force (FATF) 40 + 8 Recommen-

dations were added to the list of standards for which RoSCs are prepared,

and a common AML,/CFI methodology document developed by the Fund and

the Bank was endorsed for use in both Fund-Bank-led R0SCs and those led

by the FATF and FATF-style regronal bodies. (See Sectron 2.) Since the Fund

and the Bank lnftiated a twelve-month prlot program of AML,/Cff assess-

ments in october 2002 using the common methodology, 41 countnes have

been assessed,33 by Fund and Bank experts.These assessments were con-

ducted rn all regrons ofthe world and rn both rndustrial and developtng

countries. ln March 2004, the Executive Boards ofthe Fund and the Bank

reviewed the prlot program and agreed to adopt a more comprehenstve and

rntegrated approach to conductrng assessments of compliance wrth tnterna-

tional standards for fightng money laundenng and terronst financing, build-

ing on the prlot program. Gorng fonrvard, the Fund and the Bank both plan to

carry out 10 money-laundering and terrorist-financrng assessments a year as

part of the FSAP (and, for the Fund, also as part of its offshore financial cen-

ter assessments).

The two rnstrtutrons also work jorntly on global development issues.

Together, the IMF and the World Bank have sought to relaunch the Doha

Round of multrlateral trade negotratrons following the farlure of drscussions

at the last mrnisterial meeting of the WTo rn Cancfn, Mexrco, in September

2003. Followrng the World Bank-llvlFAnnual Meetngs rn Dubar rn Septem-

ber 2003, llVF Managrng Drrector Horst Kohler and World Bank Presrdent

James Wolfensohn wrote Jointly to heads of government, calltng on world

leaders not to allow the impasse at Cancrin to undermrne the commrt-

ments made rn the Doha Development Agenda. As part of efforts wtthtn

both rnstitutrons to help members adjust to the effects of trade lrberaliza-

tion, the IMF rs prepanng an rnrtiative to support countnes that experience

temporary balance of payments shortfalls as a result of multrlateral trade

liberalzatron, whrle the Bank will support programs to improve trade logrs-

trcs and competrtrveness.

ln April 2004, the staffs of the Fund and the Bank prepared the first annual

Global Monitonng Report.This report assesses progress on polictes and

actrons needed to achreve the Mrllennium Development Goals (MDGs) and

consrders the contributions of developing countnes, developed countries, and

the rnternational frnancial rnstitutions to the development partnership ageed

at Monterrey rn 2002. To strenghen the monitoring of progress toward the

MDGs, Bank and Fund staff are collaborating on enhancrng the Fund's Gen-

eral Data Dissemrnation System (GDDS) to support the compilation of MDG

rndicators.

Finally, one of the most rmportant areas of IMF-World Bank cooperatron is

thetr work toward the common objectrve of reducrng poverty by stmulatng

economrc growth and provrdrng debt relief. Launched by the Bank and the

Fund in 1996 and enhanced in 1999, the Heavrly lndebted Poor Countnes

(HIPC) lnrtratrve rs a comprehensrve approach to debt reducton for poor

countnes that entarls coordrnated actron by the international frnancral com-

munrty, including the multilateral instrtutons. Debt rehef under the HIPC lni-

tatrve rs approved and drsbursed based on a recrprent country's contrnued

effort toward macroeconomrc adjustment and structural and socral reforms.

Some of the resources freed up by debt rehef are expected to be used to

finance social programs-pnmanly basrc health care and education. All coun-

tnes requesting debt relief under the HIPC lnitiatve must prepare a Poverty

Reductron Strategy Paper (PRSP) through a broad-based participatory

process. Fund and Bank staff work together in evaluatrng PRSPS and lnterim

Poverty Reduction Sfategy Papers (lPRSPs).The stafis of both institutions

prepare Jornt Staff Assessments (JSAS) of the PRSPS, which are referred to

the Executrve Boards of both rnstitutrons for decision. Dunng FY2004, 28

JSAs were completed by Fund and Bank stafi.

Relations with the United Nations

The IMF works closely wrth the United Nations through the Specral Represen-

tatve of the Fund to the UN and through other extensrve institutional con-

tacts. The mandate of the Specral Representatrve, who operates out of the

Fund office at the Unrted Natrons in New York, is to foster communrcatrons

and cooperatron between the IMF and the UN.The most prominent functons

of the UN office rnclude maktng the IMF's vrews known, providrng rnput for

the deliberatrons at the UN on |MF-related issues, keeprng the IMF informed

of major developments wrthin the UN system, and facrlitating cooperation

between the two institutrons.
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During FY2004, collaboraton between the IMF and the UN continued to focus

on the challenges of frnancrng development around the world and rmplement-

rng the commitments of the Monterrey Consensus. ln the follow-up to the

lnternatronal Conference on Financrng for Development held rn Monterrey,

Mexrco, in March 2002, the Fund partrcrpated in the first UN General Assem-

bly Hrgh-Level Dialogue on Frnancrng for Development, held rn New York on

october 29-30, 2003. ln hts remarks to the plenary, IMF Managing Drrector

Horst Ktihler reaffirmed that the Fund would contrnue to play rts role tn tmple-

mentrng the Monterrey Consensus-helprng low-rncome countfles estabhsh a

framework for sound macroeconomrc pohcres and rnstrtutrons-especially by

streamhnrng condrtonalrty; strengthening the alignment between the PRSB

natonal budget frameworks and the PRGF; and reinforcrng techntcal assis-

tance. Mr. Ktihler also noted that the Monterrey Consensus extended beyond

poverty alleviation to embrace burldrng a stronger rnternatronal financial sys-

tem that helps all countries seize the benefits of globalzatron.

0n March 23,2004, a delegatron of Unrted Nations Economrc and Social

Counol (ECoSoC) ambassadors met rn a preparatory sessron with members

of the Fund's Executrve Board, management, and senior staff to drscuss the

themes of the upcomrng seventh annual hrgh-level meeting of ECoSoC with

the Bretton Woods rnstitutions. Partrcrpants at the preparatory session

emphasized that cooperation between the IMF and ECoSoC-and the Untted

Nattons more broadly-should contnue to be pragmatic and mutually sup-

portive, with each instrtution focusing its energres on its own mandate and

area of expertrse. Deputy Managrng Drrector Agustrn Carstens subsequently

attended the high-level meeting, held rn NewYork on April 26, 2004, whtch

also involved the World Bank, the wTo, and representatives from other agen-

cies and crvrl socrety.

Lialson with Other lntergovernmental Groups

On Oclobet 27 -28, 2003, the IMF's Statrstics Depa(ment and the Bank for

lnternatronal Settlements (BlS) hosted a two-day conference-the first of rts

kind at the rnternatronal level-for officrals and analysts from central banks,

statrstrcal rnstrtutes, rnternatronal rnstitutrons, academta, and the pnvate sec-

tor.The conference was designed as a forum for exchangrng rdeas and butld-

ing consensus on the development of rehable real estate rndicators.The

IMF's own work on financial soundness rndrcators has pornted to the need to

improve real estate statrstrcs, and the conference provided a useful forum for

networkrng and collaboraton between international and country rnstituttons

rn takrng this work fonvard.

As a member of the Frnancral Stabilrty Forum (FSF), the IMF takes the lead

on developrng, organrzing, and carryrng out assessments of offshore financtal

centers' adherence to rnternational standards. IMF staff attended the tenth

and eleventh meetings of the FSF held, respectrvely, on September 10, 2003,

in Paris, and March 29-30, 2004, in Rome. Fund staff also attended the

FSF's thrrd Latin American regional meetng rn Santago, Chile, on November

I 7-18, 2003. The Charrman of the FSF was an observer at the october

2003 and April 2004 meetrngs of the lnternational Monetary and Frnancial

Commrttee (IMFC).

Collaboratron between the IMF and the WTO takes place formally as well as

rnformally, as outlined in therr Cooperatron Agreement srgned in December

1996. Under the agreement, the IMF has observer status at WTo meetrngs

and regularly attends formal meetrngs of most WTo bodies. ln particular, the

IMF participates in the Mo-led lntegrated Framework forTrade-Related Tech-

nrcal Assrstance (a Joint effort by six agencres, includrng the World Bank);

contributes to the work of the WTO Workrng Group on Trade, Debt, and

Frnance; and rs a regular member of the Committee on Balance of Payments

Restnctons. At the May 2003 meetng of the WTO General Councrl, the

Fund's Managing Director and the Presrdent of the World Bank shared their

vrews with WTo natronal delegatrons on trade issues and coherence in the

work of the three organrzatrons.

As part of the Fund's ongoing efforts to strenghen dralogue wrth natronal

legtslators, IMF staff also partrcrpated rn a panel on the Bretton Woods rnstr-

tutions at the annual meetng of the lnter-Parlramentary Union in october

2003. Throughout FY2004, the IMF contrnued to particrpate actively in the

meetrngs and actvrtres of other malor intergovernmental groups, rncludrng

the Group of Seven (G-7), Group ofTen (G-10), Group ofTwenty (G-20), and

Group ofTwenty-Four (G-24).The Managrng Director attended the G-8 sum-

mrt rn Evran, France, on June 2-3,2003, and the meetngs ofthe G-7 mrnrs-

ters and central bank governors, in Deauville, France, on May 16-17,2003,
and rn Boca Raton, Florida, on February 7,2004. First Deputy lvlanagrng

Drrector Anne 0. Krueger attended the Annual Meetrng of the G-20 finance

mrnrsters and central bank governors on 0ctober 25-26, 2003, in MoreIa,

Mexrco.

Cooperation with Regiona! Development Banks

Whether working to prevent crisrs, allevrate poverty, combat financial abuse,

or strengthen the global economic system, the IMF works closely with the

world's multilateral and regional development banks.This collaboration

includes formulatron and rmplementatron of pohcies in the economic and

financial areas, release of rnformaton, and staff visits. ln con1unction with

the Asian Development Bank (ASDB), the European Central Bank (ECB), the

World Bank, and other donor organizations, the Fund cosponsored the con-

ference for the Commonwealth of lndependent States (ClS-7), held in

Bishkek, Kyrgyz Republrc, on May 10-13,2003, to celebrate the tenth

anniversary of the Kyrgyz Repubhc's natonal currency and to highlight eco-

nomic progress rn the CIS countries.

The IMF also worked with the AsDB to revrew and exchange expenences on

the development of poverty reduction strategres rn East Asian countnes by

cosponsoring, wrth the World Bank and the United Nations Development Pro-

$am (UNDP), the forum of the Second East Asra and Pacific Regronal Con-

ference on Poverty Reduction Strategres, whrch was convened in Phnom

Penh, Cambodia, on october 16-18, 2003. (See Sectron 4,Box 4.2.)

Role of !MF Management

ln a globalized world, close cooperation between financral, trade, and devel-

opment organtzations is essentral. Efforts to prevent crisis and to promote

growth depend on the coordinated actrons of many rnternational instrtutions.

Thrs rs especrally true in times of economic uncertarnty. IMF management

plays an important role in promotrng this multilateral collaboration in many

international forums. (See Sectron 8 for a description of the changes that

occurred in the Fund's senror management team during FY2004.)

ln early July 2003, Managrng Director Horst Kohler made hrs sixth vrsrt to

Afnca since assuming office rn May 2000. He met with senior government

officials in Ethiopra, Kenya, Madagascar, and Mozambique. ln a keynote

address dehvered at the Head ofAfrican States Meetrng held rn Maputo,

Mozambrque, on July 10, 2003, Mr. Ktihler noted that achreving the ambi-

tious Millennium Development Goal of halving poverty by 2015 required

effort on all srdes: creating domestic conditions for growth through sound

national pohcies, and ensunng that the rnternatronal community is support-
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rve of Afnca's rntegratron rn the global economy. over the long term, the IMF

wrll further tailor its assistance to the challenges that Afflca faces, helping

countries in the region burld stronger, more drversified financial sectors that

will enable them to mobr[ze domestrc rnvestment, attract foreign direct

rnvestment, and pave the way for greater access to foreign caprtal markets.

Also rn July 2003, l\4r. K0hler attended the Central Amencan Conference in

San Salvador. ln his remarks at a workrng luncheon of the APEC meetings rn

Phuket,Ilailand, on September 4,2003, he stressed the importance of

strengthenrng growth through regional and global economrc cooperation.

0n october 24, 2003, the Managing Drrector attended the Madnd Donors'

Conference on Reconstructron rn lraq. He reaffirmed the Fund's readiness to

play its part rn rnternatronal efforts to rebuild that country, noting that the

Fund had been engaged rn the reconstruction effort from the outset, as well

as rn efforts to boost stability and prospenty rn the lvlrddle East as a whole.

Later that month, he attended the "East-West Conference on the Economic

Potental of a Larger Europe' rn Vrenna, Austria, expressing confidence that

European enlargement held tremendous promise for both the estabhshed

and the new members of the European Union, and noting that the IMF'S role,

especially in terms of its ongorng surverllance and rts work on transparency

and internatonal codes, was evolvrng rn tandem with Europe's further eco-

nomrc rntegratron.0n January L2,2004, Mr. Kohler attended the Specral

Summtt of the Amencas in [ilonterrey, Mexico, where he reafi]rmed the IMF's

commitment to assisting countnes rn Latin America to build a better future for

therr people, noting that IMF financial support for the regron had reached

unprecedented levels and that the IMF was provrdrng assrstance to many

emerging market members facrng severe external difficulties.

The IMF's Deputy l\ilanaging Directors also attended many conferences,

meetrngs, and seminars throughout the year. ln May 2003, First Deputy

Managlng DrrectorAnne 0. Krueger attended a meeting ofTurkey's Bankrng

Regulatron and Supervision Agency and participated rn a forum, "Establish-

ing a Future: MarchingTowards 2023." Both events took place in lstanbul. ln

December 2003, she presented a speech at the Afncan Economic Research

Consortrum and partrcrpated rn several workshop discussions. ln her

keynote address at the Malaysia lnstitute of Economrc Research's National

Economrc Outlook 2004 Conference, held in December 2003, the First

Deputy Managrng Drrector commented on some of the lessons learned from

the ftnanctal cnses of the 1990s rn the context of the conference's theme of

'Developrng a Dynamrc Capital Marketl'0n January 2l-25,2004,Ms.
Krueger attended the World Economic Forum's Annual Meetrng in Davos,

Swrtzerland.

ln November 2003, Deputy Managrng Drrector Shrgemitsu Sugrsakr partci-

pated rn the Asran Development Bank's Second Ministenal Conference on

Central Asra Economic Cooperation, which was held in Tashkent, Uzbekrstan.

Deputy ftIanagrng Drrector Eduardo Anrnat delivered the keynote address at

the openrng of the West AFRITAC on May 29, 2003. ln March 2004, Mr. Ani-

nat's successor, Deputy Managrng Drrector Agustin Carstens, spoke at the

Si(h Annual Meeting of Latin American Bank Chief Executives, rn Santago,

Chile. He also attended the lnterAmerican Development Bank's Annual

Meetrng rn Uma, Peru, dunng whrch he presented a paper,'Banking Cnses rn

Latrn America and the Political Economy of Frnancral Sector Policy.'Mr.

Carstens also participated in the lnternational Donors'Conference on

Afghanrstan held rn Berln on March 30-31,2004.
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Appendix V

Externa I Gom mu nications

! n FY2004, the IMF continued to carry out a coordinated external

I communications strategy, in line with the Executive Board's

discussion in March 2003.1 The strategy focuses on two-way

communication with groups and individuals through nonofficial

channels, ensuring that the IMF learned from its interlocutors as

it continued to assess and reform its policies and operations. The

strategy also encompasses work on improving the public's under

standing of and support for the Fund and its activities. (For a

description of the IMF's transparency policy, see Section 6.) The

IMF's main external communications activities are described

below.

Public Statements and Publications

ln accordance with the IMF'S transparency policy, a large number of

policy and country papers and summaries of Board discussions

were released during FY2004. The Fund's external website

(www.imf.org) continued to be the primary vehicle for dissemination.

During the year, an average of 120 items a month were added to the

LYhafs New section of the website.

Ihe external website was redesigned during FY2004 to better meet

user needs. Both the World Economic outlook database and the e-

mail notification system were enhanced. Duringthe pastfinancial

year, over 8 million e-mails were sent to subscribers, who now have

the option of receiving country-specific documents in addition to

documents from a given series.

Following the Executive Board's March 2003 review of the IMF's

external communications strategy, the Fund undertook a pilot project

to increase the publication on the external website of selected types

of Fund documents in languages other than Engllsh, when transla-

tions are available and a request for publication has been received.

This pilot has been extended for further assessment.

The Becutive Board's weekly calendar is now available on the web-

site, as are ex post assessments of country programs (which are

part of the IMF's country report series).

Speeches and other public appearances by management and senior

staff conveyed the IMF's views on broad policy and economic issues

ranging from IMF reform to the outlook for the world economy, and

on specific country and regional issues.The ll\4F posted most

speeches on the website within hours of delivery.

Publication of economic and financial research and policy

analysis papers included two issues of lhe World Economic )ut-

lThe Board review of the external communications strategy is outlined at

www. i mf . o r g extem al / n p / sec/ p n / 20 0 3 / p n0 3 3 3. htn.

/ook; two issues of the Global Financial Stability Repolt; the

quarterly journal IMF Staff Papers; the quarterly magazine Finance

& Development; the biweekly newsletter IMF Survey; and a wide

array of books, manuals and guides,Occasional Papers, Working

Papers, Policy Discussion Papers, pamphlets, and leaflets (see

Table V.1).

To make the IMF's technical and analytical work more accessible,

the l[/'1F published new titles in its Economic lssues, lssues Eriefs,

and Factsheets series. Economic lssues are brief, readable sum-

maries of policy-related findings of economic research carried out

by Fund staff. /ssues Eriefs discuss key issues facing the IMF and

the global economy, while the Factsheets explain in plain language

how the IMF works.

The Media

Press briefings by the Director of the External Relations Department

were held at headquarters for Washingon-based journalists, usually

at two-week intervals. Transcripts and videos of the briefings were

posted on the lNilF's website shortly afterwards.

Press releases on decisions taken by the Executive Board, and on

activities and statements by management and senior staff, were

distributed electronically directly to journalists worldwide and

posted on the website. over the course of the financial year, more

than 300 press releases and other communications to the press

were prepared and distributed.

A web page for journalists was created on the Fund's external

website shortly before the end of the flnancial year, offering

links to information of particular interest to the media. The

page also serves as a gateway to the password-protected Media

BriefinE Center, an online service giving journalists access

to embargoed documents, press briefings, and other useful

information.

To reach wider audiences in member countries, IMF management

and senior staff expressed their views on issues of importance to the

Fund through a variety of other media channels. For instance, the

Fund responded to interview requests with management or senior

staff in the print and broadcast media, and Fund authors also

ottercd media artlcles, often called op-eds, on country-specific or

topical policy issues.

Press conferences with management and senior staff, held on

such occasions as the Spring and Annual Meetings and on the

release of major reports such as the World Economic 1utlook and

the G/obal Financial Stability Report, were also made widely avail-

able to the public as transcripts and videos posted on the

website.
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0utreach to Civll Society

ln october 2003, the lvlanaging Director rssued to all members of the IMF

staff the Gurde for Staff Relatrcns wrth Crvrl Socrety Organizations, whrch was

pubhshed on the IMF'S website shortly aftenruards. The preparatron of the

Gurde followed a proposal, welcomed by IMF Executrve Directors, to offer

guidance for staff outreach that would focus specrfically on rssues ansrng rn

rnteractions with civil society that rnfluence the Fund's operatronal work.

Great care was taken to obtarn a balanced spectrum of vrews. The Guide was

drafted by an external expert and rnvolved extensrve consultatron wrth crvrl

socrety organrzatrons (CSos) and IMF staff.

The IMF continues to deepen rts outreach to CSOs, rncludrng nongovern-

mental organrzatrons, labor unrons, farth-based organizations, busrness

assocrations, and research rnstrtutes and other think tanks. IMF staff and

management meet frequently with civil society representatrves both at

headquarters and in the Fund's member countnes. The Fund rnteracts with

CSos (1) at Fund headquarters on global pohcy rssues; (2) in the context

of Arhcle lV consultations and program design, particularly in low-rncome

countnes prepanng poverty reductron strategres; and (3) in the normal

course of work with member countnes, especrally the work conducted by

resrdent representatrves.

The IMF's quarterly Civil Soaety News/etter rs drstributed electronically to

subscnbers and is posted on the IMF website.To ensure that rt reaches as

wrde an audrence as possible, rncludlng natronal organizations rn member

countnes, rt rs translated into French, Spanrsh, and Russian.

0utreach to Leglslators

ff2004 saw a substantal expansion rn the lMFs outreach to legislators.

IMF staff held vanous rn-country semrnars-for example, rn Lao PD.R.,

Vietnam, and Russia-as well as regronal semrnars wrth legrslators rn South

Asra, the Mrddle East and North Afnca, and Southeastern Europe. The semrnars

provided an opportuntty for IMF staff to hear the views of legislators and to

explain IMF policy advrce. IMF management and Executrve Drrectors met wrth

legrslators on therr visrts to member countries, and the IMF hosted several

vrsitng parhamentary delegations at its headquarters. ln FY2004, the Workrng

Group of Executive Drrectors on Enhancrng Communrcaton wlth National Legis-

lators was estabhshed. lt recommended that outreach should be expanded to

help burld understanding of the Fund's work.

The IMF has expanded rts collaboratron with the Parllamentary Network on

theWoild Bank. ln February 2004, management partrcrpated rn the group's

annual meetrng, whrch provided yet another occasion for legislators to

have a dralogue wrth the IME Fund staff are also collaboratrng wrth other

umbrella groups, such as the Global organrzatron of Parlramentarians

Against Corruption.

Public Outreach

ln September 2003, the IMF launched a new Book Fotum series open to the

publc and desrgned to attract small, specrahzed groups interested in dts-

cussing books on toprcal economic issues. Book toprcs ranged from capital-

tsm and globalizatton to l[IF governance and the vorce of developrng

countries in the IME IIe general pubhc was also drawn to lhe Economrc

Forum series, whrch contrnued to provrde an opportunity for rnformed dtscus-

sion reflectrng drverse points of vrew.

outreach lo academics, students, and the policy research communtty also

continued to expand. ln FY2004, some 180 bnefings were grven, along with

the contrnuaton of the brannual briefrng to Washington-area think tanks t0

provrde background on key rssues surroundrng the upcomrng Spring and

Annual Meetings.The IMF conttnues to be responsrve to the general pubhc,

and rn ff2004 the staff answered thousands of e-marls and wntten quenes

and commentanes on the work and polcy advrce of the IME

fhe MF Centq hosted nearly 17,000 vrsitors in FY2004. ln addrton to rts

web-based educatronal programs, such as "The IMF in Actron'and'Trading

Around the World j'the Center offered curriculums for elementary and high

school groups. ln FY2004,375 elementary school students vrsited the

Center to parucrpate rn lesson plans armed at teaching them about rnter

natronal cooperatron, currency, and trade. ln addition to the permanent

exhibit "Money Matters'on the hrstory of global cooperation, the Center

featured a new exhibit, "Money and Sovereignty," developed rn collabora-

tion with the Smithsonian lnstrtution, exploring the symbolic language of

money from antiqurty to the present. ln con.;unctron wrth embassies, the

Center organrzed and hosted cultural events that brought rn new and large

a ud iences.

The depth and vanety of volunteer and philanthroprc actMtrcs berng pursued

by the IMF reflects the commrtment of the rnstrtution and its employees to

'grve back" to communitres located both rn the Washrngton, D.C., area and rn

member countries around the world. The IMF's Crvrc Program and staff volun-

teers reach out to low-income communrtes at home and abroad through

civrc grants; volunteensm; donatrons to humanrtarian relief efforts; the provi-

sion of space in the IMF headquarters building for communrty meetrngs, cul-

tural events and fundrarsers; and the donatron of goods such as computers,

furnrture, clothrng, and school supphes.The ultimate objective of all of the

lMFs outreach effo(s is to help the recipients burld a better future. ln finan-

cial year 2004, direct IMF grants and staff donatons to the IMF's annual

"Helping Hands" campaign and humanrtarian relief campaigns totaled about

$1 million. Since the inception of the Civic Program ten years ago, the IMF

and its staff have contributed over $7 milhon to charities in the Washington,

D.C., area and in developing countries. lnformatron on the Crvrc Program is

avarlable on the external websrte.
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Publications lssued, FlnancialYear Ended Apdl 30,2004

Reports and 0ther Documents

Annual Report of the E)lecutive Board for the Financial Year Ended April 30, 2003*
(Chinese, English, French, German, and Spanish).

Annual Report on Exchan1e Arrangements and F)(change Restrictions, 2003

$1 10; $55 to full{ime university faculty members and students.

Summary Proceedings of the Fifty-Sixth Meetin{ of the Board of Governors (2002\.*

The IMF Committee on Balance of Payments Statistlcs, Annual Repott, 2003.*

Se/ected Declslons and Selected Documents of the lnternational Monetary Fund,

28th edition.

IMF Financial Statements, quarters ended April 30,2003; october 31,2003; January

31,2004.

Perlodic Publications

Balance of Payments Statistics yearbook

Vol. 54, 2003. A two-part yearbook. $98 a year.

Direction of frade Statistics

Quarterly, with yearbook. $155 a year; $129 to full{ime university faculty members

and students. $70 foryearbook only.

Finance and Development+

Quarterly (Arabic, Chinese, English, French, and Spanish). Free by subscription.

Airspeed delivery, $20. lndividual copies, $10.

Government Finance Statlstlcs yearbook

Yo|.27,2003 (lntroduction and titles of lines in English, French, and Spanish). $80.

IMF Research Bulletin*

Quarterly.

IMF Staff Papers*
Three times ayear.$72 a year; $46 to full-time university faculty members and

students.

IMF Stafl Papers: Specia/ /ssue of the Proceedings of the lhird Annual Research

Conlerence Nol. 50, 2002). $18.

IMF Survey*
Twice monthly, once in December (English, French, and Spanish). Private firms and

individuals are charged an annual rate of $ 109. Vol. 33-2003 (English), Vol. 33-2003
(French), and Vol. 33-2003 (Spanish).

lnternational Financial Statlstics
Monthly, with yearbook. $495 a year; $247 to fulltime university faculty members and

students. $95 foryearbook only; $65 f0r monthly issues. /nternatlonal Financial Statis-

tics is also available on CD-R0M and on the lnternet at,vww.imf.statistics.org; price

information is available on request.

0ccasionat Papers

No. 218. Fisca/ yulnerability and Financlal Crises in EmerEing Market Economies,by

Richard Hemming, [4ichael S. Kell, and A.xel Schimmelpfennig.2003,

No.2lg. Economic Policy in a HiEhly Dollarized Economy: fhe Case of Cambodia, by

Mario de Zamaroczy and Sopanha Sa.2003.

No. 220. Effects of Financial Globalization on Developing Countrles. Some Emptical
Evidence, by Eswar S. Prasad, Kenneth Rogoff, ShangJin Wei, and Ayhan Kose.

2003.

No.22l. Deflation: Determinants, Risks, and Policy 1ptions, by Manmohan S. Kumar,

Taimur Baig, Jdrg Decressln, Chris Faulkner-lvlacDonagh, and Tarhan Feyzio[lu. 2003.

No.222. lnformal Funds l/ansfe/ Systems: An Analysis of the lnformal Hawala Systern,

by l\,lohammed El Qorchi, Samuel Munzele l\4aimbo, and John E Wilson. 2003.

No.223. Monetary L)nion Among Member Countries of the Gulf Cooperation Council, by

a staff team led by Ugo Fasano.2003.

No.224. ManaEinE Systemic BankinE Crlses, by a staff team led by David S. Hoelscher

and Marc Quintyn. 2003.

N0.225. Ru/es-8ased Fiscal Policy in Frcnce, Germany, ltaly, and Spain, bylercsa
D6ban, Enrica Detragiache, Gabriel di Bella, Gian Maria Milesi-Ferretti, and Steven

Symansky. 2003.

External Communications

No.226. Hong Kong SAR: Meeting the Challen+es of lnteEration with the Mainland,

edited by Eswar Prasad, with contributions from Jorge Chan-Lau, Dora lakova, William

Lee, Hong Liang, Ida Liu, Papa N'Diaye, and Tao Wang. 2004.

No. 227. U.S. Fiscal Policies and Priorities for Long Run Sustainability, edited by Martin

I\,4uhleisen and ChristopherTowe, 2004.

No. 228. Capital Markets and Financial lntemediation i, Ihe Baltlcs, by Alfred

Schipke, Christian Beddies, Susan l\4. George, and Niamh Sheridan.2004.

Recent Occasional Papers are available for $25 each, $22 for fulltime university

faculty members and students.

World Economic and Financial Surveys

World Economic 1utlook*
A survey by the staff of the International Monetary Fund.

Twice a year (April and September) (Arabic, English, French, and Spanish).

$49; $46 for fulltime university faculty members and students.

Global Financial Stability Report, September 2003, April 2004.

$49; $46 for full-time university faculty members and students.

Emerging Local Securities and Deivatives Markets: Recent Developments and Policy

/ssues

$49; $46 for full-time university faculty members and students.

Official Financing: Recent Developments and Se/ected lssues, by a staff team led by

lvartrn G. Gilman and Jian-Ye Wang.

$42; $35 for full{ime university faculty members and students.

Books and SeminarVolumes

Challenges to Central Bankingfron Globalized Financial Systems, edited by Piero C.

Ugolini,Andrea Schaechter, and Mark R. Stone. $40.

ChanEing Customs: Challenles and Strategies for the Reform of Customs Administra'

tion, edited by lvlichael Keen. $25.

Current Developments in Monetary and Financial Law,Yol.2. $65.

Fiscal Policy Fomulation and lmplementation in 1il-Producing Countrles, by Jeffrey M.

Davis, Rolando J. ossowski, and Annalisa Fedelino. $37.

LiftinE the )il Curse: lmproving Petroleum Revenue Management in Sub'Saharcn

Afrlca, by Menachem Kau, Ulrich Ba(sch, Harinder l\4alothra, and l\,lilan Cuc. $20.

The Low-lncome Countries of the Commonwealth of lndependent States: Progless and

Challenges infransition, edited by Clinton R. Shiells and Sarosh Sattar (with the World

Bank). $36.

ManaginE Oil Wealth: The Case of Azerbaijan, by John Wakeman-Lin n, Chonira Aturu'
pane, Stephan Danninger, Koba Gvenetadze, Niko Bobdari, and Eric Le Borgne. $20,

Russla Rebounds, edited by David Owen and David O. Robinson. $28.

Who Will Pay? CopinE with Agtng Societies, Climate ChanEe, and jther Long Term

Fiscal Challen*es, by Peter S. Heller. $28.

Manuals and Guides

Balance of PaymentsTextbook (Arabic). $25.

ftternal Debt Statistics Guide for Conpilers and Users (English, French, Spanish). $60.

ForciEn Dtect lnvestment Statlstics: How Countries Measure FDI (with 0ECD). $25.

Government Finance Statistlcs Manual 2001, by the Statistics Department (French,

Russian). $40.

Guidelines for Public Debt ManaEement: AccompanyinE Document and Selected Case

Studies, by the staffs of the lN4F and the World Bank. $31.

Quarterly National Accounts Manual: Concepts, Data Sources, and Compilation, by

Adriaan Bloem, Robert J. Dippelsman, Nils 0. Maehle (Russian). $40.

Suppresslng the Flnancing ofTerrcrism: A Handbook fot Legislative Draftirg, by the l[4F

Legal Department (Arabic, English, French, Spanish, Russian*). $21.

TaxinE the Financial Sector: Concepts, /ssues, and P/'actices, edited by Howell H. Zee.

$ 17.
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@r'ondued)
Economlc lssues Seriesi

No.28. Moral Hazard: Does IMF Financing Encourage lmprudence by Borrowers and
tenders? byTimothy Lane and Steven Phillips (Arabic).

N0.29. Ihe Pension Puzzle: Prercquisites and Policy Cho,ces in Pension Desig.n,by

Nicholas Barr (Arabic).

N0.30. Hiding ln ti,e Shadows: fre Growth of the Undeqround Economy, by Friedrich

Schneider with Dominik Enste (Arabic, Chinese).

No. 31. Corporate Sector Restructuring: The Role of Government in limes of Crisis, by

Mark R. Stone (Arabic, Chinese, French, Russian, and Spanish).

No. 32. Sh ould Financial Regulators Be lndependent? by lr,larc G. Quintyn and Michael
W Taylor (English).

No.33. Educatlng Children in Poor Countries, byArye L. Hillman and Eva Jenkner
(English).

Pamphlet Seriest

No. 53. Goyernance of the lnternational Monetary Fund: Decision Making, lnstitutional
oversight,Transparency, and Accountability, by Leo Van Houtven (French).

Gulde to the IMF Serlesr

IMF Technical Assistance: Transferring, Knowledge and Best P/actice (Arabic, Chinese,

English, French, Russian, and Spanish).

What ls the lnternational Monetary Fund? (Arabic, Bahasa lndonesian, and Thai).

Mlscellaneous Publlcatlons

Challenges of Growth and Globalization in the Middle East and North Africa, by George

T. Abed and Hamid R. Davoodi (Arabic and English).

ChoosinE Exchanle Regimes in the Middle East and North Africa, by Abdelali Jbili and
Vitali Kramarenko (Ambic and English).

Creating Employment in the Middle East and North Africa, by Edward Gardner (Arabic

and English).

Financial Development in the Middle East and North Afica, by Susan Creane, Rishi

Goyal, A. Mushflq Mobarak, and Randa Sab (Arabic and English).

GCC Countries: From Oil Dependence to Diversification, by Ugo Fasano and Zubair
lqbal (Arabic and English).

IMF Macroeconomic Researci on Lowlncome Countries (English).

The Middle East and North Africa in a Changing oil Market, by Bright E. 0k0gu (Arabic

and English).

Per Jacobsson Pamphlets: The Arab World: Pefiomance and Prospects; and fDe Eoom-

Eust Capital Spendin1 Cycle in tre Unlted Statesi Lessons learned (English).

!ndependent Evaluatlon Offf ce Reports

lndependent Evaluation jffice, Annual Report 2003.

The IMF and Recent Capital Account Crlses: /ndonesia, Korea, Brazil. Full Report $25.
Abridged versions in English, Korean, and Portuguese.

Fiscal Adjustment in lMF-Supported ProErams. Full Report $25. Abridged version in
English.

Worklng Paperc and Pollcy Dlscusslon Papers+

IMF Working Papers and Policy Dlscussion Papers are designed to make IMF staff
research available to a wider audience. They represent work in progress and reflect the
views of the individual authoE rather than those of the IME

Working Papers 03 /92-252 and 04/ L-73 were issued in FY2004.

$15 each; $375 for annual subscription.

Policy Discussion Papers 03/3-03/6 and 04/ 7 were issued in FY2004.

$10 each; annual subscription is included as part of the subscription to Working
Papers.

Country Reports+

IMF Country Reports provide comprehensive material on economic developments and
trends in member countries, including key statistics.

Country Reports 03 / 727-402 and 04/ 7-719 were issued in FY2004. $15 each.

*Available in English and selected other languages in full text on the IMF'S website
(|vm.v.rm,iolg). lhe site also contains additional information about the ll,4F and its
publicati0ns and videos-including the clrlrenl Publications Catalog, a searchable IMF

publications database, and ordering information and forms,

ll/F publications are free unless otheMise indicated.

Copies of IMF publications and videos may be obtained from Publication Services,
lnternational Monetary Fund, 700 1gth Street, N.W., Washington, D.C. 20431, U.S.A.

Telephone: (202) 623-7 430
Telefax: (202) 623-7201
E-mail: publications@imf.org
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Appendix VI

Press Gommuniquds of the lnternational
Monetary and Financial Gommittee and the
Development Gommittee

lnternational Monetary and Financial Committee

of the Board of Governors

of the lnternational Monetary Fund

Eighth Meeting, Dubai, United Arab Emirates,

September 21,2003

1.The lnternational Monetary and Financial Committee held its

eighth meeting in Dubai on September 21,2003, under the Chair-

manship of Mr. Gordon Brown, Chancellor of the Exchequer of the

United Kingdom. The Committee expresses its gratitude to the Dubai

authorities and the government of the United Arab Emirates for the

excellent arrangements.

The Global Economy and FinancialMarkets

2.The Committee welcomes the increasing signs that economic

activity is strengthening in many economies, and the improved

prospects for a steady and strenghening global recovery going for-

ward.The major uncertainties have lessened since we met lastApril.

Nevertheless, risks remain in many countries and it is important that

policymakers stand ready to take the necessary policy actions. The

Committee underscores the importance of close international coop-

eration and determined action across the membership to foster a

strong, sustainable, and broad-based economic recovery.

3. The Committee emphasizes that, as the recovery proceeds, all

countries have an interest in seeing more balanced growth with

orderly adjustment. Sustained and vigorous structural reforms in

many areas, and domestic sources of growth, are important in this

respect.The Committee agrees on the need for continued focus by

the IMF on exchange rate issues across the membership.

4. The international community must urgently make progress on

trade and development. Ministers reaffirm their full political commit-

ment to a multilateral rules-based approach to trade liberalization,

and to making substantial and concrete progress. lvlinisters were dis-

appointed at the breakdown of trade negotiations in Cancrln. Minis-

ters urge a speedy resumption of the Doha Round, which is vital for

strong global growth and our development objectives.This should

focus on the issues of importance to all countries of open markets

and fair access and the reduction of trade-distofting subsidies in all

areas, notably in agriculture. The Committee reiterates the crucial

importance of removing the obstacles and moving foruard without

delay, and calls on all countries to play their part. lt stresses the

importance of the IMF's initiative to provide assistance to countries

to help them address the transitional impact of trade reforms, which

will contribute to the Doha Round.

5. ln the advanced economies, monetary policy should continue to

support demand in the context of low inflation, and the automatic

fiscal stabilizers should be allowed to operate within credible

medium-term frameworks to deliver fiscal consolidation. The vigorous

pursuit of structural reforms and enhanced corporate governance

and transparency are key to stronger, globally balanced growth. ln

the United States, where the flscal stance has substantially sup-

ported activity, fiscal policy will need to focus on strenglhening sus-

tainability over the medium term. ln Europe, progress in structural

reforms should be accelerated and deepened both to strengthen

work incentives, investment, and competition and to address the fis-

cal pressures of population aging. ln Japan, continued efforts will be

necessary to strengthen the banking and corporate sectors and end

deflation, and to make a beginning toward fiscal consolidation over

the medium term.

6.The improved financial market environment provides a valuable

window of opportunity for emerging market economies to continue to

pursue ambitious institutional and structural reforms which, together

with sound macroeconomic policies, will enhance growth prospects

and reduce vulnerabilities. While many countries have strenghened

policies, key priorities remain to improve fiscal positions, strengthen

banking and corporate sectors, reduce balance sheet vulnerabilities,

and foster more broadly based growth. Growth in the Middle East

and North Africa has picked up. However, the challenge facing the

region will be to accelerate medium-term growth and absorb the

rapidly growing labor force.

7. The Committee reaffirms its support for a multilateral effort to

reconstruct and redevelop lraq, and welcomes the constructive role

being played by the IME lt looks forward to the donors conference in

Madrid next month based on a comprehensive needs assessment

involving the World Bank and the ll\4E The Committee supports the

IMF providing, subject to its policies, financial and other assistance

to lraq.

8. Growth prospects in many low-income countries have strength-

ened, underpinned by improved macroeconomic policies and

domestic reforms. However, significantly faster growth will be needed

to reduce poverty and meet the Millennium Development Goals

(l\4DGs) set out in the UN Millennium Declaration.This requires

stronger policy frameworks and institutions, better governance, higher

and more effective aid flows, and improved market access. African

countries should continue to press fonuard with the region-wide

implementation of the New Partnership forAfrica's Development

(NEPAD), particularly to strenghen the foundations for investment

and private sector-led growth.
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Strengthenint IMF Surveillance and Promotin!
I nte r n ati on al F i n a n ci al Stab i I ity

9. Strenghened and effectve IMF surverllance is essentral to enhancing cn-

srs preventron and promoting stabilrty and sustarnable global growth.The

Committee welcomes the ongorng reforms to stren$hen the framework for

IMF surverllance, and underhnes the rmportance of enhancrng and rmple-

mentrng surverllance consrstently and evenhandedly across the membershtp.

The Committee also welcomes the increased focus of surverllance on caprtal

markets, and encourages the IMF and the Frnancial Stability Forum workrng

together to identify gaps and further strengthen assessments of systemrc

weaknesses rn financral markets.

10. The Commrttee stresses the need for the IMF to contrnue to tmprove the

qualrty, effectiveness, and persuasrveness of rts surverllance.Thrs will involve:

sharpening surverllance, especially rn systemrcally and regionally important

countries; working to enhance the rmpact of IMF polrcy advice; and contrnu-

rng efforts to bnng fresh perspectrves to assessments. The Commrttee looks

forward to discussing progress rn these areas followrng the Executive Board's

2004 brennral revrew of surveillance.

11. The Commrttee emphasizes that it is partcularly rmportant that surveil-

lance focus on rdentirying potental problems early and provide candid

advice on policy reforms. ln thrs respect, Commrttee members identtfted a

number of key rssues for the coming year, includrng makrng progress on

structural reform and on medrum-term sustarnable flscal frameworks; reduc-

ing balance sheet vulnerabrlrtres, rncludrng currency mismatches, and

tmprovtng debt sustatnabtlity; and encouragrng policy measures to reduce

global rmbalances.

12.The Committee underscores the rmportance of rncreased transparency

and candor of the IMF's advice to members. lt notes the Executrve Board's

recent agreement on a polcy of voluntary but presumed publication of IMF

Artrcle lV reports and program documents, and the enhanced provrsrons for

exceptional access.

13.The Commrttee emphasrzes rts support for ways to achreve some of the

obJectves of the Contingent Credit Lines (CCL), rntended to reduce vulnera.

bilities and provide precautionary support for members wrth strong policies

in dealng with external financral developments. lt looks forward to further

work in thrs area.

14. The Committee welcomes the progress rn strengthening the framework

for cnsrs resolutron, especrally the rnclusion by an increastng number of

countnes of collective action clauses (CACs) rn their internatronal sover-

eign bonds, and encourages therr use on a voluntary basis by other coun-

tnes. lt also calls on the IMF to promote the voluntary rnclusron of CACs.

The Commrttee looks foruard to the efforts led by sovereign debtors and

pnvate credrtors to develop a voluntary Code of Conduct, and encourages

the IMF to continue to contribute to this work. lt looks foMard to the ongo-

rng work on issues of general relevance to the orderly resolution of finan-

cial cnses, rncluding transparency and disclosure, aggregation and

intercredltor equrty. The Commrttee looks fonvard to a report on progress at

its next meeting.

Acceleratint Poverty Reduction and StrengtheninE

Sustalnab/e Economic Growth in Low-lncome Countries

15.The Committee stresses that the IMF has an rmportant role to play rn

helping low-income countnes achreve hrgh and sustained gro$rth and

poverty reduction, rn close cooperation with the World Bank. lt agrees that

thrs support should be firmly alrgned behrnd Poverty Reduction Strategy

Papers and that the Fund should work rn its core areas of competence

alongsrde the Bank rn support of the Mrllennrum Development Goals. The

IMF needs to remarn engaged wrth low-rncome countnes over the long

term through well-targeted technical assistance, capacrty burldrng, sur-

veillance, and, when warranted, temporary frnancral assistance. The Com-

mrttee looks forward to revrewrng Bank-Fund collaboratron in that area at

rts next meetrng.

16.The Committee emphasrzes the importance of rnrtiatves to enhance the

IMF's support for low-income countries, including ensunng that macroeco-

nomrc pohcy frameworks support hrgher and sustarned growth and poverty

reductron; rmprovrng governance and strengthenrng institutions to support

growth and pnvate sector development; reducing vulnerabrlrty to shocks; and

helprng countnes move beyond sustained reliance on IMF finanqal arrange-

ments when ready.The Commrttee underscores the rmportance of technical

assistance, and looks forward to work on adaptrng IMF rnstruments and

revrewing PRGF financrng.The Commrttee looks forward to a comprehensrve

revrew of progress at rts next meeting.

17. The Committee emphasrzes the urgent need to enhance market access

and to rncrease the level and effectiveness of donor resources for low-

rncome countries. ln order to help achreve the Millennrum Development

Goals, the Commrttee calls upon the IMF to cooperate wrth the World Bank

rn work on ard effectrveness, absorptrve capacity, and results-based meas-

urement mechanrsms, and rn examrnrng the merits of vanous pohcy optrons

and financing mechanisms, such as an internatronal frnancrng facrlity, to

mobrlze the substantral addrtronal resources that are needed over the

medrum term. Developrng and emerging market countnes should also be

closely involved. The Committee looks fonruard to a report by the next Annual

Meetrngs.

18.TIe Committee notes the progress in provrdrng debt relef to the world's

poorest countries under the enhanced HIPC lnrtratrve. lt calls on the IME tn

collaboratron wrth the World Bank, to develop strategies to help countries

implement the necessary policies and reforms to reach decrsron and com-

pletron pornts as qurckly as possrble, and achieve a lastrng exit from unsus-

tarnable debt. The Commrttee urges all credrtors that have not yet done so to

dehver debt relief in full and rnvites the IMF to report on the comphance of

countnes. lt recognrzes the rmportance of provrdrng topping up as appropn-

ate, and of the ongoing drscussrons on the topping-up methodology and the

fi nancral rmplications.

Other /ssues

19.TIe Committee stresses that the IMF's effectiveness as a cooperatrve

rnstrtuton depends on all members havrng an appropnate vorce and repre-

sentatron. The Commrttee welcomes the measures being taken to rmprove

the capacity of developing and transitron countries to partrgpate more effec-

tvely rn IMF polrcy formulatron and decrsron makrng. lt welcomes the IMF

Executtve Board',s progress report on quotas, representation, and voice and

asks the IMF to examine these issues further, and wrll revrew progress at rts

ne)d meetng.The Commrttee recommends completron of the ratrfication of

the Fourth Amendment.

20. The Committee welcomes the further actrons taken by the rnternational

community to combat money laundenng and the frnancrng of terronsm, and

the progress with the 12-month pilot program of AML/CFT assessments. The

Commrttee rs encouraged by the continued close cooperation among the

IME the World Bank, the FATE and FATF-style regronal bodres, and rncreased

country involvement, and supports the enhanced delivery of critically
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needed technrcal assistance. The Commrttee encourages all members to

adopt AML/Cff laws and practtces consistent with the agreed tnternattonal

standards, and looks forward to a full report at the conclusron of the ptlot

program.

21. The Committee welcomes the work of the lndependent Evaluatton offtce,

and rts role rn enhancing the learning culture, effectiveness, and accountabtl-

rty of the IME lt emphasrzes the rmpo(ance of the IMF taktng forward the

work on prolonged use, caprtal account crises, and fiscal adjustment, in the

hght of the lEo's recommendations.

22. The Committee expresses its appreciation of the work of Shrgemitsu

Sugrsakr as Deputy Managing Director and Kenneth Rogoff as Economic

Counsellor.

23.The next meetrng of the IMFC will be held tn Washrngon, D.C. on April 24,

2004.
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1.The lnternational Monetary and Frnancral Commtttee held its ntnth

meeting rn Washrngton, D.C., on April 24,2004, under the Chatrmanship of

Mr. Gordon Brown, Chancellor of the Exchequer of the Un(ed Kingdom.

The Global Economy and Financial Markets-Sustainin{
the Recovery

2 The Committee welcomes the strengthening of the global economtc recov-

ery srnce rts meetng last September. lndustflal producton and global trade

have prcked up sharply, and rmproved prospects tn most regtons potntto

stronger global growth gorng forward. However, a number of risks rematn.

These arise from large global rmbalances, medrum-term fiscal challenges tn

many countnes, and the rmplicatons of the eventual transtton to a htgher

tnterest rate envrronment. Continuing geopolrtcal uncertarntres and develop-

ments rn orl markets also remain important concerns.

3.The priority now rs to rmplement the macroeconomic and structural poltcy

measures that wrll help achreve a robust, balanced, and sustarnable recov-

ery. Structural reforms are essentral to rmprove groMh potentral. Pnonty

should be grven to medrum{erm fiscal consolidatton; reforms of pension and

health care systems; better functroning labor and product markets; and

reductron of vulnerabilities rn banking and corporate sectors.The Commtttee

calls on all countnes and regrons to play therr part and cooperate tn

addressing global tmbalances.

4. The economy of the Unrted States is expanding briskly, and Japan's econ-

omy contnues to recover.The recovery in the euro area so far ts more sub-

dued. Monetary pohcy rn advanced economres wrll need to rematn consistent

with price stability and support the recovery; rn many countries where growth

is stren$henrng, rnterest rates will over time need to nse to more neutral lev-

els; and it will be rmportant to communicate poltcy tntenttons clearly.The

Committee encourages countfles to take advantage of the current envrron-

ment to strenghen the foundations for sustarnable growth. Pnonttes for

actron rnclude medrum-term frscal consohdatron in the United States; accel-

eration of structural reforms rn the euro area; and continued bankrng and
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corporate reforms in Japan. Fiscal consolidation is also needed in the euro

area and Japan.

5.TIe Committee is encouraged by the strong performance and recovery in

many emerging market and developing countries, which has been aided by

improved fundamentals and a rebound in private capital flows. Countries

should continue to use the opportunity provided by the favorable flnancial

market environment to strengthen growth prospects and reduce vulnerabili-

ties. This will require steps to further strenghen fiscal positions and improve

the structure and sustainability of debt, sustained and broad-ranging struc-

tural reforms, and, in some emerging market countries, a move toward more

exchange rate flexibility as appropriate.The Committee welcomes the

improvement in Argentina's macroeconomic performance, and calls on the

government to continue to push ahead with full implementation of the poli-

cies and provisions of its economic recovery program aimed at strenghening
growth, including negotiations aimed at reaching a sustainable debt restruc-

turing through a collaborative agreement with creditors.

6. Economic performance in many low-income countries continues to

improve. Nevertheless, the lVlillennium Development Goals (MDGs) set out in

the UN Millennium Declaration remain at risk, particularly in sub-Saharan

Africa, and much remains to be done by all partners in the global effort to

deliver them. The Committee underscores that stronger domestic institutions,

sound economic policies, trade integration, and less burdensome regulation

will be needed to underpin faster growth and poverty reduction. lt welcomes

the recent steps taken through the New Partnership forAfrica's Development

(NEPAD) and the African Union to improve governance and eradicate corrup-

tion. lt calls on the international community to provide additional and coordi-

nated assistance-including technical assistance; policy advice; increased

and more effective aid including grants and debt relief; and greater access to

industrial country markets.

7. The Committee received the report of Dr. Supachai Panitchpakdi,

Director-General of the World Trade organization. lt reiterates the critical

importance of open markets for supporting broad-based global economic
growth and prosperity. The Committee calls for constructive and determined

efforts by all countries to achieve early progress with the Doha Round,

focusing on the issues of importance to all countries of open markets and

fair access, and the reduction of trade-distorting subsidies in all areas,

notably in agriculture. A successful completion of the round is a shared

responsibility, important for all countries, particularly developing countries.

The Committee supports the IMF's role in advocating trade liberalization

and helping members to take all the necessary actions to gain full advan-

tage of the opportunities provided by more open trade. lt welcomes the

IMF's decision to establish a Trade lntegration l\4echanism, designed as a

temporary policy to address concerns associated with the current round of

multilateral trade negotiations.

Crisis Prevention and IMF Surveillance Across the

Membership: Priorities, Tools, and Modalities

8, Effective and evenhanded IMF surveillance remains an essential element

of the international community's efforts to enhance crisis prevention, pro-

mote financial stability, and foster high and sustainable growth. The Commit-

tee especially welcomes the increased focus of surveillance on financial

sector and capital market issues-including the work from the Financial Sec-

torAssessment Program, Reports on the observance of Standards and

Codes, and offshore Financial Center assessments; economic developments

and policies in countries of systemic or regional importance; early identiflca-

tion of potential vulnerabilities; and institutional foundations of growth. lt

also welcomes the work already under way and the proposed pilots on the

treatment of public investment in IMF advice and arrangements with a view

to protecting infrastructure investment, consistent with macroeconomic sta-

bility and debt sustainability.

9.The Committee welcomes efforts to bring a fresh perspective to the sur-

veillance of program countries, and the decisions taken to increase the trans-
parency of surveillance. lt calls for a strenghening of efforts to ensure the

objectivity of surveillance (including through debt sustainability analysis),

and requests the IMF to explore ways to support countries'own economic

efforts when the IMF is not providing financial assistance.The Committee

looks forward to the forthcoming biennial review of surveillance, which

should provide a thorough assessment and candid review of surveillance,

and propose ways to enhance its focus, quality, persuasiveness, impact,

and overall effectiveness.

10. The Committee welcomes the greater focus on vulnerabilities and key

issues for surveillance identified at its meeting in Dubai: improving debt

sustainability; reducing balance sheet vulnerabilities; and making progress

on structural reform and sustainable medium-term flscal frameworks. lt

agrees that further progress in these areas, as well as with policies to facil-

itate the adjustment of global imbalances, remain key priorities for surveil-

lance in the coming year. Surveillance will also need to pay due attention

to relevant political risks and to vulnerabilities to exchange rate and inter
est rate movements.

11. The Committee looks forward to further work on ways to reduce vulnera-

bilities and provide support for members with strong policies in dealing with

external financial developments. lt looks forward to the upcoming discussion

of precautionary arrangements and their potential to assist members'own

efforts to prevent balance of payments crises and as a possible exit strategy

from IMF financial support.

12. The Committee welcomes the inclusion by an increasing number of

countries of collective actlon clauses (CACs) in their international sover
eign bonds and the convergence toward a market standard. lt calls on the

IMF to continue to promote progress in this area. The Committee also

encourages sovereign debtors and private creditors to continue their work

on a voluntary Code of Conduct, and looks forward to reviewing further

work on issues of general relevance to the orderly resolution of financial

crises. The Committee takes note of the Executive Board's ongoing review

of the framework, and application of procedures, for exceptional access to

IMF resources. lt calls on the IMF to continue reviewing implementation of

its lending into arrears policy.

Enhancing IMF Support to Low-lncome Members:
/nstruments and FinancinE; IMF-World Bank Collaboration;
and PromotinE Debt Sustainability

13. The Committee reiterates that the lt\4F-in partnership with multilateral

development banks and donors-has an important role to play in assisting

its low-income members with effective policy advice, financing, and techni-

cal assistance to achieve high and sustained growth and poverty reduction.

It welcomes the progress on better tailoring the IMF's assistance to the dif-

fering financing and policy needs of low-income countries. The Committee

looks fonruard to further work on a strengthened process of surveillance for

those countries where the IMF is not providing financing, with a view

toward enhancing the signaling role of surveillance and promoting country

ownership. lt underscores the importance of improving the macroeconomic

design of PRGF-supported programs, including the social impact.The Com-

mlttee underscores the importance of maintaining an adequate PRGF
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