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TO: Jeff Shesol

David Halperin;"

FROM: Sharon Yuan

@o01/040

Attached are four background' pa'pérs for the speéch. We are still wamng for more info from
Treasury, Rick and --To'm.v We will send those to you as soon as We get them.

Treasury Poverty Reduction Paper

Sec. Summers Draft Speech '

Draft Interim Committee Statement

State Paper on Stability Pact Initiative on Corruption
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August 25, 1999
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WASHINGTON, D.C. A
UNDER SECRETARY H VP e
g

FAX FOR: Fax: 456-9490
Lael Brainard QNEC) - 456-1605
Alan Larson (State) 647-5713
Robert Lawrence (CEA) 395-6958

FROM:  Timothy F. Geithuer | ¥0 4 0m%m

Under Secretary (luternational Arfairs)

Following up on HIPC discussions at'Colngne; in particular the need for an enhanced framework
for poverty reduction, please find attached a short paper setting out our current thinking on this
subject and how wo might pursue it in the World Bank and IMF.
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[U.S. Treasury Draft, 8/24/99)

.. New Directions for IMF and World Bank Support for Grawth and Poverty Reduction
in Poorest Countrics '

Iatroduction and Snmmaxy !

At the Cologne Summit, leaders called for an cxpanded debt initiative to pmvxde faster, broader
and deepar debt relief to heavily indebted poor countries pursuing sound policies and
demonstreting a commitinent to reform and poverty reduction. Leaders noted that the new
initiative should be built on an enhanced framework for poverty reduction, to be developed by
the international financial institufions (JFI5) in consultation with other institutions and with civil -
society, A well-designed fiamework would accommodate and prornote 2 number of mutually
reinforcing objectives~poverty reduction, sustainable development aud good gavernance-while .
reinforcing the incantives for reform and growth,

The call for an enhaneed framework for poverty reduction was envisioned, therefore, as part of
the enhanced HIPC jnitiative, Yet it makes sense to apply this concept to ' World Bank and
IMF/ESAF programs genera]ly. This nate sets out a series of proposals—dravwing on experience,
academic work, and suggestions put forward by civil society—intended to ensure that World '
Bank and IMF assistance more effectively support poverty reductmn and sustainable growth in
IDA/ESAF —ehg:ble coun]:nes ' .

The appma::h would be based on5 elements

1, 4 grawlf:-arrerzted, mtegrared s'zra'tegy fbr _poverly reductior: and human developmem

N

. Increased and more eﬁécﬁve ﬁscal expendtmes jbr paverry reductzarz.

'

Ehhamed :ransparemy includmg momtanng and quality catzlrol over. ﬁscal expenditures.

. Greater publw awnersth of programs e

&R

by

. Stronger incenrives for fallow Ihraugh on paverxy rea’w:tzan.

A suenptheped approach to poverty raduchon would mmlve a pumber of changes at the
operational level for the Werld Bank and the IMF: :

. changing the framework for afficial support ~ the new framework would involve, among
other things, a significant change in the relative roles of the Bank and the Fund, as well
as much closer collaboration between the IMF, the World Bank and recipient
govemnments at the design stage of planned operations, with the Bank sharpening its
focus on achieving verifiable progress an poverty reduction, the Fund improving the
camplementarity of its macroeconomic recommendations, and both institutions including
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as performance criteria in thmr relevant program documents a set of core reforms and
ather measures required 10 Teduce povcxty, _ _

: 0 sharpenmg the poverty focus end contenl‘ of programs ~ programs should be gmunded
. in an ascessment of the root causes of poverty in a parhcula: country, and consist of an
integrated, coherent set of steps needed fo reduce poverty — in other words the program
should be a straicgy in the true sense of the term;

- making _progrm more marem arzd accounmble — this will Tequire MONT concrete
efforts to strengthen national owxership of pmgramﬁ end encourage broader participation’
by civil somew in all phascs of the process e

° Jor fﬂPCS, improving lhe mechamsmfar prawdmg debt relzef ~ the mechanism ShOu]d
be simpler and more clearly focused an’ énsuring that relief is linked to and supportve of
sustained govermment efforts: tovrcduce poverty and promote buman development.

In order to ger the most benefit from this approach, eligible conntries, for their part, will need to
take the lead on a number of fronts Where progress lies primarily, if aot solely, in their hands.
Most important, governments will need to demonstrate at the highest polidcal levels, and
through specific actions, 2 commitment to poverty reduction agd the reforms and domestic
funding needed to give effect to such commnmf:nt This meana, for uxamPla:

. taking resolute steps to imprave gow.mance and to increase transparency and
sccountability, especially with respect to public expenditures;

. assuring that dornestie tesmn;ée decisians fully reflect the priority given to poverty
reduction; .

«  working more closely and openly with civil society proups; and

. implementing the macroeconomic, stractural and legal xeforms that will support
economic growth and a nsmg standard of living for all. :

Elaboration of Specific 'Elmnents
1. A growth-oricnted, integrated strategy for poverty rednctimi.
The new approash would be based on an integrated strategy for poverty reduction prepared by

the recipient country in cooperation with the World Bank and TMF, and in copsultation with civil

society groups. The centerpiece of the straieg' would be a core set of monitorable poverty
reduction goats, such as:

- inereasing literacy;
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. reducing infant/child mortality;
" lowering AIDS incidence;
. improving f:nvironmental eonditions.

In line with Tecent Wotld Bank proposals, suchpoverty red.ustlon goals anﬂ, cntlcally, the steps
required of the national authorities and assistance providess to achieve them, would be identified
as part of the Comprehenisive Developmcnt Framework (CDF) process envisioned by Warld
Bank President Wolfensohn. This process, Jed by the national authorities, would involve full
parlicipation by the Fund, especially as concerns the deﬁmt:on of macroeconomic policies that
are directly linked to poverty reduction goals and the elaboxatxon of aptions and/or proposals for
addressing trade-offs that are made necessary by resource constraints, The results of this
raultiparty process would be incorperated in an integrated strategy reflected in 2 framework

- document jointly cndorsed by the national authorities and the Executive Boatds of the World
Bank aod IMF. An appmpnabu name should be found for the framewark document and its

underlying strategy. One pasmb:hty the Inneg;-ated Sn'ategy for Growﬂm and Poverty
Reduction.

The strategy shauld be l:u'oad enough to ac‘cbmx‘nodatelhe chI range of mutually reinforcing
macro-economic, structural and public policy steps required to make progress in reducing
poverty. More specifically, the essential companents of the strategy would be:

. Verifiable poverty reductions objectives focusing on results or outputs (e.g., the
percentage by which literacy rates increase). These should be consistent with an
internationally-agreed set of performance indicators. (One possibility is the OECD |
Development Assistance Committes’s “International Development Goals.™) The World
Bank should lead this exercise and explore how it can best draw on expertise in relevant
U.N. agencies, civi) society groups and other appropriate organizations.

. A macroeconomic component linked to ESAF ﬁmmcing (or, where appropriate, Staff’
Monitored Programs) with targeted conditionality that gives greater attention to the
social implications of adjushnenr_

. Government-Bank-Fund agreement on major objecuves in the greas of good govemance
and institution building—focused on improving the transparency of government budgets
and improved public cxpenditure management-and on key arsas of Bank-Fund overlap,
such as financial secror reform.

These and other components would be more fully articalated and made operational in subsxdlary
World Bank and IMF programs. They would bie embodied in the Letter of Intent for a revised
version of the Enbanced Struchiral Adjustment Facility (ESAF), in HIPC decision docurments,
and, for the World Baxk, in a range of program documents, including Country Assistance

Straregies (CAS), CAB progress reports, and Letters of Devalopment Policy for specific land.mg
operations.
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The precise mix of action steps will, of course, vary from country to courtry consistent with
priorides identified as most critical for poverty reduction. In some eases rural health and
secondary road develapment, for example, will be key; in other cases, an emphasis on, for
example, agriculniral extension, preventing environmental degradation and primary education
will be appropriate. However, based on what we already know about the circumstances of most
HIPCs and other IDA/ESAF-eligible countrics, certain elements will tend to be an essential part
of each strategy. For example, steps to encourage more rapid eed broad-based economic growth
(on & per capita basis) will belp ensure that poverty reduction is sustained, and will help advance
the day when the poor eXperience discernible improvements in their lives. Institution building
and improved governance, important in their own right, will also support a host of other
objectives, such as increased investruent (4o promote growth) and transforming public
institutions into part of the solution rather than part of the problem,

2. Inereased and more eﬁ‘écﬁvc fisca) expenditures for poverty reduction.

The fiscal policy choices that a govemment makes are critical to the achievement of poverty
reduction goals. A new approach in this ares Is called for and would be a centerpiece of the
integrated strategy. We would envision two key components,

Social expenditure floor. Though much of the focns on poverty reduction is, Bppropriately, on
the quality of inputs (see section 3, below), thete needs to be an agreed, secure floor in the
national budget for social expenditures which rises over time and is protected in the event of
econosnic crisis. The establichment of such a floor and identification of growth rates from it
would be joint canditions (among others) in the subsidiary implementsation documents described
jn 1 above, Frilure to meet this or other joint conditions would be gronnds for suspending HIPC
ar other IMF/ESAF and World Bank support. PR : ' o

This change would need to be underpinned by mora effactive Bank-Fund collaboration to ensure
that social expenditmures are explicitly incarporated jn the integrated strategy, in relevant Bank
and Fund operetionz! documents, and, of course, in the government’s natiopal budget. The
establishment of an appropriate social expeaditure floot should begin with a thorough apalysis of
* the quality and availability of basio'services that have a strang link to paverty reduction; this
would include, for exampte;, health, education and sanitation sexvices, and certain aspects of
public infrastracture (e.g., nural road networks). Joint work by ths Bank and the Fund under 2
revised procedure for mare forward~loaking public expenditure teviews and Medium-Term
Expenditure Frameworks would also be key as B “quality control” mechanism (see also part 3
Caprsuring the gains from debt relicf. 'We need 1o ensure that savings freed up by debt xolief, as.
well as a share of ather bilateral and multilateral support (including ESAF), arc “capturcd” and
chauneled in directions that support poverty reduction. There are a variety of approaches for
achieving this. One possibility is to direct such savings ito a special stand-alone poverty
reduction/hurnan development fund ar “window.” Under this approach, counties receiving
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HIPC debt relief would be required to channel resources equivalent to the amount of HIPC
savings imo a fund established by the recipient government. In addition to HIPC savings, other
bilateral and multilateral support, including some portion of ESAF assistance, might also be
charmeled into the fund.

Another possible approach is for the sountry 1o chznnel the savings from debt relief into existing .
or newly created poverty reduction programs in the national budget. To facilitate monitoring, il
such programs could be pulled together, in an accuunhng sense, mto a8 “poverty reduction

budget” within the nsuona! budget.

The most crucial elements in both of ths above approaches would be a commitment by the
government to increased transparency in budgetary expenditures and the creation of
mechanisms for effective monitoring by civil society groups, UN a,gencms ar others in the donor
community of such expenditures.

3. Transpnreneys including momtormg and qunhty control over increased fiseal
expendifures.

Transparency not only helps ensure that there are increased fiscal expenditures but also builds
public canfidence in and support for the strategy (see algo 4 below). Such transparency should
be based on the following steps at 4 minimum: .

. mandatory rclease/publication of the integraied poverty reduction strategy and relevant
* subsidiary documents (e.g., IMF Letters of Intent; World Bank Country Assistance
Btrategics and progress reports, HIPC documents, and reports coming out of a

strengthened Public I:xpcnd:ture Rev:ewMedmm-Term Expenditure Framework
process), . , .

. mandatory publiéaﬁon of the'natiopal budget, fncluding detailed, regularly updated
information about funds in the special poverty reduction/humen development account:
and dlsbursemems there:ﬁ'om (bo‘th the amo\:mt am:l purpose of such disbursements);

Such mfurmanon should be made avaxlablc viaa numba of Channe]s and 1o a form that is
understandable and accessible to the genem.l pubhc

Transparency, while essmual, i not sufﬁuent. There should also be one or more mechanisms
to ensure regular monitoring and acconntability of increased fiscal expenditures, as well as,
critically, to promote quality of expendinwes. . While Lhe precise form could vary from country
to country. posdibilitics include one or a combinatien of the following:

. the creation (where not already in existcncc) with World Bank and/or IMF support of a
quasi-independent government a,gency for anditing natlona.l accounts; ‘
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o anmual andits by such an agency with the results teleased to the public; annual audits by a.
recognized intemational acccruntmg firmn with results released to the public;

“ a revised procedure for more pro-active, forwsrd looking, mandatory and re-named
version of Public Expenditure Reviews and Medium-Tenn Expenditure Frameworks;
also, a Tequirement that recommendations. coming out of such exercises be implemented
asa condition.' for l-ﬂPC ar ather IMFIESAF and World Bank support;

o the Bank shoud also assmt the country in estabhshmg a coordination mechanism with the
full donor commumity to: (1) idemtify conditions that would materially improve the
quality and development impact of ﬁscal expeudztuJBS, and (2) develop strategies for
implementing these measures. R

To support the creation of cred.lble momtannglwcountabﬂny mechanism, and to hely ¢nsure that
recornmendations are implemented, the World Bank and the IMF will need to finance or provide
technical assistance aimed at strengthening public budget formulation and execution, with an
emphasis on budgaﬁn.g' ancmmﬁng and a’uditing. ‘

- d. Greater public ownerslup ofprograms .
Public unders‘imdmg of and rfupport for Programs begms w:th public participation in their
development. The government bears primary responsibility for consultations with sivil socicty
groups and (he general public. That said, many governments may need the support of assistance
providers (bilateral or multlateral) to help foster the ereation or strengtheniog of civil society
groups as well as mechanizms for consulhng them. The World Bank and IMF, for their part,
need to consult with a brosder range of govermment ministries and civil society groups in
developing the programs that will make oPeranonal thc overarching poverty reduction strategy

Specific mechaniams for ihcreasing public participation will vary from coumtry to country bt
could include the following: :

. face-to-face meetings between, on the one hand, national autherities and Bank/I‘und
tearns working on the integrated strategy, and, on the other hand, local
NGOs/associations representing various constiluencies (e.g., labor, environment,
business); a report an such consultations and how they contributed to the development of
the strategy should be included in the Framework document in which the strategy is set

- out; a ' -

. more frequent press conferences by joint teamns and/or resident representatives;

. m:ztmgs with the general public (in the fashion of “town meetings ") organized and
hosted by the national authorities,
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5. Stronger incentives for fallow-throngh on poverty reduction

To help ensure effective implementation of the poverty reduction strategy, a set of core reforms’
(macro and structaral) and other specific measures required to reduce poverty in measurable
ways should be incorporated a5 performance criteria in Bank and Fund program documents for
HIPC debt relief as well as ESAF and 1DA fimding. If the Exccutive Board of the Bank
conaludes that core poverty reduction measures are not beiag implemented or progress towards
poverty reduction targets is insnfficiedt, then HIPC relief, ESAF disburscments, and, at least,
fast-disbursing World Bank loans would be suspended. Similarly, if the IMF Executive Board
concludes that progress on macroecononiic reforms critical for poverty reduction is insufficient,
then suspension of the aforemenfioned ansistance would ocenr, This implies that the scope of
ESAF conditionality will nzed 1o be broadened to include, at least, floors on poverty-reduction
expenditures within the

reduction.

agreed fiscal envelope, as well 25 other criteria essenfial for poverty.

Al

To monitor the effeativencss of the poverty reduction strategy, a0 external review should be

conducted after an appropriate period of titae, perhaps two or three years. The review’s findings
should be published and the yublic provided an opportunity to comment on them.

TOTAL. F.88
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TATEMENT OF TREASURY SECRETARY LAWRENCE H. SUMMERS.
AT THE DEVELOPMENT COMMITTEE OF THE
WORLD BANK AND THE INTERNATIONAL MONETARY FUND
WASHINGTON, D.C.

'September 27, 1999
Introduction

The millennium marks a significant moment in time. It should also inspire us to renew and
revitalize our collaborative efforts to promote growth and development in the poorest countries,
and to eradicate global poverty. Our shared experience over the past fifty years has been marked
by some astonishing successes as well as some deep disappoinlments. It underscores the scope
and complexity of the enormous challenge we confront, and the need to focus resolutely on what
works. The Development Committee remains a concrete expression of our firm and persevering
commitment to meet this challenge and advance the common good.

Unpreccdented globalization and technological change make the challenge even greater, as does
the divergent pace of economic and social development progress among countries and regions.

The Development Comynittee’s attention over the last two years has focused heavily on the
advanced emerging economies and the collaborative efforts needed to address financial shocks
with systemic implications. ‘This crisis generated a remarkable process of iuternational
consensus building. While there has been considerable progress toward a retum to stability,
much more needs to be done if we are to see a sustained and better balanced global economic
recovery. We also believe it is now important to shift the attention of the policy community to
global poverty and to dedicate commienstrate energy to more effectively address the
development challenges faoed by the world’s poorest countnes

Progress in 1mprovmg hvmg standards in the poorest counmes has been dlsappomtmg and
overall poverty remains tmacceptably high. Sub-Saharan Africa’s per capita income is today
somewhat lower than it was in 1980. The number of people living on incomes of less than a
dollar a day is now expected to increase from 1:2 billion in 1987 to 1.5 billion next year and
close to th.rec-quarters of Africans’ private wealth is estimated to be overseas. In many countries,
the modest improvemments experienced in health and education indicators have begun to stagnate
or, in some cases, decline, Countries affected by AIDS have experienced the loss of all the gains
in life expectancy achieved over the last fifty years. Clearly, we need to find new and more
effective approaches to poverty reduction. .
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A long and difficult road lies ahead if we are to prevent huge portions of the world’s people

from remaining marginalized, mired in poverty and without satisfaction of their basic needs, and

bypassed by technological change. No one could be satisfied with such an outcome. It

diminishes international welfare and is a recipe for global instability, the spread of disease, and
" environmental and humanitarian disasters.

It is clear that the commitment and the domestic efforts of developing countries are central to
successful poverty reduction. We also want to encourage a broad international commitment to
give our priority to the fight against global poverty and transform our policy approach to helping
these poorest countries. We do know unambiguously that some things do ¢ontribute to equitable
growth. There is, for example, a growing consensus that countries — and the donors trying to
assist them -- ought not.only to pursue sustainable growth but also focus more explicitly on
attacking poverty, by concentrating public resoutces and attention more effectively on the
mterventions that most affect poverty, The vast buman dimensions of the problem underscore
the impox’;ance of urgent action to put into place a framework to operationalize this strategy.

The United States seeks a global development partuership, owned by recipients and donors alike,
that strengthens the framework for combating poverty at its roots. Our goal should be to build on
lessons learned and make whatever, changes are necessary in policies and institutional strategies
and processes to ensure that development assistance can and does make an important difference
on the ground in improving human welfare.  Expressions of commitment and political will must
be translated into action. While the challenges are formnidable, we are confident that a renewed
collaborative effort can significantly rednce poverty in the coming yeats and help make the
International Development Targets a reality. .-

The Basic Condmons thch Make Qevelopment Work

W!ulc deVelopment expenence prov1des many and often complex examples we do know that
there are four broad critical pre-requisites for sustmoable growth and poverty reduction.

1. Sound and transparent economic management, including market-encouraging macro-
‘ economic policies conducive to private enterprise, and ﬁnanually viable banking
mstxtuuons,

2. A pohcy ﬁ'amework wlnch focuses more on poverty considerations by integrating growth
objectives, mcludmg those for agnculture and rural development, with poverty reduction;

3. Priority attention to human development, parﬂcularly the provision of far stronger and
more efficient basic éducation and health services to equip the poor to respond more
effectively as opportunities improve; and

4. Good governance, including fully functioning institutions incorporating transparency,
accountability, the rule of law, and the participation of civil society.

These are, in‘effect, the basic conditions that make development work.
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Comprehensive progress in all four areas is integral to sustaining successful long-term
development. Yet very few of the poorest countries can be satisfied with their situation in any
single category. As countries look more systematically at policy frameworks and public
expenditure programs to sharpen their poverty focus, they will have to tackle -- and not duck or
put off — their most glaring and fundamental problems, notably including corruption.

Admittedly these conditions are easy to prescribe but often very difficult to achieve. For
examaple, there is the widespread public concern about the impact of adjustment programs on the
provision of social services to the poorand the often seemingly intractable problem, which we
also confront in our own country, of ensuring that povexty reduction is a cross-cutting theme
across the broad 1 range of public policy. There is also the problem of overcoming vested
interests. N : L

Difficult as these obstacles are, we. beheve tha.t 1f govemments fully embrace and take ownershlp
of sound development strategies to achieve growth and poverty reduction, they can be overcome.
If they cannot, external assistance, as research continues to show, will be of little help and may
even be counterpmducuve .Action and performance not words or-intentions, should determine-
allocations of assistance. Such ownershlp may have to be built and deepened in stages, but this
process must be rigorous and sustained. Improved transparency and participation, and better
informed and increasingly-involved constituencies in civil séciety, should be viewed as key
mechanisms. for helpmg to generate necessa.ty ‘publie ownershxp and confidence.

The Bank and Fund, along with the broader development community, need to encourage and
support the efforts of the poorest countries to build and majntain development frameworks
reflecting individual country circumstances and incorporating sound development principles.
The roles of the IFC and MIGA to harness pnvate sector initiative are also crucial.

It is also important to approach envnonmental management and poverty reduction as an
integrated whole. “Environmental” problems - such as unhealthy drinking water, poor
sanitation, soil depletion, deforestation, and pollution — are increasingly concentrated in low-
income countries, where institutional and technical capacity to solve them is also weak. These
problems have long-term economic costs that are not fully understood, and they impact
disproportionately on the poorest. The intemational financial institutions and their borrowers
therefore need to be more alert to opportunities to improve the environmental sustainability and

© quality of their activities across the board. MDB policies on environment and natiral resource

issues are essential ingredients in a process to enhance development in a way that makes poor
peoples’ lives better. In some areas, these policies are quite strong. In others, we believe further
improvements are needed, and we intend to work towards this goal (e.g., intensified efforts in the
area of energy efficiency and renewable energy) which could result in substantial and cost- .
effective improvements in the lives of the poor in both urban and rural areas). But in all cases, it
is imperative that agreed pohcws be fully implemented — which has not always been the case to
date.
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The World Bank and IMF and s Renewed Deve]opment Framework

The Development Committee and our member governments will continue to rely heavily on the
‘World Bank Group and the International Monetary Fund in the new millennium to promote
sound economic management and governance, encourage policy reform, facilitate the flow of
trade and capital, and, mast importantly, reduce poverty. These vital institutions, in close
parinership with the regional development banks, must be forceful advocates of policies which
lead to both sustainable development and social progress.

For those countries that demonstrate 2 commitment to sound development policies, the support
of the Bank and Fund can make an important difference in improving welfare and promoting the
common good. All too often, however, commitments and intentions have triggered external
financing with disappointing results. It is performance that counts.

We believe the Bank and Fund should use their pivotal leadership roles to help re-energize

development efforts to combat global poverty. We also believe they must undertake the

fundamental intemal policy.and process changes needed to enable them to sharpen their focus on

achieving verifiable progress‘on poverty reduction. In sum, the Bank and Fund must do a better
~ job in using their technical and ﬁnancm.l Tesources to ‘help catalyze positive poverty outcomes.

We believe it is 1mperat1vc for both institutions to work collaboratively in drawing from the
lessons of the past fifty years to build pragmatic collaborauve partnerships with those of the
poorest developing countries that are committed to reform and poverty reduction.

‘Wewelcome and strongly encourage the transformed approach now underway in the Bank and:
Fund to elevate poverty reduction as an overarching objective of their programs in IDA/ESAF
countries. This approach must be applied consistently. It must be sustained.. And it must'be
implemented vigorously. It is essential that macroeconomic policies, sound economic
management, social development policies, and poverty reduction be mutua]ly reinforcing. This
will lay a secure basis for susta.mable growth,

We would also like to see much closer collaboration between the Bank, Fund and recipients at
‘the design stage of planned operations, with the Bank sharpening its focus on achieving
verifiable progress on poverty reduction and the Fund improving the complementarity of its
macroeconomic recommendations. The centerpiece of these partnerships, led by recipient
countries, could be the Poverty Reduction Strategy Papers and an agreed core set of monitorable
poverty reductions goals, such as: increasing literacy, for both women and men; reducing

- infant/child mortality; lowering the incidence of AIDS; and improving environmental conditions.

In many countries, progress on poverty reduction will require meeting specific targets for the
rural sector which often contains high concentrations of the most vulnerable.

We believe both institutions should routinely articulate core reforms and other measures required
to reduce poverty as performance indicators in their respective programs.

. In conirast to past practices where social considerations were often a secondary concern,
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particularly in the IMF, Bank and Fund programs should be grounded in an assessment
of poverty and its determinants, and consist of integrated, coherent sets of steps needed to

reduce poverty. In the Bank this will mean integration of poverty impact assessments
into Country Assistance Strategies.

. The Bank, Fund, and recipient government programs should be more transparent and
accountable, with substantially expanded public access to programs and policies helping
to strengthen national ownership of programs, ensure greater accountability of decision
making, and encourage broader participation by civil socjety in all phases of the process.

Country implementation performance, not just plans or intentions, on agreed poverty indicators
should be the crucial determinant in a more selective allocation of Bank/Fund resources. '

The World Bank’s engagement plays an important role in avoiding financial crises by helping
countries to take preventative action to reduce vulnerabilities to sharp swings in global capital
flows. We encourage the Bank to deepen the cooperative work underway with the IMF on
assessments of countries’ implementation of international codes and standards and in the broader
area of financial sector refomm, including financial sector program design and technical
assistance. In the area of corporate governance, we applaud the establishment of the Global
Corporate Governance Forum by the Bank and the OECD, and we hope that the Forum will
promote the speedy implementation of the OECD corporate govemance principles, In addition,
we look forward to the Bank’s contribution, in cooperation with the IMF, to the development of
best practices for public debt management. We appreciate the Bank’s ongoing work on good
practices in social policy, and urge that good social policies and practices be given operational
effect in World Barik and IMF programs.

The HIPC Initiative is a concrete example of our renewed commitment to help the world’s
poorest countries. As President Clinton said earlier this year: “Our goal should be that no
country committed to fundamental reform is left with an unsustainable debt burden that
diminishes its ability to meet people’s basic human needs and to spur growth.”

The Injtiative also prov1des a umque opportumty to ﬁnd the nght way for the Bank, Fund, and.
recipient governments to more effectively target stpport.on social objectives while also
enhancing national ownership and participation, and to design effective economiic reform policies
while also protecting and advancmg core social priorities. ‘Itiis ah important test of the Bank and -
Fund’s ab1hty to nnplement a pew and more closely coordmated approach to the poorest
countries, - . . ‘

HIPC debt rehef 1s not an eﬁdtm itself, but a ineans to an ultimate obj ective: a successful
development process for:countries. where today children are-more likely to be malnoiirished than
go to secondary school, and wheére more than forty percent of the populations lacks access to
clean water. HIPC provides a vnndow of opportu.mty to translate sound policy prescnptmns into

meaningfil and decisive action.
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The Bank and Fund and members of the Development Committee have worked hard to design an
effective HIPC framework which promofes 2 number of mutually reinforcing objectives —-
poverty reduction, sustainable development, and good governance --- while reinforcing the -
incentives for reform and growth. Successful implementation of HIPC would constitute a major
step towards meeting the internationally agreed upon target of halving the proportion of the
world’s population living in absolute poverty by 2015. HIPC is an important investment in our
own future and in the world we will inhabit in the 21* century.

At the Cologne Economm Summit meeting, the G-7 nations agreed to further strengthen the
development impact of HIPC by providing faster, deeper, and broader debt relief for those
countries demonstrating a commitment to poverty alleviation. Ministers also endorsed efforts to
integrate more fully the benefits of debt relief into growth-oriented country strategies for poverty

. reduction and human development. They stressed the crucial importance of preparing such

strategies in open, transparent, and participatory processes.

The HIPC framework can only work in the context of appropriate national policies and with the
right institutions and practices; and it can only work w1th the right kind of support from the
international community.

N
In order to achieve the desired development impact, eligible HIPC countries need to clearly
assume leadership in establishing the right policy framework. We all know that the more
policies are genuinely “owned” by a country the better they tend to work. Most spec1ﬂca.11y,
governments will need to forcefully demonstrate at the highest political levels, and through
specific actions, a commitment to poverty reduction and the reforms and domestic funding
needed to give effect to such commitment. This meauns, for example:

. Taking concrete steps to improve governance and to increase transparency and
accountability, especially with respect to pubhc expenditures. A demonstrated -
commitment to eliminating the scourge of corruption and its corrosive effects on
economic growth and poverty reduction must be a central feature of the integraied
strategy. Shining a light on public economic pollcles and practices is one key mechanism
to address this need; . ,

. _ Ensuring that domesnc resource dec1smns fully reﬂect the priority given to poverty
reduction; L . A

. Working more clésely and openly with civil society groups; and
- Implemenung the macroeconomic, structural, and legal réforms that will support

economic growth and a nsmg standard of llvmg for all including the most vulnerable.

Close coordmatmn among thc World Bank, IMIF and the reglonal development banks is also
essential so that a country’s support for poverty reduction is recognized and fully integrated in all
IFI programs. I welcome the _]omt mecting of the Development and Interim Committees as
representing tangible progress in this area.
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Achieving these objectives will require substantial capacity building at the World Bank and IMF
and, even more importantly, within the borrowing countries themselves to support the type of

- participatory, transparent and deliberative procedures that are at the core of a more country-
driven and poverty-focused strategy. It is critically important that efforts should commence
immediately, both at the institutions and within eligible countries, to address institutional and
other problems of absorptive capacity which impede the effective use of social and other
poverty—focused expenditures. In the HIPC context, we should expect to see substantial, concrete
progress in poverty reduction efforts in advance of the completion point for each beneficiary
country as part of a progressive, iterative mediumn-term strategy.

Financing HIPC

As members are aware, the costs of the HIPC Initiative are substantial, a reality which
underscores the importance of utilizing'debt relief in a way that achieves maximum sustainable
development effect. It is crucial to ensure a financial framework with adequate resources to fund
HIPC costs, It will be particularly 1mportant to maintain a very close linkage between the timing
of debt relief and an eligible country s demonstrated performance and its absorptive capacity to
USE resources effechvely .

It is important for b1lateral creditors to move expedmously to obtain secure funding for the

' substantial ‘additional costs that they will incur under the'enhanced HIPC framework. We also -
believe it important for all of the international financial institutions to accelerate their efforts to
identify financing approaches that maximize the use of their own internal resources. In many
cases, this may entail some difficult trade offs, although these must be measured in terms of the
potential development beneﬁts that HlPC debt rehef can brmg

It is clear that even w1th new 1nnovahve ways to generate mtemal resources, the African
Development Bank (AFDB) will continue to rely leavily on bilateral contributions to the HIPC
Trust Fund to help fully fund its participation in the HIPC Initiative. We also belief that the
Inter-American Development Bank ([DB) will requu-e some bilateral support.

We welcome the steps which the World Bank has already taken to help fund its part1c1patlon in
the HIPC Initiative. Itis also our view that, 1inlike the AFDRE and IDB, the World Bank has a
resource base of sufficient scale and flexibility to generate the resources necessary to fully cover
its HIPC costs, particularly if its debt rehef is phased commensurate with country performance
and capacity.

The President has submitted to the Congress a revised budget request of nearly $1 billion. This
will cover the direct costs of HIPC relief on debt owed to the United States. It will also provide
a mgruﬁcant U.S. contribution to the HIPC Trust Fund to help fund other multilateral costs
assuming other countries make comparable efforts.

I would now like to comment briefly on some other important development issues, including
World Bank-specific matters.
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Trade and Develb nien

We urge the World Bank to continue encouraging trade and investment liberalization in
developing countries. Open, transparent, and well-governed markets, both domestic and
international, are an essentlal foundation for sustainable development and poveny reduction,

We are poised to launch a new round of international trade negotiations at the upcoming
Ministerial meeting of the World Trade Organization (WTO) in Seattle. This Ministerial
represents a particularly important opportunity for the global community to further reduce
barriers to new market opportunities in support of development and growth,

Key areas include:

° Continuation of the work begunﬂi"n‘ the Uruguﬁy Round to liberalize trade-in agricultural
products, including through the abolition of agricultural export subsidies;

. Further negotiations to reduce and eliminate tariff and non-tariff barriers to trade in
nonagricultural goods, an area which holds particular potential for developing economies;

o New negotiations aimed at creating more open and transparent customs regitnes and -
further liberalizing services actmues which will greatly enhance institutional capabilities
in those sactors and i
iy Conclusion of an agrecment on. transparcncy in government procurement, thereby

addressing one source of remurce—dxmmng bnbcry and corrupuon

As these negohaﬁons begm, particular attention must be made 1o better mtegrate developmg
countries into the world economy and to help them to fully realize the benefits of open trade.
Trade liberalization is mutually beneficial to both developed and developing countries, The
World Bank is in a unique position to help developing countries realize these benefits and better
make the link between their intemational trade commit:hents and their development goals,

In this regard, we urge the Bank to work with its borrowing member countries in adopting a
comprehensive development approach to trade liberalization. Increased emphasis should be
placed on encouraging economic diversification, recognizing the linkage between agricultural
trade reform and poverty alleviation, minimizing the social impacts of trade liberalization,
developing alternative sources of revenue for governtents that rely heavily on customs duties,
ensuring that sustainable environmental objectives are met, and ensuring complementary
transport and communications infrastructure are in place.

Trade and investment reform should be more consistently and fully integrated into all Country
Assistance Strategies and should also become part of the Comprehensive Development
Framework. The World Bank can play an important role in promoting appropriate regional and
sub-regional trade integration as a means of facilitating developing countries’ participation in the
global economy. The Bank can also assist in the development of trade-related infrastructure and
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institutional foundations, many of which are critical for a flourishing trade regime. In this
regard, we support the comimitment of the Bank to provide sustained assistance as part of its
current programs for trade-related capacity building for those members that request it as part of
their development strategies, Also, we support the work by the World Bank under the WTO
Integrated Framework and the research and analytical support it is able to provide to facilitate
developing country preparations for trade negotiations, We are not yet convinced, however, of
the wisdom of establishing an intermediary that would subsidize crop insurance to help
developing countries cope with highly volatile international commodity markets.

We note with satisfaction the success of initial efforts at enhanced cooperation and coordination
among international institutions as a result of decisions taken at the end of the Uruguay Round.
We would encourage the development of further efforts to deepen and broaden policy and
program cooperation in the future. .

IDA-12 (
The IDA-12 agreement will be the comnerstone of the Bank’s development assistance efforts in
the poorest countries over the next three years. The agreement, now approved by Govermnors,
embodies a policy framework designed to improve the effectiveness of IDA lending. These
policies are integral to the replenishment and need to be fully implemented in a timely manner.

We are seriously concerned at the slow pace and/or the vagueness of guidance provided to Bank
staff on implementing some of the key IDA-12 provisions, including:

. The commitment to provide comprehensive and specific diagnostic inputs for Country
Assistance Strategies to ensure they fully reflect the findings of up-to-date building
blocks, such as Public Expenditure Reviews, Poverty Assessments, Country Financial
Accountability Assessments, Country Procurement Assessment Reports, and National
Environmental Action Plans;

. The commitment to improve diagnostic treatment of cross-cutting issues in the CAS such
as gender, environment, core labor standards, and the financial sector;

. The commitment that poﬁcy and program performance and _governance issues,as
determined by clear and monitorable indicators, should detem:nne the size, design, and |
delivery of a counuy 8 IDA program

. The commnment that CASs should be prepared with the active participation of
govemment, civil society and donors and be publicly ava:lable, and

. The comrmtment to hc1ghtened centrahty of public expendlture analyses that consider the
role of non-development expenditures -- including military expenditures and subsidies to
state owned enterprises — and whether reallocation of these could enhauce the
dcvehpment impact of IFI or natlonal pubhc spending. '
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It is wtal that these commitments be taken more senously in order for IDA to play the vital -
development role envisioned by donors..

Moreover, it is important that existing Bank policies, especially in the areas of safeguards,
disclosure, fiduciary controls, and environmental protection, be applied more consistently. These
are all reasonable standards which exist to strengthen the Bank’s development impact. We urge
Management to improve staff training on policies and to improve its vetting process to ensure
that Bank policies are taken seriously and apphecl rigorously to all Bank proj ects :

World Bank Partnersmp with the Afncan Develogment ng

As has been discussed in previous meetings, enhanced collaboration among the multilateral
development banks is important to an improved international financial architecture and to the
effectiveness of development assistance in reducing poverty. The United States welcomes the -
progress made by the Team of Independent Experts advising the World Bank and African
Development Bank on a strategic partnership between the two institutions and in offering
suggestions pertinent to the drafting of a memorandum of understanding between themn. We
encourage both institutions to proceed quickly toward @ memorandum of understanding
establishing a deeper and more formalized partnership. We believe such a formalized partnership
would enhance collaboration in areas such as common strategic visions; country strategies;
harmonization of missions, disbursement procedures and reporting reqmrements and staff
exchanges to strengthen networking.

We look forward 1o a similar agreement between, the World Bank and the Asian Development
Bank, as is currently being dlscussed n the two mstxtutlons

World Bank Capital Adequacy

We welcome the attention which Management and merhbers have given to safegnarding the
Bank’s financial soundness and risk-bearing capacity. Financial strength is fundamental to the
Bank’s ability to respond qmckly and eﬁechvaly to the evolvmg development needs of our
borrowing members

 We agree with the External Adviéors and the Bank’s own 'analysis'that the Bank is now operating
on a firm financial basis. We also recognize that: pmjecuons regarding the Bank’s future
financial position depend heavily on Judgments on the prospects for the world economic
environment and the potential future demands on — and inherent risks of — the Bank’s portfolio. .
.And, there is also the basic question of strict Bank adherence to a policy, which we strongly
support, of selective 1endmg based on count:y pezformance a.nd compa.rauve advantage. [
We do not beheve that there is now a credxble case that 1he Ba.nk nieeds to substantially increase -
its hard loan window lendmg capacity, Rather, we believe that a more selective, performance-
based lending program is the single most important element of an adequate cushion against
downside risk scenarios. We also believe that Management and the Board should look more
closely at the opportunmes for moblhzmg adchtxonal support from within the Bank’s emstmg
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resource framework.

In all cases, it will be important to keep-both the Bank’s financial situation and the nature and
composition of future lending under close review.

We have also been asked by IFC management to consider a possible capital increase for that
institution. We would like to discuss this further with Management and the Board, but at this’
" point do not see a strong case for a capital increase. :

Corruption and Money Laundering )

There is increasing awareness that corruption contributes to distortion of investment flows, poor
economic performance, reduced confidence in financial institutions, and vulnerability to financial
instability. It is one of the most serious impediments to development and poverty reduction, and
is a problem that must be forcibly addressed head on. '

As a follow-up to the OECD Anti-Bribery Convention and Vice President Gore’s Anti-
Corruption conference in Washington in February 1999, we strongly urge complete ratification
and implemeéntation of the OECD Convention by all signatories.

We also call on the Bank and the IMF to perform an authontanVe review of their procedures and
controls and those of borrowmg countries to 1dent1fy ways to strengthen safeguards on the use of
IMF and World Bank funds, especially in situations where there is a heightened risk of diversion
or misappropriation of funds. ‘We encourage strong membership support of this effort.

The United. States also mtends to work vnth our G-7 partners and others to coordinate anti- -
corruption éfforts and assistance and complete a WTO agreement on transparency in government

. procurement. In addition, we are consrdermg ways to institutionalize international measures to
identify, block and smzo illicit financial flows gamed through crime.

We view concrete steps to enhance cooperahve and multilateral efforts to combat Tooney
laundering and financial crimes as a crucial component of the international financial agenda.
We therefore welcome the fact that the World Bank, IMF, and regional development banks are
acutely aware of the serious problems posed by international money laundering. The structural
reform assistance provided by the IFIs in recent years has helped selected countries improve
their banking supetvisory capacity, adopt financial sector reforms, and strengthen public
institutions and the rule of law. We continue to believe that corruption and other governance
considerations should be taken into account in allocating IFI resources, and that government’
failure to address the problem of systemic corruption should have important consequernces.

We urge the IFIs and their members to be alert to the opportunities for further engaging in these
priority efforts. We specifically encourage the institutions to expand efforts to help countries, in
the context of financial sector reform, to create transparent and accountsble financial systems,
identify and interdict illicit financial flows, strengthen financial supervisory institutions, and
promote adoption of approptiate anti-money laundering policies and measures.
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We also continue to urge the MDBs to give priority attention to devéloping uniform procurement
rules and documents of the highest standard and to help countries combat corruption.

Labor

It is our position, supported by ample evidence, that the core labor standards, in conjunction with
a responsive and equitable legal and institutional framework of labor relations, can have a
positive impact on poverty alleviation in general and on productivity, income distribution, and
civil society specifically.

The ILO’s 1998 Declaration on Fundamental Principles and Rights at Work, representing a
consensus among labor, employer, and govemment representatives of a membership that closely

parallels that of the Breiton Woods institutions, demonstrates that the values reflected in
internationally recognized labor rights are broadly shared. Therefore the debate should no longer
focus on whether core labor standards are good or bad for developtnent and growth, but how to
achieve growth and develoPment in 2 manner consistent with intemationally recognized worker’s
rights,

We welcome the Bank paper’s careful treatment of labor market flexibility and the desirability of
policies that encourage such flexibility. But this is only part of the challenge. We are quite
concemed that by addressing only this narrow sector of labor market policies, the Bank is
missing a real opportunity to support forward looking policies on labor markets that are

- consistent with core labor standards during good times as well as bad. We urge the Bank to

revisit this 1 1ssue of vital concern. to mdustnal and developmg countnes alike,

It is also essentlal that the Bank together thh 1ts borrowers move forward on the
implementation of the labor provisions contained in the IDA-12 agreement, and that all the IFIs
ensure that their projects and programs are consistent with core labor standards and work
cooperatively with the ILO.and.other labor mstltuhons to promote programs and policies
beneficial to working people.

‘ Milit_:a_rx Spending

Consistent with our efforts to encourage the most productive utilization of limited donor and
domestic resources, the United States believes greater attention needs to be placed on improving
military spending accountability, We encourage the international financial institutions to ensure

. the full transparency of military spending within the range of borrowing countries’ public
expenditures and their accounting and reporting mechanisms. We believe it is incumbent on the
IFIs to be fully knowledgeable of the audit and accountability systems in place for military
expenditure -- like all expenditure - prior to extending assistance, We consider this necessary to
better ensure that assistance is supplementing a country’s own best efforts to reduce poverty and
pursue eqmtable economic growth, rather than sm1p1y making it easier for the counfry to engage

-in excessive military spending. Equally iaportant is the very reasonable expectatmn that

' countries receiving assistance should maintain transparency and accountability in the
management of all public resources, including military spending.

19 17 FAX : . fho21/040
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I hope that all members of the TFIs will join us in prioritizing the issue of military spending —
recognizing that accountability of military spending is integral to the growth and development
mandates of the IFIs -- and promoting active and well coordinated IFI engagement on public
expenditure and accountability issues, issues which are also essentlal components of the HIPC
Initiative.

Conclusion

In concluding, I would like to highlight the fact that we are meeting at a time of increased public
scrutiny of both bilateral and multilateral financial institutions. There is widespread skepticism
of the benefits of dcvelopment assistance and other official financing. In the eyes of many, the
overall disappointing economic performance of the poorest countries reinforces the perceptmn
that our development efforts over the last half century have been a failure.

A renewed commitment to change the framework for assmtmg the poorest countries, reinforced
by the HIPC Initiative, is needed to jumpstart the process for reducing global poverty. I
recognize the scope of the challenges this will entail, Development is not an easy process and
there are no quick fixes. Yet we can all do a much better job in reaching and engaging the poor
and in ensuring that economic growth and social progress are mutually reinforcing. Genuine
commitment and perfonnance by the poorest countries themselves is the linchpin. But well
targeted external assistance is also crucial. My government is committed to working with the
Bank and Fund and their members to help meet this vital challenge.
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Introdur':tion

T would like to extend a warm welcome to our new Chairnnan ‘Gordon Brown.. We look forward
to working together at a time when the Interim Committee is undergoing an important process of
change that we believe will make it more eﬂ'ectrvc in 1ts oversrght of the' IMF :

When we last met in April, Secretary Rubin began with a note of caution: Whlle welcoming a
number of positive developments during the preceding year he underlined that serious ‘
challenges remain and expressed his VleW that the balance of risks for the global economy -
remamed on the downsrde S .

Today, there is again reason to welcome a numbet of positive developments. IMF staff have
recently revised upward their projections for global growth. Capital flows to emerging markets
are showing signs of recovery. A number of countries which were in the rmdst of crisis one year
ago bave stabrlrzed and are taking important steps towards Tecovery.

And yeta eaunonary pote is still appropriate. 'While the balance of risks for the global economy
may have tilted somewhat in the right direction, it would be a mistake to see this trend as in any
way inexorable. Economic conditions in a number of countries and regions ate still fragile. As’

. discussed further in the following section, near-term action on a number of fronts is necessary if

we are to see a sustained and better balanced global economic recovery.

To ts.ke a longer term perspecnve as we meet for the last time in this century ancl on the

threshold of a new millennium, it is appropriate to take stock of where we have come, in those

areas that concern us here, and what remains to be done. If we think back to the world in which
the IMF was founded in 1945, and recall the purposes for which the Fund was created, we can
justifiably say that the IMF has contributed to an international financial and trading system that
is far slronger than the system that prevaﬂed during the first half of this century a.nd before. .

Thanks to the IMF, the “machinery for consultatlon and collaboratmn on mtemaﬂonal monetary
problems,” as it is described in Article I of the Artu:les of Apreement, now encompasses
virtually the entire world and helps ensure serious, constructive deliberation on such problems,
even if the solutions are sometimes elusive, The destructive competitive exchange rate :
devaluation of the early 1930s is now rare.. Exchange restrictions, once a thicket obstructing
trade and payments, have been substantially thinned if not eliminated over the years. Perhaps
most important, by offering constructive policy alternatives, backed by financing, to countries.
facing balance of payments or. broader.¢ econotmc problems ‘the IMF has made adjustment less
painful and facilitated an extraordinary expansion of mtcmauonal trade, which has contributed
to employment creauon, to growth 'and to peaceﬁ:l relatmns arnong natlons ‘
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However, we can also see that the challenges ahead will require further, substantial reforms in
the IMF. A changed IMF is needed for the changed world that we now have. In muany areas, a
start has been made, but much more rernains to be done. As we look towards the future we need
to redouble our efforts to find better approaches if not answers to fundamental questions.

-- How do we strengthen the international financial systern against crisis and develop better
mechanisms to deal with crisis when it oceurs?

-- How can we help ensure that intemational assistance in all its forms -- from debt relief,
to balance of payments support, to technical ass1sta;nce ~ isused to its greatest effect to
promote sustainable, broad- based growth that bencfits the poor?

- How do we balance concerns about intrusiveness in national affairs and a desire to
promote national “ownership™ of reform programs with a desire to see governments take
bolder steps to, for example, build stronger social safety nets, implement core labor
standards, empower civil society groups, reduce the role of government in the economy,
and address critical issues related to governance, comruption. and crony capitalism?

- How do we promote genuine collaboration among intemational institutions on issues of
common concern without compromising their ability to deliver in areas where they have
O ' a compaxamve advantage? :

= ‘What must we.do to strtngthen the: ﬁght agamst conuptmn and bujld better safeguards on
. the use of mtemauona.l pubhc fundmg to avoxd its xmsuse or diversion?

A strong and eﬁ‘ecuve IMF, workmg in concert with othér msntunons will be an important part
of our efforts fo address these questmns Gomg forward, the IMF will, in particular, need to:
Elevate the zmportance of grawth ami poverty reductmn among the IMF’s core objectives. As
discussed further below, there is need for greater consistency and mutual support between a
country’s social sector/poverty reduction objecuves on the one hand, and ESAF-supported
policies and ﬁnancmg on the other. The IMF, in cooperation with the World Bank, needs more
actively to press countries to channel scarce public funds away from unproductive purposes such
as showcase projects and excessive military spending toward priorities that support growth and
poverty reduction. Ensuring adequate ﬁmdmg for high-yield investments in human resources
must be a higher priority. To make progtess in this area, there will need to be greater
transparency in and accountability for govemment spending, including militBrY spending.

'Give greater attention in IMF program demgn fo social sector, labor and environmental
concerns. The goal is to design programs in 4 way that preserves and strengthens critical social
safety nets, with due attention to core labor standards, and protects as far as possible the poorest
and most vulnerable members of society, as well as environmental programs, ﬁ'om the costs of
economic adjustment.
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Push forward with steps underway to increase transparency. This effort should continue until
we reach a point where certain key documents, notably Letters of Intent and relatcd program
documents, are systematically released without exception. -

Reinforce incentives to sustain good performance. To maximize the benefits of their
adjustrent efforts and IMF assistance, countries should be encouraged to maintain strong
performance as long as possible. Towards-this end, the IMF should enhance its monitoring of
policy commitments while a country’s drawings on the Fund are outstanding, even after program
conditions have ended. Consxderahon of new lending commitments should be fully informed by
past performance.

Elevate the importance of governatice and corruption considerations in decisions about IMF
Junding, while strengthening safeguards on the use of resources provided by the IMF. This
point merits special emphasis. Itis entirely appropriate for the IMF Executive Board (as well as
the Boards of other IFIs) to block or suspend financing in cases where there are serious
govemance or corruption concerns, even if other factors would support providing assistance.
When borrowers misuse financial assistance provided by the IMF, this not only sets back
economic stabilization and development objectives but also undermines the will and ability of
donors to provide assistance. The IMF needs urgently to fol]ow through with and build upon a
number of general and s-pecrﬁc steps to address this pmblem In partlcular the IMF should

- Develop palrc:es and procedures to examine reserve. management more broadly, so as to
reduce the vulnerability of a country’’s exchange rate and payment system fo
inappropriate use. The objective here is to achieve transparent operations and prevent
preferenual access, to forezgn exchange except as specxjied in the IMF program.

- Strongly encourage countrzes 10 comply with prznczples in the Code of Good Pracnces on
Transparency in Monetary and Financial Policies; and provide for more systematic (and
regular). audits of central banks in program countries. 1f warranted, audits should be
conducted prior to disbursement and on a recurring basis (e.g., quarterly) with IMF
missions rev1ewmg the audits to detenmne whether further correcmve steps are called for.

~ Assess vulnerabilxﬁes of the foreign exchange and, payments system of borrowers fo inept
or corrupt deployment of scarce reserves, and pravide advice on the construction of
institutions, policies and procedures to correct such vulnerabilities.

o~ Require, where there are governance concerns regarding a borrower, external review of

reserve managemen! praclices and pracedure.s far sale of foreign exchange to public and
private sector entities.

- Strengthen incentives for borrowers to guard against misuse of IMF resources or failure
to correct vulnerabilities. At present, the IMF is limited to the ability to cease |
disbursemnents and, in certain circumstances, to request advance repayment. This ability
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should be broadened, for exaniple to pfqvide for advance repayment in a broader set of
circumstances of improper practices, even if no formal violation of IMF conditions has
occurred or if the IMF program has ended.

Developments m the World Econgmz, Pollgg Regulrements for Sustained, Better Balanced

Global Economic Recovery

Prospects for recovery in the maj or industrial economies and the world economy as a whole look
better now than a year or even six months ago, though we need to guard against complacency.
Encouragingly, the U.S. economy continues to show strong, non-inflationary growth. Recovery
seems to be solidifying in emerging markets in Asia, There are signs of modest improvement
for Europe, and indications that decline in Japan may have ceased. An environment of low
inflation and some resumption of ﬁnancmg ﬂows to emerging markets have contributed to this
general picture.

However, there are still downside risks. While the Umted States looks to haVe another year of
strong growth, we cannot indefinitely provide the main stimulus to growth. Other regions need
to step to the fore. Asian emerging market economies, for their part, have much to do in terms

- of reform, especially in the corporate sector, if they are to lay a durable foundation for financial

and business systems in the future. A number of South American countries — Argentina, Brazil,
Colombia, Ecuador, Venezuela — ate still facing difficult situations. Lstin America has
continued to see a slide in net private capital flows from around $105 billion in 1996 to
,approximately $66 billion expected this year. We are concerned about Russia.

Avoiding the downside risk, and creanng conditions for sustained, better balanced global
economic recovery will require action on a number of fronts,

Europe. While recovcry seems to be oceuirring on the.modest scale long forecast, growth will
still be well below last year’s pace and far too dépendent on exports. The IMF projects little
change this year in the Euro-11's high ($80 billion) aggregate current account surplus. And the
Fund expects the surplus to rise to nearly $100 billion in 2000. . ‘ :

Rising surpluses wﬂl prevent Europe from making a major contribution to recovery in emerging
market countries. Stronger domestic demand is needed, in place of reliance on expoits. In
addition to supportive macroeconomic policies, Europe needs to emphasize structural reforms in
labor and product markets that would make investment more attractive, thereby boosting
domestic demand and employment and reducing high external surpluses.

Japan Japan may have reached the end of its long decline in GDP, and a number of i lmportant
policy steps have been taken. Butitis far from clear that a sustained recovery is on the horizon.
Such a recovery will require a resumption of sustained growth in private demand. Until a
tecovery is firmly established, Japan needs to continye with measures to promote domestic
demand-led growth, including supportive monetary policies and continued fiscal stimulus at a
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pace strong enough 1o prevent a fa].l-off in the strength which the fiscal program has been
imparting. In-addition, work needs o contmue on improving the banking sector, notably by

permanent dJsposal of bad assets. Finally, support for structural reform would also help to
provide an environment for a durable recovery.

Larin America.  Much of the region has suffered from recession. Although growth is expected to
resume across Latin America next year, during this time of unsettled international financial
markets countries need to maintain disciplined macroeconomic policies and deepen economic
reforms, including strengthening of the financial sector. Brazil, the region’s largest economy,
faces the particular challenge of implementing structural reforms needed to ensure medium-term
fiscal sustainability. :

Ruyssia. The IMF and other mstltunons haVe played a cntlcal role in supporting the difficult and
complex process of Russia’s economic transition. However, the capacity of the IMF and World
Bank 1o help bring about effective policies depends on the will and capacity of Russian
authorities and the Russian people to carry forward reforms in their national interest. It is
critical that Russia intensify efforts to combat corruption and money laundering and cooperate
fully with the international financial institutions on the development of adequate safeguards to
ensure that funds provided by the IFIs are used for their mtended purpose.

i S Promoting open markets. Trade liberalization can make a strong contribution to our efforts to
et sustain growth and stability in the global economy, as well as promote development and poverty
alleviation. Open, transparent and well-governed markets, both domestic and international, are
an essential foundation for prosperity.

We are poised to launch a new tound of intefnational trade negotiations at the upcoming
Ministerial of the World Trade Organization in Seattle. This Ministerial will make decisions
that will set the direction for the international trading system well into the next decade. It
represents a particularly important opportunity for the global community to further reduce
barriers to new market opportunities in support of development and growth. Key areas include:

~  continuation of the work begun in the Uruguay Round to liberalize trade in agricultural
products, including through the abolition of agricultural export subsidies;

~ further negotiations to reduce and eliminate tariff and non-tariff batriers to trade in
non-agricultural goods, an area which holds partlcular potential for developing
economies;

- new negotxatmns aimed at creatmg more open and t—anspaxent customs regimes and
further liberalizing services activities which w111 greatly enhance the institutional
capabilities in those sectors; and

— concrete steps such as an agreement on transparency in government procurement by the

~ Seattle WTQ Ministerial, as well as support for open and transparent customs regimes,
which complement Fund initiatives to combat corruption and promote good governance.
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As these negotiations begin, particular attention must be paid to better integrate developing -
countries into the world economy and to fully realize the benefits of free trade. The IMF can
actively support this process by making the ¢ase for trade liberalization in its policy dialogues
with borrowing countries. For example, trade liberalization themes should be a key component.

" of Fund surveillance and programs. Fund support for social safety nets and improved labor
- conditions is-also critical to promote further trade liberalization.

There are a number of areas where the IMF, World Bank, and WTO have shared interests, and

~ we support the institutions’ continued commitment to this coherence exercise. A strong

foundation for effective institutional coordination and cooperation has been laid as a result of
decisions taken at the end of the Uruguay Round. “We are encouraged by the efforts underway
for the heads of all three institutions to enhance policy and program cooperauon in the future.

Over the course of the past year; the IMF has continued to play an important and central role in
helping to restore stability. Plans for the deployment of a new temporary facility to deal with
possible disruptions caused by thé Y2K problem, discussed further below, is but one example.

Progress in Strengh'ening the International Monetary and Financial System

At the spring meetings, the Interim Committee noted that broad agreement had been reached on
key aspects of a strengthened architecture and welcomed actions by the Fund in a number of
important areas. The Committee underlined, however, the importance of carrying forward work
on a number of issues and implementing proposals related to, for example, forestalling and
reselving financial cnses, mtemauonal standards. a.nd Fund surveillance, and institutional
reforms. )

A. Involving the Pri\"at'é'gé‘étor in Fores‘tal.ling'/'Resolving Financial Crises

Our overall goal should be to ensure that, 1f reqmred, ofﬁc1al finance suppotts. programs that offer
a viable solution to a country's immediate financial problem and lay the basis for sustained growth.
We want to draw on the strength and ﬂexxbll.lty of markets, and help markets work well. Recent
experience has confirmed the need to. mamtam sufficient flexibility to address diverse cases
eﬂ'echvely ' . .

The G-7 Finance Ministers’ Architécttire Report laid out principles, considerations and a set of
possible tools to guide official action in this area. Such a framework provides flexibility to craft
solutions tailored to the unique circumstances of each case, while also providing greater policy
clarity. Our challenge now is to move forward in applying the principles and considerations
outlined in this framework to concrete cases. We are pleased that recent IMF work has supported
this broad policy approach. S _

Central to effective crisis response is determining the appropriate level of official finance to support
the return of normal market access. In some crisis cases, a bank run psychology may have taken
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hold, and creditors may be withdrawing funds from a country that clearly has the capacity to meet
its payments if given time to make appropriate adjustments. When a country's underlying capacity
to pay is strong and prospects for the restoration of market access on viable terms are good, it is
appropriate for the official sector to provide temporary financial support while the country
undertakes the reforms needed to restore confidence and regain access. This, in conjunction with
efforts to explain a country's reform program to the markets, will normally be sufficient to overcome
temporary financing difficulties and lay the basis for recovery. In some limited circumstances, it
may also be appropriate to seek additional support for the country’s policy program from private
creditors, through voluntary armrangements to provide for maintenance of exposure levels or a
refinancing/restructuring of the country’s debt obligations. Emphasis should be placed on
approaches that encourage the rapid restoration of full market access.

In other cases, the early restoration of full and spontaneous market access on terms consistent with

medium term external sustainability may not'be realistic, and the use of a broader spectrum of policy

tools-as laid out in the G-7 Finance Ministers’ Report of June, may be warranted to provide for an
adequately financed program and a sustainable medium-tenm payments profile. In any event, it will

be critical that debtors and creditors work cooperatively to find a solution to the country's debt
problems, with the official focus on the development of a viable overall strategy for a country, not

on managing the details of restructuring. The IMF should establish clear parameters and then leave

scope for debtors and creditors to work constructively to find solutions that provide a viable path

forward. In this process no one category of private extemal creditors should be regarded as

inherently pnvﬂeged. L :

We welcome the IMF smove to refine its criteria for lendmg into arrears on the full range of pnvate
sector obligations. With this policy in place, there i ismo, need to seek amore heavy handed capacity -
to provide fora temporaxy stay on lmgauon ‘ : ‘

Problems of creditor coord.matlon can potentmlly mterfere wnh developm g orderly and cooperative
solutions to a country’s financial problems "The broader use of contractual provisjons that can

“facilitate creditor coordination could therefore contribute to rap1d orderly crisis resolution. We

encourage the IMF to. make the use of such provisions a component of international best practices
in debt management and to focus attention on ‘the use of such provisions in international
surveillance. But we also need to remember that it is not our role to design the ideal forum for the
ncgotlatlons between debtors and creditors. We should push all soveteign debtors to maintain an
ongoing dialogue with their creditors, since relatxonslups established in normal times creats capital
that can be drawn on during periods of difficulty. But we also peed to remember that non-binding
procedures and principles to guide the establishment and operation of ad hoc committees will only
work if a wide range of private cred1tors "buys into” the resulting protocol/ procedures and

principles.

(Insert on clauses in-sovereign foreign éunency issues, if G-10 agtrees to move ahead.]
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B. Choxces of Exchange Rate Reglmes X

The recent crises demonstrated the ¢ritical 1mportance of exchange rate regime choices in reducing
vulnerability to crisis. The most crucial principle coming out of this experience is that whatever
regime is adopted it should be credible and supported by consistent macroeconomic policies and

" robust financial systems. Each country must choose the exchange rate regime that suits its own
. needs. However, unsustainable exchange rate regimes can be a threat to other countries and to the

international system. That means that we all have a stake in the regime chosen by others and how
it is managed. The IMF must now sharpen and highlight its advice to countries in this area.

We cannot help but be struck by the fact that at the center of each recent ctisis was the same
exchange rate regime: fixed but adjustable. Countries are more vulnerable when their exchange rate
regime provides a clear target for market participants to bet against without an equally clear
commitment to supporting domestic policies backed by institutional arrangements. Fixed but

: adjustable pegs also encourage risk-taking by the private sector, which may be less likely to hedge

foreign currency exposure and less likely to be concerned about currency mismatches than it should
be.

* A commitment to fixity requires a willingness to subordinate other policy goals, when necessary,

to that of managing the exchange rate. In cases where countries choose to fix rates, for example as
part of a comprehensive effort to fight inflation, experience shows that institutionalizing that
commitment can be important, perhaps even necessary, for credibility. Such institutionalization
Tequires extraordinarily stringent policy discipline.

Recent work by the IMF suggests that, for emerging market economies with substantial involvement
in global financial markets, floating rates should be an increasingly relevant, if not universal, choice.

We believe it is imperative that the Fund ephance the attention it gives to exchange rate
sustainability in the context of surveillance and bring to the process the results of the best research
and analysis. In particular, the IMF should focus on the need for countries with fixed/adjustable
pegs to develop exit strategies.

The key area where the IMF must press ghead is in its exchange rate advice in the context of IMF
supported programs. We strongly believe that the international community should not provide .
large-scale official financing for a country intervening heavily to support a particular exchange rate
level, except where: that level is judged sustainable and certain conditions have been met, such as
where the exchange rate policy is backed by a strong and credible commitment with supporting

* . arrangemnents, and by consistent domestic policies. Going forward, it will be 1mportant to shape

expectations generally so that countries do not intervene heavily to defend their exchange rate in
anticipation of official support.
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C. Ord(;rl_v Liberalizafion of Capital Movements; Debt Management

Another irnportant area of reducing vulnerability of eﬁ:erging markets involves improving the way
that they manage their exposure to potential large swings in international capital flows. Some
advocate capltﬂl controls as a way to do th.ls

Recent work by the IMF on.country eXpeneuccs with capital controls suggests that a cautions
approach is advisable. While controls have on some occasions been effective, they have frequently
been ineffective and often costly, Experience underlines most clearly that capital controls cannot .
substitute for sound macroeconomic policy and that strong prudential standards and implementation
are important accompaniments to capital account liberalization. These perspectives reinforce our
view that stronger prudential regulatlon and better debt management are the best ways to manage
the risks created by large international capital flows, and are key for emerging markets seeking to
reduce the1r vulnerabxhty ,

' Acpordingly we have callcd on the IMF and World Bank to work together to develop a set of best

practices in debt management and to report by year-end. We would like to see them draw from
diverse sources, including developing countries that have extensive experience and enjoyed success
in this area. We think it would be useful to approach the issue from the “macro” prudential
perspective of changing the country’s overall liability position rather than focusing on the more
limited “building block” issues.-

D. Institutional RefqrmIStrengthening and/or Trainsfqrming the Interim Corumittce

We welcome the agreement to strengthen and transform the Interim Committee and enhance its
effectiveness. Its permanent status will help ensure that it continues to play a crucial role in advising
and reporting to the Board of Governors on critical issues, Its expanded terms of reference,
encompassing, inter alia, the international monetary and financial system, will be reflected in its
new name: The Intemational Monetary and Financial Committee. This morning’s joint meeting
with the Development Committee is an example of the kind useful collaboration between a
strengthened Interim Committee and other institutions on key issues that we would like to see gomg '
forward. :

YZK Cdntingengy Planning .

There is a potential risk that Y2K-related disruptions in some IMF emerging market countries could
lead to a variety of problems in the financial and real economic sectors. In light of this, we support
a contingency plan that would allow a stronger IMF role if this proves necessary as the millennium
date change approaches. :

In addition to the outreach cﬂ’orts taken by thc IMF to date we u:ge the IMF to take the following
additional steps
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- Survey the adequacy of member countries’ lender-of-last-resort capacity in orderto identify
' possible responses by their monetary authorities to strains on their currencies or banking
sectors.

- For program countries, examine whether there is scope, in the event of extraordinary Y2K-
related difficulties, for a more flexible response through relaxation of constraints on
intervention and on repurchases.

- Establish a new, temporary facility that would allow member countries to borrow under
specific conditions in order to respond to extraordinary pressure on their currencies or
banking sectors stemming from Y2K-related problems

Regarding this last pomt the Umted States welcomes the statement by the Managmg Director to the
Interim Committee urging favorable cons1deratlon of a temporary IMF facility for Y2K-related

. balance of payments difficulties. We uxge the Executive Board to follow up on its discussion of
~ September 16, resolving outstanding issues as quickly as possible. It will be important to structure

this facility in such a way that it does not undermine existing programs and minimizes risk of moral
hazard. Countnes seelcmg access to the new faclhty would need to, for example

T - be in good standing thh the IMF and sausfy IMF staff and management that the substan‘ual

capital outflows they are expenencmg are due to Y2K-re1ated volatthty rather than policy
weaknesses or other exogenous shocks;

— * undertake prompt co::recﬁve‘ measintes to deal with their YzKire1ate& problems;

- be prepared to make prompt repayment ‘and accept prexmum interest charges on IMF
ﬁnancmg L

To help reduce the risk that members might need to seek access to the new facility, we urge that

public and private sector officials press ahead this antumn with Y2K contingency plans in the

financial sector and between the financial sector and other critical sectors, such as power and

telecommunications.

IME’s Role in Promoting Sustainable Growth and Redﬁcing Poverty '

A Integraﬁng Social Sector Issues in Fund Policy Advice and Programs; Adapting ESAF

The IMF has long played a critical and positive role in supporting the creation of conditions that
promote sustainable growth and the reduction of poverty, primarily through its Enhanced Structural
Adjustment Facility (ESAF) and its predecessor the Structural Adjustment Facility (SAF). As the
Fund rightly points qut in its recent progress report to the Interim and Development Committees on
the HIPC initiative: “Sustained poverty reduction requires rapid economic growth as well as
macroeconormic stability and structural reforms that allow a transition to a higher path of sustained
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growth. These are the objectives of ESAF—supported lendmg whxch must be central to any poverty
reduction strategy.” :

Recent reviews of ESAF and the Fund’s expenence with integrating social sector issues in its policy

advice point to substantial recent progress in terms of both inputs and outcomes under ESAF-
supported programs. Butthey also reveal a need for improvement. In particular, there is need for
greater consistency and mutual support between a country’s social sector/poverty reduction
objectives on the one hand -- and the fiscal choices they make to achieve these objectives — and
ESAF-supported policies and ﬁnancmg on the other

We welcome, therefore, the proposed changes in the objectives and procedures for the IMF’s ESAF
as part of a broader integrated framework for poverty reduction involving the IMF, the World Bank,
and other assistance providers. This ﬁamevmrk would also apply to countries eligible for HIPC
relief.

The first and most ﬁmdamemal change would be that the design of IMF -supponed Inacroeconomic
policies take more fully into account their potentlal nnpact on social and sectoral programs aimed
at poverty reduction while ensuring macroeconomic stability. Greater attention must be accorded
to more rapid growth, full transparency and more effective monitoring procedures, closer
collaboration with the World Bank and other institutions with relevant expertise, participation of
civil society in design as well as implementation, and, not least, good governance. ESAF lending
operations wonld key off of a comprehensive Poverty Reduction Strategy Paper (PRSP) prepared
by the pational authorities with assistance from the World Bank, the IMF and others. The PRSP
would be endorsed by the Executive Boards of both the World Bank and the IMF. ESAF
performance measures would exp11c1tly 1ncorporate asetof key poverty reducuon targets setoutin
the PRSP.

These changes, which should involfwle ﬁlndaﬁental changes at the operational level for both the IMF
and the World Bank, are most welcome and, if ‘vigorously implemented, would substantially
reinforce their impact on poverty rcductlon In some respects, however, we think they do not go

" far enough.

Consistency in Lending Decisions. The new integrated strategy will serve as an important vehicle

for enhanced coordination in the operations and advice offered by the IMF and the World Bank.
The institutions should also take additional steps to ensure consistency in their lending decisions. .
For example, if the Executive Board of the Bank concludes that core poverty reduction measures
are not being implemented or progress towards poverty reduction targets is insufficient, then HIPC
relief could be delayed, World Bank loans would be suspended, and, at the same time, these
concerns should be reflected in consideration of ESAF program decisions. Similarly, if the IMF
Executive Board concludes that progress on macroeconomic reforms critical for poverty reduction
is insufficient, this should be reflected in considerations of World Bank programs, as well as IMF
programs and HIPC decisions.
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Additionality. With respect to HIPC counines in partlcu.lar we need to ensure that savings freed
up by debt relief provide for true additionality and improved outcomes from social expenditiures.

The point is often made that the quality of social expenditures is as important, if not more important,

than quantity. Development experience aftests to the validity of this view. Yet quantity also
matters. This is true especially in the HIPC context given that the HIPC mltla’uve is, or should be,

devoted to ﬁ'eemg resources for pnonty soclal needs . : :

How to ensure such add.monahry" There is no single formula. ‘But s we belxeve that, properly
implemented in the context of transparent budgetary procedures, poverty action funds can have

substantial benefits. In Uganda, this instrument provided an impoitant entry point for civil society

into decision making and oversight of priority poverty reductlon expenditures. We recognize that
such funds are not a panacea and can create their own set of problems if necessary checks and
balances are not in place. Aecordmgly, We encourage IMF and World Bank staff to work with
interested governments to explofe proSpeets for establishing such vehicles in an effective manner
and on a case-by-case basis. Another optlon is to pull poverty reduction programs together, in an
accounting sense, into a detailed “poverty reduction budget” within the national budget. This would
facilitate monitoring, including with respect to the additionality of HIPC-related savings.

B,  Securing IMF Finahcing for ESAF and HIPC

We welcome the consensus that has emerged on steps to secure IMF ﬁnancmg for ESAF and HIPC,

including the mobilization of funds in the IMF’s SCA-2 account and of a portion of the IMF’s gold
holdings. On this latter point, we support the move to mobilize a portion of the IMF’s gold boldings
via non-market sales in an amount up to 14 million ounces. We have been working closely with

.Congress in order to obtain authorization to support these steps. -

Standards and Transparency Initiatives -

Standards/Financial Sector Reform

We have made considerable pmgress in deﬁnmg a core set of mtematxonal financial and econotnic
policy standards relating to puhhe transparency, banking supetvision, securities markets, insurance
and corporate governance. The prototype Compendium of Standards, which the Financial Stability
Forum is in the process of developing, owes a great deal to the Fund’s early efforts to incorporate
key financial and economic policy standards in its surveillance,

More work must be done to specify those standards that are key to strong financial systems and to
develop new standards where there are gaps, such as for deposit insurance. We are confident that
the Fund will play a critical role in this process. As standards are identified, the focus should
increasingly shift to implementation and momtonng

* As countries beeome familiar with the standards which the international community views as critical ~

to financial stability, their commitment to meet or exceed these standards -- to take steps to increase
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the transparency of their monetary and financial policies, to improve the quality of banking
supervision, to ensure good corporate govemance and accountablhty -~ should become a matter of

public rccord

As countries “sign on” to these core standards, the Fund, along with the World Bank, and
supplemented by national finarcial regulators, must play an important role in assessing whether and
how countries meet these commifments. This too should be linked into the Fund’s surveillance
function, but also back into’ the standards-setting and promulganon loop -New standards may be
required to fill “gaps” such as for bank deposit insurance schemes and pubhc debt management, and
the Fund will certainly play a leadmg role in dcvelopmg these "

To help build strong national financial systems itis meortant not only forthe country to know how
it measures up, but it is important for others with an interest in: financial stability to also be in the
know. Formarkets to work efficiently and effectively; more and better informatien is key, and this
can best be gained through greater transparency and disclosure. The international community
cannot regulate this t6. _happen, but it can build mcenhves for positive behaviors by both the
providers and users of capital: I antlc1patc that the- Fund w111 play 2 leadmg role in this effort as
well. o

Transparency

-One of the central lessons from recent crises is that enhanced transparency and disclosure would
-facilitate market discipline and government policies — as well as helping expose vulnerabilities

earlier. We have already seen considerable progress in following up on this lesson through
promulgation of standards and best practices for fransparency in the Fund’s core areas of expertise.

SDDS. As the prevailing standard for telease of national economic data, the SDDS is
gaining credence as it becomes more widely used by both countries and the market. We
look forward in particular to widespread implementation of the new template for reporting
of international reserves. The SDDS will also benefit from further strengthening with
respect to external debt and addition of macro-prudential indicators in order to help
illuminate the soundness of financial sectors. We look forward to progress on these fronts
before the end of the year. In order to promote wider use of the SDDS and compliance with -
it, we are working with other industrial countries to encourage foreign sovereign borrowers
to include a staterment on their status with respect tot he SDDS in theu' offermg or listing
documents.

Monetary/financial code. We welcome finalization of the Code of Good Practices on
Transparency in Monetary' and Financial Policies, and support its endorsement by the
Interim Committee, This Code can make an important contribution to public understanding
of monetary and financial policy goals and instruments, and should support critical
objectives in promoting good governance and combating corruption. In particular, we look
forward to the Code, in conjunction with IMF surveillance, playing a role in- promoting
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transparency and accountability in the operations of central banks and financial agencies,
We note that Fund staff is pushing abead with the development of a supporting document
that provides a fuller description of each transparency practice of the Code, its rationale, and
practical considerations regarding implementation. We urge that staff complete the
supporting document by the time of our spring meetings.

Fiscal Code. Now in the implementation phase, we look forward to the intégmﬁon of the
Code on Fiscal Transparency in the ongoing Article IV surveillance process. For our part,
we are participating in the self~evaluation process and encourage other countries to do so.

Further steps to increase transparency in the private sector are also underway. In particular, we look
forward to the work of one group of international regulators that is developing a comprehensive
framework of disclosure by private market financial institutions. We also look forward to the work
of a second group of international regulators that is reviewing types of aggregate data (such as net
positions and turnover data) in foreign exchange markets that could help market partxclpants assess
and manage foreign cxchange risk. v

The IMF itself must also participate in the drive for greater openness. Already, its operations are

" becoming more open, as decisions made over the last year are impletnented. The adoption of a more

systematic approach to releasing information about policy changes, reform commitments of
countries benefitting from IMF financial assistance, and the results of Article IV reviews is helping
1o dispel the image of the IMF as a secretive, unaccountable institution. The pilot program on
transparency in Atticle IV reviews is showing encouraging results. We need to push forward with
this effort, however, until we reach a point where such docurnents, including Letters of Intent and
related program documents, are systematically released without exception.

t

Conclusion

Notwithstanding some encouraging developments in the world econbmy, this is not the time to
become complacent. We still face a number of challenges in fostering a strong and sustained world
recovery to promote improved living standards with financial stability.
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EMBARGO TIME WILL BE SET
Text as Prepared for Delivery
September 23, 1999

STATEMENT OF TREASURY SECRETARY LAWRENCE H. SUMMERS
AT THE PRE-G7 PRESS CONFERENCE . .

We can at these meetings take some sati_sfacﬁqn from the fact that conditiohs in global
markets are better than they were-a year ago, What is most important now is that we
not take this recovery in global confidence for granted. - L

Five core global priorities stand out.

First, achieving balanced and sustainiable growth in the major industrial

economies: ' '

o The United States’ economic performance has continued 10 be exceptional. But it
will be crucial that Americans not take our economic expansion for granted and that
we continue to plan prudeatly: in particular, by reserving a lion’s share of projected
budget surpluses to pay down the national debt, and avoiding inappropriate and -
economically unwise tax cuts of the kind that the President vetoed today,

" » Crucial to a sustained and balanced United States expansion is greater balance in the
growth of the global economy. '

» Some upturn in demand appears to be under way in Europe. Looking ahead,
recovery should be increasingly based on domestic demand. It will also be essential
to achieve structural reforms that can support higher levels of investment and the

“more rapid creation of private sector jobs.

» There are now some initial signs that Japan's economy is moving out of the deep
recession in which it had been mired for so long. It seems clear that policy steps
taken over the past year to stimulate the economy and stabilize the financial system
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 ace having an effect. However, prospects for the future remain uncertain, particularly
in light of the weakness in private demand. A continued Japanese commitment 1o
continued stimulus, using all available tools, will be critical until a solid, self-sustaining
" recovery led by domestic demand is firmly entrenched.

Second, extending and deepening recovery in the emer_ging market economies:

We can all he encouraged by the tumarounds we have seen in several emerging
markets over the last year. Nonetheless, lasting recoveries will only come thirough
continued commitment to economic reform. And here progress continues to be
uneven, with some countries having yet to put in place viable strategies for long-
term reform and growth. o ‘ )

| :
|

The siruation in Russia remains a serfous concern. We will discuss with the Russian

authorities this weekend their prospects for putting a credible reform strategy in
place, and certainly the dominant issue will be the establishment of a functioning
‘rule of law. . - ' ' ‘

With respect to the Y2K problem, we expect the IMF this weekend to agree to
establish a special short-terin facility 'to enable it to respond, in the event that such
support could be useful, to international liquidity problems relating to Y2K that may
arise in some countries, - '

Third, intensifying efTorts to build a strong and stable globnl' financial
architecture: :

The reform of the international financial architecture is a continuihg challenge.
There can be no question that the international financial institutions are
indispensable - but that does not mean we:can be satisfied with them as they are.

. We are coming to understand better the roots of the financial crises of recent years

and I expect that we will have discussions at these meetings of critical priorities;
notably, the need for more sustainable debt management and exchange rate policies
in emerging market economies and more sophisticated tools for crisis response.

Let me also say that I look forward to the formation of the new G20 group of key "
industrial and emerging market economies. This will be formally launched at these
meetings and I expect-will have its fifst meeting before the end of the year,

Fourth a new approach to de;'élopnient asSiSthﬁEe;l‘or the péoi‘estf countries:

This partial recovery in globm‘cbhﬁdence, affords us a unfq’ué_opportunity, at the
dawn of a new millennium, to focus on what is one of the inore important financial
problems - and certainly the overarching moral problem - which the 20" century

At
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has left unsolved. Namely, the failure of large parts of the world to achieve even
the most basic standard of living for the people who live there.

e We expect these meetings to endorse the Cologne initiative for the Highly Indebied
Poor Countries: This has as its centerpiece a major change in the World Bank and
IMF's approach to these countries focused on ensuring that our official development

 assistance translates into much greater reductions in poverty.

e We also expect broad agreement on how 0 finance this initiative, with a central
reliance on mobilizing the IMF and World Bank's own resources. To meet our
share of needed bilateral contributions the President has now submitted an amended
budget request asking Congress for nearly $1 billion in appropriations over the next
four years, . '

'F‘ifth, strengthened efforts to combat global corrupt'i-on:

e In the wake of recent developments in Russia, the United Statesand others in the
G7 will be calling for authoritative reviews by the IMF and the World Bank to
identify ways to strengthen safeguards on the use of IMF and World Bank funds.
We believe and expect that this review should focus its attention on three critical
areas: :

o First, systematic use of external audits, Whenever the IMF provides finance in
an environment where there is a risk that those funds will be misused, it should
require external audits of the reciplent central bank. The IMF has to be moving
to a point where this is routine practice.

« Second, new IMF program requirements to enhance countries” internal
safeguards against misappropriation.. For example: requiring that the central
bank establish clear and transparent rules for the provision of foreign exchange
to commercial banks and other key entities in the payments system so as to limit
the scope for insiders to offer preferential access to favored groups

e Third, strengthening the IMF’s capacity to deter and penalize misuse of its
funds, including in “post-program” cases where all disbursements have been
made. ‘
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- " Thank you. Looking around today, we can take some satisfaction from the fact
that conditions in global markets are better than they were a year ago. :

The marked change in the global outlook is a tribute to the strong domestic
policy responses that we have seen in many of the economies hit by crisis, and the
international support that we were able to mobilize to support those responses. It is also
in part a reflection of the somewhat more balanced growth that has been achieved
among the major industrial economies, where developments have hinted at the -
possibility that the United States can cease to the single main engine of global economic
growth. :

What js most important now is that we not take this recoVery in global cqnﬁdenée
for granted: ' :

s All of the major industrial economies need to focus policics on balanced growth.

 Progress in some emerging market economics has been significant. But the pattern
of recovery remains uneven, and all must press ahead to assure lasting growth.

» Much has been achieved in the reform of global financial architecture, but crucial
priorities for protecting long-term stability and growth remain, o '

e Countries in Sub-Saharan Africa that account for a large share of the global .
population still cannot provide the most basic standard of living for their people.

LS - 116

For press releases, speeches, public schedules and official biographies, call our 24-hour fax line at (202) 622-2040

@ ) : ‘U6 Qovatnment Pratvg Ofte 1208 - £19.559



09/27/99 08:53 FAX d1013/026

' P.14/27
SEp-25-1939  17:1S5 SEC.OF TRERS. P

s And the threat of corruption looms large, both within countnes and internationally.
I would like to address these five core global priorities today.

1. Achieving balanced and sustamable growth in the mauor mdustnal economiés:

The United States* economic performance has contmued to be exceptmnal as
we approach a tenth year of expansion. But all of us should guard against the -
assumption that the good times will continue indefinitely. That means private lenders

- and borrowers planning prudently; it means households putting aside savings based on
their future needs and not the continuation of recent rates of return: Most importantly,
it means reserving a lion's share of projected budget surpluses to pay down the national
debt, and avoiding inappropriate and economically unwise tax cuts of the kmd that
President Clinton vetoed today . )

Crucial to a sustmnad and balanced Umted States expansmn will be greater
balance in global economic growth This makes it especially 1mp0rtant for there to be
stronger growth in the other major mdustnal economles ~

Some upturn in domestic demand appears to. be under way in Europe. Looking
ahead, recovery must be increasingly based on domestic demand. It will also be -
essential to achieve structural reforms that can support higher levels of investment and
the more rapid creation of private sector _|obs :

Even more critical to more balanced global growth - and recovery in Asia
especially - will be a lasting tumaround in Japan, the world’s second largest economy
and, until this decade, perhaps the most striking success story in the industrialized .
world. There are now some initial signs that Japan's economy is moving out of the deep
recession in which it had been mired for so long. It seems clear that policy steps taken
over the past year to stimulate the economy and stabilize the financial system are having

“an effect. , '

However, prospects remain uncertain in the face of continued weakness in
private demand, notably business investment, and persistent deflationary pressures.
Private forecasters are unusually divided, with many expecting growth to fall back
again next year. In this context, Japan's commitment to continued stimulus, using all

-available tools, will be critical until 2 solid, self-sustaining recovery led by domestic
demand is firmly entrenched. -

II. Extending and Deepening Recovery in the Emerging Market Economies

We can-all be encouraged by the tumarounds we have seen in many of the
emerging market economies in the past year. Forceful domestic policy steps in Korea,
Thailand, the Philippines and Brazil — combined with the substantial financial support
that was mobilized by the official commiunity - have brought important progress in
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setting these countries on the path to recovery. Market confidence in these and other
emerging market economies is on the mend. ' : '

However, while many emerging market economiies are Now beginning to see the
rewards of strong policy measures, this progress can only be sustained by continued
commitment to economic reform — in the financial sector especially.

We must also remember that other countries have not yet put a viable long-term
basis for economic growth stability: in place. Russia, in particular, remains a critical
concern as it confronts the consequences of its economic and financial collapse in
August of 1998 in a turbulent domestic political environment. We will discuss with the
Russian authorities this weekend their prospects for putting a credible reform strategy
\ in place, and certainly the dominant issue will be the establishment of a functioning rule

of law,
III.  Intensifying Global Financial Architectural Reform

The core chailenge of the World Bank and the IMF and their shareholders must
always be to look to the long-term - and to ensure that they are doing all they can to
support the development of a strong and stable, truly global financial system.

There is no question that the international financial institutions arcvabsolutely | _
indispensable. But that does not mean we can be satisfied with Qmﬁgm AC /{7 e

PFinancial crises of the scale and severity we have seen recently pose a major
threat to the construction of such a system—to which the international community has
"rightly and vigorously responded in what has come to be called the reform of the global
financial architecture.

Important progress has been made in this effort. But critical priorities remain,
. especially with regard to encouraging the adoption of more sustainable debt
management and exchange rate policies by national governments, and developing more
- sophisticated tools for crisis response.

These are among the issues that we would expect the new G20 group of key
industrial and emerging market economies to discuss when it meets for the first time
later this year. This new'group, to be launched formally this weekend, will account for
more than 80 percent of global GDP and will institutionalize this Administration’s long-
standing belief that the future of the new global economy cannot be a matter for the
discussion of the major industrial nations alone, ‘ et

1IV. A New Aphroalch to Development ‘Assistance for the‘Pooreét. Countries.
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. With the partial recovery in giobal confidence we also have an opportunity to
_intensify the International Financial Institutions' search for more effective ways to
support enduring growth in the very poorest countries.

Sub-Saharan Africa’s per capita income is today lower than in 1980. Indeed, in
parts of Africa, children born today are more likely to die before their fifth birthday
than to learn to read, and teenage girls are more likely to become HIV positive than to
graduate from high school. ‘

~In the end, the only ones who can offer those children a better future are the
governments and citizens of the countries themselves. But when many of the poorest
are also laboring under weight of the debts they owe to the international community, we
owe them a fresh look at the way we try to help.

More than fifty years of development assistance has taught us that where
countries are truly committed to inclusive, enduring growth - international support can
make a powerful difference. But equally, we have seen how often strong commitments
and good intentions - on both sides — fail to translate into concrete improvements in the
lives of the poorest. At best, such failed support leaves countries no better off than
before, At worst, it traps the country, and us, in a cycle of lending which is devoted in
part to assuring that past loans can be repaid. A .

. At the Cologne Summit, the G7 leaders committed the international community
to confront these lessons head on, with an expanded initiative for the Heavily Indebted
Poor Countries (HIPC). Together with earlier debt relief commitments, the Cologne
Initiative would more than triple the amount of debt relief available under the HIPC
framework, from $13 billion in today’s dollars to as much as $50 billion.

At these meetings we expect broad agreement on how to finance this initiative,
with a central reliance on mobilizing the IMF and World Bank’s own resources. To
_help meet our share of needed bilateral contributions the President has also this week
submitted an amended budget request asking Congtess for nearly $1 billion in

appropriations over the next four years.

*" Debt relief is only a means to a much higher objective. We believe that most
important of all to the success of this effort will be the establishment of a new
framework for the international community’s efforts to combat poverty - one that is
centered around the belief that countries themselves must take: the lead in. poverty
reduction efforts if lasting change is to be achieved, e

Under our new approach, governments would need forcgfully to demonstrate, at
the highest political levels, a commitment to poverty reductiqn and the reforms and
domestic funding needed to give effect to such commitment. L

That means:
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e A growth-oriented, integrated poverty reduction plan, drawnup by the recipient
countries themselves, with the support of the World Bank and IMF, and centered
around measurable and monitorable targets for infant mortality, literacy and other
key indicators. ‘ ’ " : -

« A requirement that the reciplents of ‘debt relief earmark the savings. from debt relief
for genuinely additional spending.on poverty. reduction, ' ' -

e Concrete steps to raise transparency - for Aexamp‘l_e, through mandatory publication
of the national budget and new mechanisms to monitor and improve the quality of
public spending. ‘ ' :

 Steps 10 enhance national ownership and understanding of programs: for example,
through involving more civil society groups in the elaboration of the poverty
reduction plan and through more extensive dialogue between these groups and the
World Bank and IMF. s '

V. Strengthened Efforts to Combat Global Corruption

One set of problems that has perhaps been given insufficient emphasis in the
past — but whose importance has recently been greatly underlined - is those relating to
corruption. ‘ :

The United States has for some time been a leading force in international efforts
to combat corruption. For example, we have led efforts to conclude - and ratify among
all its signatories — the OECD Anti-Bribery Convention, and to complete a WTO
agreement on transparency in govemnment procurement, Our efforts to combat these
issues on a domestic level have been vigorous and ongoing; notably, in the release,
earlier today, of a comprehensive National Money Laundering Strategy.

‘ We have also successfully urged the IMF and the World Bank to give greater
explicit consideration to problems of governance and corruption in all its country
programs. This has brought concrete actions, and reflected most recently in the IMF
and World Bank's decisions in Indonesia. '

There is perhaps no stronger antidote to corruption than successful economic
reform. Anders Aslund has made this point very powerfully in the case of Russia, -
where the state-controlled price of a ton of crude oil in 1990 was the same as the free-
market price of a pack of Marlboros. This created opportunities for quick fortunes to be
made by those able to purchase oil domestically and resell it overseas. He has
estimated that at least 79 percent of GDP was lost in this type of distortion in 1992.

In its continued support for economic and structural reforms that combat this

hoi16/026
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kind of distortion, the IMF has been an impqnant ami—éorruption force whgrq.policy
makers are committed to change. But as the Russian case has shown all to clearly, no
amount of international effort will bring about change if that domestic cpmmitment is
lacking. - R LT e

However, especially in light of recent events, there is one kind of corruption
that the International Financial Institutions can and must make it their business to
confront: namely that involving the misappropriation or diversion of their own
IESOUrces. o e T ' '

As I said in my testimony to Congress earlier this week, we and other G-7
countries this weekend will be calling for authoritative reviews by the IMF and the
World Bank to identify ways to strengthen safeguards on the use of IMF and World
Bank funds, especially in cases where there is heightened risk of diversion or .

misappropriation of funds. :

~ We believe and expect that this review should focus its attention on three critical
areas: g ' :

First, systematic use of central bank auditing requirements as a routine safeguard in
IMF programs. :

Whenever the IMF provides finance in an environment where there is a risk that
those funds will be misused, it should require external audits of the recipient’s central
bank. More generally, the IMF has to be moving to a point where this is routine
practice. o : '

There is also a need for a clear understanding -of the IMFs ability to insist on
external audits of other parts of the government - when there are reasonable grounds
for suspicion that they are involved with the inappropriate use of IMF funds.

Second, broader consideration of IMF program requirements that would enhance the
recipients’ internal safeguards against the misuse of official funds.

Audits are an important tool but they are not sufficient. The IMF also needs to
upgrade its capacity to spot potential weak points in the program country’s foreign
exchange and payments system - and help countries to address those weaknesses as part
of IMF programs. ' : '

Especially relevant, in this context, would be lack of transparency and
accountability in the central bank’s reserve management procedures, intervention in the
foreign exchange market and off-market provision of foreign exchange to commercial
banks - all of which provide oppoftunities'to divert funds for improper purposes or
provide preferential access to hard currency to favored groups.
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'Third, strengthening the IMF's cqpaéiry to deter and penalize misuse af its funds,
including in post-program cases where all disbursements have been made.

Under present policies, the IMF's capacity to penalize countries for permitting -
the misappropriation of official funds comes down to the capacity to cease
disbursements and in limited cases to request advance repayment. This is a powerful
weapon that we would expect the IMF to make full use of and develop in the future,
The review should consider a wider range of circumstances under which penalties for
corrupt use of funds can be applied - including those situations where disbursements
~ have been completed and IMF programs are no longer in force. '

V1. Concluding Remarks

Each of these issues are important and complex, involving both the public and
the private sectors and concerted actions at both the national and intemational level. To
be sure, no one country or group of coyntry has all the answers — which is why
dialogue in a wide variety of fora is so essential. But I hope and expect that in this
improved global environment we will have an opportunity at these meetings to take this
agenda forward. Thank you. :

-30-
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- serious situation in global financial markets in fifty years. Now, as policy makers come
together once again for the Annual Meetings of the World Bank and International
: Monetary Fund (IMF) in Washington, important challenges remain. But it is fair to say
: \ that we have pulled back from the abyss.

' \J*JN\‘ ‘ A year ago the world was facing what was generally declared to be the most
o

Rather than focus on current developments, today [ would like to step back to
consider the kind of global financial system we would like to see in the future, and what
the past few years have taught us about how to get there. '

L A Global Capital Market for thé 21 Centt:u'y

There may be no higher priority today than to build a global economy that can
be truly global: that can make possible the safe and sustainable flow of goods capital
and ideas between the developed world and the developmg one.

Supportmg successful economic development in the developmg world has
always been - and will remain ~ an overriding global moral imperative. But it takes on
increasing economic sxgmﬂcan:e for the industrial countries today; when retirement
rates in these nations are rising, rates of labor force growth are decreasing and the
investment of retirement savings is a key concern, All of the ‘world’s populatlon growth
over the next 25 years, and most of its growth in producuwty, will take place in the

- developing world. ' ,
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We are thus entering an era when there will be exceptional global benefits to a
growing and successful developing world. And let us be clear: a healthy capacity to
mobilize capital in these economies - because of the trade that it finances, because of
the technology it brings, and because of the opportunities it offers - has a very
important part to play in that development. ' . .

. A strong and safe system for-a tﬁﬂy global flow of capital is what we should all
want to see. Yel it is a vision that has been profoundly shaken, in recent years, by a
new kind of threat: the threat of what might be called.21" century capital account
crises. L L

In response, the United States has helped to-lead a very far-reaching
international effort to find the best ways to prevent these crises and respond to them
when they arise. This has produced some important achievements, of which perhaps the
most significant over the long term will be the rejection of the idea that it could be the
work of the major industrial nations alone. We will see this reflected, this weekend, in
the launch of what we will call the G20. This will be a permanent informal mechanism
for dialogue on architectural issues among industrial and emerging market economies
who between them will account for more, than 80 percent of global GDP.

Now that the thick of these crises is behind us, now that we see signs of repair
and reviving confidence in emerging markets and more balanced growth in the.
industrial nations — now is the moment to step back to reflect on these reform efforts,
and on what the past few years have taught us. ' '

As we do this, it will be crucial that we not turn our backs on the goal of a safe
and sustainable, truly global financial system. But it will be equally important to -
recognize that such a system will not develop of its own accord - but will require a
whole series of public and private actions, at the national and international level.

This is the goal that is truly at the center of global architectural reform. It will
not be the construction .of a single edifice. Nor will it be a journey to a concrete
destination. Rather, it will be an ongding and organic process comprising the work of
many governments and private sector actors and the international community as a
whole, : ‘ S

Let me reflect today on the core compoenents of this effort — before highlighting
the particular areas where we will be urging further action in the wesks and months .

“ahead,

IL Our Strategy for Reform-.

The crises that began in Thailand in the summer of 1997 - and the Mexican
crisis of 1995 ~ each had a variety of elements. But looking back we can now see that
central to all of them was a sudden loss of confidence and large-scale withdrawal of

Iy
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capital by domestic and foreign 1nvestors = mmally out- of a concem about the
fundamentals, but increasingly out of a concern not to be the last out asa kind of bank

run psychology took hold.

In the wake of these. cxpenences. the global imperative is casily stated. Itisto’
build a global financial system in which capital account crises of this scale ahd
trequency simply will not happen

Our strategy for building such a system has had t'hree core components: '

e First, enhancing the capacuy of emerging markét economles to absorb capital
safely, .

e Second, reducmg countries’ vulnerabxlxty to sudden turnarounds in confidence,
whatever their- ongm. . *}

e Third, developing the most effective mtematxonal tools for naspondmcr to these new
kinds of crisis.

Of these, the first component - perhaps inevitably - has received the greatest

‘amount of concerted international effort to date. This is because building safer systems

will depend, first and foremost on countries getting the basics right.

These crises were novel in many ways but the root cause was as old as finance
itself: 100 much maney borrowed, much of it short-term, on the basis of too little
capacity to repay. The best sources of protectlon against these crises in the future will
be developing systems that can ensure that capital is better allocated - and that debts
undertaken will more easily be repaid.

To bc sure, the international c0mnmnit'y{_cannot'impose these systems from the
outside ~ we cannot force change if the national commitment is Jacking. But we have
established a broad consensus on the core ingredients for reform. And we developed

' much stronger support and incentives for countries to act.

A fundamental change in the basic quality of economic and financial policies in the
emerging market economies has been = and must continue to be - at the core of our
efforts to reduce the risk of these kinds of crises in the future, We must continue to
raise the bar on what is expected of countries in these areas, and strengthen the
incentives for countrles to meet them.

However, we know well that in a more global capital market, even the best
managed countries can have problems if unprepared for unexpected shocks: be it
fluctuations in global financial and commodity markets, a crisis in a neighboring

[do021/026
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country, or a national disaster of their own. And at the international level, we know
that crises - whether driven by bad policy or sheer bad luck - will inevitably occur,

As global confidence begins to return and memories of the crises begin to ebb, it
becomes even more important for us press forward the frontier in the second and third
R parts of our strategy: to ensure that countries, investors and the international official
sector are prepared for bad times as well as good. - '

1. Key Priorities for the Future: Reducing National Vulnerability to Shacks in
Confidence :

, As I have said, these crises had many elements, but all were marked by a
sudden turn in confidence that ultimately became self-perpetuating. As the psychology
of the market shifted, investors began to weigh the level of a country’s foreign reserves
against the likely demands to take hard currency out in the succeeding months. The

. opportunity to fix the underlying problems that triggered the crisis without up-ending
the economy drained away. _ : o - ‘

‘Countries need to work to find ways to reduce the risk of this kind of dynamic
taking hold. In this regard, two areas have been especially highlighted by recent events:

% First, more prudent management of national balance sheets

We have learned once again in these crises that countries need to pace the
opening of their economy 1o foreign capital to their capacity safely to absorb that capital
- or withstand its sudden withdrawal. But we should remember that the inflows which
proved ultimately most destructive did not arrive uninvited. '

Too many of the countries involved in recent crises were actively reaching for

cheap short-term capital, We saw it in Mexico, with the increasing resort to issuing
_ dollar-denominated: Tesobonos in 1994, We saw it in- Thailand with the Thai offshore

banking facility and the government”s decision to mortgage its reserves in forward '
markets. And we saw it in"Russia in the encouragement of foreign purchases of GKOs.

In response to these crises, govérnments need to think long and hard about the
strength of their own balance sheets — and the tax and regulatory-incentives that are
shaping the activities of private borrowers, The end goal should be debt structures ~ at
the sovereign and private level - that help to. cushion unexpected shocks, and that do
not turn a slight dip in confidence into a rush for.thé door. " "~

With significant contributions from the United States Federal Reserve, a number
of international groups have looked at guidelines for improved risk management at a
national level and some simple balance sheet rules for countries. These include rules of
thumb for minimum levels of foreign reserves, and a suggested three-year minimum
average maturity of public debt, ERR
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We believe that this work has provided a helpful starting point. The next steps
must be to work with a wider range of economies to develop more sophisticated .
systems for evaluating an economy's vulnerability to different types of shock, and 10
establish stronger incentives for countries to put these in place.

That is why we successfully pressed for the IMF's new Contingent Credit Line
to-be structured to encourage safer debt management practices. And it why we are
calling on the IMF and the World Bank to develop best practice guidelines in this area -
and for broad macro-prudential indicators to be included in the next expansion of the
SDDS. ’ :

- Second, more sustainable exchange rate regimes

Looking at the crises of recent years, itis clear to us that a fixed, but not firmly
institutionalized exchange rate regime holds enormous risks for emerging market
economies in a world where fast-flowing capital and insufficiently developed domestic
financial systems coincide. :

« The promise of exchange rate stabilify has helped to encourage excessive foreign
currency borrowing, both public and private, on terms which appeared attractive
only because borrowers ignored the huge potential costs of an exchange rate move,

» The desire by governments to keep to that promise has led in many cases to still
more borrowing to support continued defense of the exchange rate, leaving the
country yet more vulnerable down the toad. | .

e And when trouble came, the breaking of the promise has greatly exacerbated the
general loss in investor confidence and withdrawal of capital that followed — with a
spiraling impact on the debtor country’s balance sheet. :

1t is also clear that when pegged exchange rates do collapse, the costs are visited far
more widely than on the country:- itself = as we saw vividly in the spread of confidence
problems across Asia and the emerging market economies as a group.

If international economic theaty and experience teach us anything it is the
incompatibility between maintaining both a.fixed exchange raté-and an independent
monetary policy. ‘A viable fixed exchange rate regime-involves in some form the
renunciation of monetary independence.” . - - S

Going forward, the IMF must bring to the fore in.its discussions’ With~countﬁes the

‘challenges that this difficult reality. brings to the choice of ‘an exchange rate regime, The

Articles of the IMF state that sovereign member countries are free o choose their
exchange rate regime, This is as it should be. -But the fact is that those policies are not
made or implemented in a vacuum. '
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In particular:

e The IMF must help countries to avoid the trap of a regime that may appear to offer
stability but that - if not solidly backed by credible institutional arrangements and
consistent domestic policies — may encourage large risks to build up unnoticed.

» It must indicate clearly to the governfnent concerned when domestic policigs are on
a collision course with the chosen exchange rate regime. -

e And for countries that may use the'excha'nge rate anchor as a response to ,
hyperinflation, it must offer advice on how best to exit from this strategy before the
costs become unacceptably high. ‘ ' '

We further believe that the official sector should help Shape the choices facing
countries in favor of more sustainable regimes: via changed expectations about how it
will respond to future crises, -

With this in mind, the IMF's major shareholders agreed last June that it would be
inappropriate for the international community to provide large scale official financing
for a country intervening heavily to support a particular exchange rate level, except in
certain limited exceptional circumstances, such as where the palicy is backed by a
strong and credible commitment with supporting institutional arrangements.

I would hope that this policy shift would influence country’s currency choices going
forward. Over time, we believe it hhould increasingly be the norin that countries
involved with the world capital market.avoid the “middle ground™ of pegged exchange
rates with discretionary monetary policies. And where countries choose the middle
ground, and their own policies are not sufficient to stem an attack on a particular
exchange rate level, the international community should have a compelling rationale

_before it provides. funds for the country to defend it.

HI. Crisis Response

After the experiences of the past few years, there is surely one point on which
all can agree: when a crisis of the modern type is upon us, debtors, creditors and the
international community as a whole all have an enormous stake in the restoration of
confidence. And we all, going forward, have a stake in ensuring that we have the right
means to achieve that in the different cases that will arise. ‘

 There are no easy answers lo the question of what is the right mix of domestic
policies, external official support and appropriate private sector involvement, if any,
needed to restore confidence in the future crises that may arise. In this regard, recent
experience has confirmed the need to have the flexibility to address diverse cases .
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effectively. Certainly, investors should not consider official responses to one set of
extraordinary circumstances to be a simple predictor of responses to the very different
sets of circumstances that may arise in the future, : D

.However, we can now sdy that: reéent'eiger_iencq_yiglds sore core guiding
presumptions: ' : . : ,

 First, a crisis of confidence involving financing problems that are primarily of
illiquidity should not be allowed to turn into something more serious. - When investors
start to withdraw large quantities of capital from a country whose underlying prospects -
are strong, the system as a whole has a stake in supporting policies that successfully
turn those investors around. Here, the Supplemental Reserve Facility and the CCL - both
of which allow for fast disbursing finance at premium interest rates and shorter maturities -
have been important innovations. ‘ ' :

We have also seen, notably in Korea in December of 1997 and Brazil last
February, that voluntary private sector coordination in recognition of its mutual interest
in avoiding withdrawals can be very constructive. Of course, emphasis on coordination
problems and crises of confldence must never blind us to the fact that without the right
national policies, any amount of external official support or extension of private debt
obligations will be in vain. : :

Second, at oné end of the wide spectrum of cases that we will need to confront
will be those cases where the country has more fundamental problems; and where early
restoration of market access on terms consistent with medium term sustainability may
not be a realistic outcome. In these rare instanices, a debt restructuring or reduction may
be warranted. A '

This is never a step that can be taken lightly. The official sector should not and
will not sanction a suspension of payments by a country that has the ability to pay, or
that uses it as an alternative to adjustment or reform. To 'sanction opportunistic
nonpayment would undermine the very basis of a global capital market.

However, a well functioning global capital market will also not be attained in a
world that is distorted by the expectation that the official sector will protect investors -
come what may. The official sector will not stand in the way of a suspension of
payments when a country has an unsustainable debt load and is truly unable to meet
payments. ' -

In those cases where problems. go beyond liquidity and debt restructuring is
required, we would expect countries to develop an external financing plan as a core
element of their IMF stabilization program - one that provides an appropriate balance
of external financing between the official and private sectors. Such a plan must offer a
viable solution to the immediate problem, without setting up new ones for the medium
erm. .
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While the IMF would set these broad parameters for an acceptable plan, we
would expect the country itself to take prime tesponsibility for working with its
creditors to devise that plan. In that context we will be looking for a solution that is
reached cooperatively and transparently and that is broadly equitable across different
categories of similarly situated credits. No one category of credits should be regarded

as inherently privileged, but it is equally true that not every case will need to involve all
categories of credits. : : . :

e IV. Concluding Remarks

As I said at the outset, the reform of the global financial architecture is an
organic and many-sided process that will never truly be completed, However, taken
together, it is fair to say that the events of the past few years - and the changes they
have helped to set in train - mark an important new stage in the system's evolution,
What will be crucial going forward will to keep pushing back the frontiers in the areas I
have highlighted — and to keep pressing for the safer policies and institutions at a
national level upon which this new system will ultimately depend. '

: . -30- ' .
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