The International Financial
Architecture

MORRIS GOLDSTEIN

For the roughly three decades following the creation of the International
Monetary Fund (IMF) in 1944, concerns about the “international mone-
tary system” focused on the exchange rates, international reserves, and
balance-of-payments positions of the major industrial countries. The oil-
exporting developing countries took center stage during the oil price
shocks of 1973-74 and 1979-80 but not beyond that. With the advent of
the Mexican debt crisis of 1982 and the subsequent discussions and nego-
tiations between creditors and debtors leading up to the Brady Plan, debt
problems in developing countries took on systemic interest—but only
temporarily.

The last 10 years have been different in at least four respects. First, the
motivating force in the debate about if and how the “system” needs to be
reformed has not been the economic situation in the major industrial coun-
tries but rather a series of prominent currency, banking, and debt crises
(and near misses) in a group of larger emerging economies—namely, Mex-
ico (1994-95), the Asian financial crisis economies (1997-98), Russia (1998),
Brazil (1998-2002), Turkey (1999-2002), and Argentina (2000-01).

Second and echoing the renaming of the international monetary system
as the “international financial architecture” (hereafter, IFA for short), the
scope of reforms has moved beyond exchange rates, international liquid-
ity, and new lending windows at the IMF to encompass broader aspects
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of crisis prevention and crisis management in developing countries—
including international standards and codes (covering everything from
data transparency to banking supervision to corporate governance), cur-
rency and maturity mismatches, early warning systems, and the design of
debt contracts (including promotion of collective action clauses).! Most of
these reforms are aimed either at increasing the role of market forces in
emerging economies or at establishing the conditions under which mar-
kets would function better in those countries.

Third, when the need for exchange rate realignment and for balance-of-
payments correction in the world'’s largest economy has come to the fore,
the proposed remedies now involve policy actions not only in Europe and
Japan but also on the part of several of the larger emerging economies, in-
cluding China.? In contrast, the developing countries were at best on the
periphery in the earlier discussions of the “dollar overhang.”

And fourth, the fora in which architecture issues are now discussed
have increasingly included at least the larger emerging economies. Put-
ting aside the IMF, where developing countries have long had a presence,
recent years have witnessed the establishment of both the G-20 and the
Financial Stability Forum, the increasing involvement of emerging econ-
omies in the Bank for International Settlements (BIS), the growth of “re-
gional” monetary, financing, and surveillance arrangements (Association
of Southeast Asian Nations [ASEAN] plus 3, the Asia Pacific Economic
Cooperation [APEC] forum, among others), and the participation of Rus-
sia and China in at least some meetings of the G-7.

The fact that architecture reform has become so emerging market—
centric over the past decade does not imply of course that all is well in
the major industrial countries. As analyzed in other chapters, the United
States is currently facing large actual and prospective fiscal and external
deficits, the European Union is grappling with slow economic growth and
a host of still-serious structural impediments, and Japan has just in the last
year or so begun to break free from a decade of weak economic perfor-
mance and financial-sector fragility. In addition, there have been cases—the
current overvaluation of the dollar being a leading example—when one or
more G-3 exchange rates have arguably gotten seriously out of line with
fundamentals. But the reality has been that the major industrial countries
have not been persuaded that ambitious policy coordination proposals—
be they centered around publicly announced exchange rate targets or
other proposed reforms—would be preferable to the current system of

1. One can think of the IFA as the institutions, policies, and practices associated with the pre-
vention and resolution of banking, currency, and debt crises, primarily (but not exclusively)
in emerging-market economies.

2. See Goldstein (2004) for an explanation of how inaction on revaluing the renminbi inhibits
currency appreciation in Asia more widely and how this, in turn, adversely affects adjust-
ment of the excessively large and growing US current account deficit.
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monetary policy directed primarily at domestic objectives and of loose
and episodic policy cooperation within the G-7.3 Put in other words, even
though it is widely acknowledged there is still much unfinished business
to do on policy reform in the major industrial countries, it has proved eas-
ier over the past decade to forge international agreement on how emerg-
ing markets can reduce their crisis vulnerability than on how greater dis-
cipline can be brought to bear to correct policy weaknesses in the G-3.

As Jan Boyer and Edwin Truman argue in their chapter in this book, it
is in the strong interest of the new US administration to recognize the in-
creasing importance of the larger emerging economies in the global eco-
nomic system and to make efforts to see that the closer integration of these
economies into the global economy is successful. By a “successful” inte-
gration, I mean one where the emerging economies are able to sustain a
healthy rate of economic growth, maintain good access to the large mar-
kets in the industrial world, and reduce the frequency and severity of cur-
rency, banking, and debt crises. Toward that end, I argue in this chapter
that the new US administration should concentrate on six priorities in re-
forming the IFA:*

B agreeing on and enforcing stronger injunctions against exchange rate
manipulation;

B controlling currency mismatches in emerging economies—a vulnerability
that has been present in every prominent emerging-market financial
crisis of the past decade;

B giving assessments of, and policy prescriptions for, debt sustainability a
larger role in IMF surveillance, policy lending, and policy advice;

B improving the quality of compliance evaluations for international stan-
dards and codes so as to increase their impact on the market cost of bor-
rowing for emerging economies;

B shifting human resources within the IMF to give greater weight to the
early warning of currency, banking, and debt crises in emerging econo-
mies; and

B limiting the extension of very large IMF loans—known as exceptional
access—to country cases that are truly “exceptional.”

3. See the discussions of G-7 policy coordination in the chapters by C. Fred Bergsten and
Michael Mussa.

4. T have excluded policies to alleviate poverty in the low-income countries since these are
taken up—along with reforms at the World Bank—in William Cline and John Williamson’s
chapter in this book. Some other issues related to reform of the IMF (e.g., chairs and shares
at the Fund and the Bank, SDR allocations, and crisis resolution strategies) and to global
governance (e.g., whether the G-7 should be replaced by a G-4 composed of the United
States, the European Union, Japan, and China) are discussed in Boyer and Truman'’s chapter
in this book and in Kenen et al. (2004).
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Of these six proposed reforms, the first three are the most important;
the second three would also be useful but are likely to pay smaller divi-
dends. Also, while several of the proposed reforms can be pursued si-
multaneously in a number of international organizations and groups, it is
implicitly assumed in what follows that the IMF is the institution best
placed to take the lead on this set of issues. In the first six sections of this
chapter, I lay out the case for each of these policy recommendations. The
last section offers some concluding remarks.

Discouraging “Beggar Thy Neighbor” Exchange Rate
Policies

One of the main reasons for establishing the IMF was to put in place a set
of international rules or guidelines that would discourage “beggar thy
neighbor” exchange rate policies. After all, the world had just gone
through a troublesome experience with the competitive depreciations of
the 1920s and 1930s, and there was widespread agreement that the new
“rules of the road” should outlaw such policies for the future.

In addressing the general obligations of members (countries) regarding
exchange rate arrangements, the IMF’s charter (i.e., its Articles of Agree-
ment) stipulates (in Article IV, Section 1, paragraph iii) that each member
shall:

avoid manipulating exchange rates or the international monetary system in order
to prevent effective balance-of-payments adjustment or to gain unfair competitive
advantage over other member countries.

The Fund'’s charter (Article IV, Section 3) likewise delineates important
obligations for the IMF in overseeing the operation of the exchange rate
system, including the injunction that the Fund shall “oversee the compli-
ance of each member with its obligations . . .” and “exercise firm surveil-
lance over the exchange rate policies of members, and shall adopt specific
principles for the guidance of members with respect to these policies.”

In 1977, the Fund laid out principles and procedures for its surveillance
over countries’ exchange rate policies. In that document, a number of de-
velopments are identified that might indicate the need for discussion with
the country. The first such development is “protracted, large-scale inter-
vention in one direction in the exchange markets.” Other developments
cover official or quasi-official borrowing, restrictions on trade and capital
flows, monetary and domestic financial policies, and behavior of the ex-
change rate that appears unrelated to underlying economic and financial
conditions.

A reasonable reading is that the Fund intended these developments to
be a set of presumptive indicators or “pointers” of (inappropriate) efforts
to “manipulate” the exchange rate or to maintain the “wrong” exchange
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rate.> The interpretation of these pointers was not intended to be mecha-
nistic but rather judgmental within the framework of a comprehensive
analysis of the general economic situation and economic policy strategy
of the country.®

Unfortunately, very little has been done over the past 25 years either to
identify serious episodes of exchange rate manipulation or to enforce/
encourage remedial action when such episodes have occurred.

Indeed, several fallacious arguments have often been put forward to
rebut charges of currency manipulation. One such argument is that since
the IMF rules allow countries to adopt the currency regime of their choice
and since maintenance of a fixed exchange rate may involve exchange
market intervention, there can be no manipulation for countries that opt
for a fixed rate regime.

True enough, countries are free to pick fixed rates, floating rates, or
practically any currency regime in between. Countries are also permitted
to intervene in exchange markets, and indeed are expected to do so to
counter disorderly market conditions. But what countries should rnot do is
seek to maintain the wrong exchange rate by relying, inter alia, on large-
scale, prolonged, exchange market intervention in one direction. More-
over, this injunction applies to attempts to maintain via intervention both
an overvalued and undervalued fixed rate. In short, not all intervention is
ruled out: only one particular kind of intervention (large-scale, prolonged,
and in one direction) that is likely to be symptomatic of trying to maintain
the “wrong” exchange rate.”

A second defense is that a country can’t be manipulating if it has main-
tained the same fixed parity over an extended period. This claim fails to
recognize that what counts for countries’ competitiveness is the real ef-
fective exchange rate (that is, the average trade-weighted, nominal ex-
change rate corrected for inflation differentials among countries). And the

5. By the “wrong” exchange rate, I mean a real exchange rate that differs from the equilib-
rium rate implied by economic fundamentals; see Goldstein (2004) for an explanation of al-
ternative methodologies for estimating the equilibrium real exchange rate.

6. For example, in assessing a country’s exchange rate and the development of its interna-
tional reserves, one would want to take into account, inter alia, the size of the country’s ex-
ternal debt burden, the adequacy of the level of its international reserves, and its ability to
shift demand (after an exchange rate change) between external and domestic sources.

7. By the same token, the intention of the IMF guidelines is not to prohibit countries from
building up reserves over time if the level of those reserves (say, after a crisis) is undesirably
low. In the September 2003 IMF World Economic Outlook, the Fund examined reserve hold-
ings in emerging economies. The main finding was that reserves in many emerging econ-
omies had increased more quickly since 2001 than warranted by fundamentals. In addition,
that study concluded that from both the domestic and international standpoints, there
would be advantages for growth in emerging economies of Asia to become more reliant on
domestic demand accompanied by a steady reduction in current account imbalances over
the medium term.
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appropriateness of the real effective exchange rate has to be evaluated
against the backdrop of the country’s overall balance-of-payments posi-
tion. Seen from this perspective, misalignment of the real exchange rate
can come about just as easily from “nonmovement” of the nominal ex-
change rate as it can from excessive movement. In addition, a real ex-
change rate that is appropriate when the balance of payments is in deficit
may no longer be appropriate once the balance of payments goes into sub-
stantial surplus.

Yet a third fallacious argument is that a country should be permitted to
use whatever kind of exchange market intervention is necessary to hold
down the real exchange rate if an undervalued exchange rate is needed to
generate sufficient employment in the traded goods industries to ensure
social stability. The rub here is that since practically all countries have full
employment objectives, wholesale application of this line of argument
would not provide the right incentives for discouraging currency manip-
ulation in the international system as a whole; in fact, employment con-
cerns were one of the motivating forces behind the competitive depre-
ciations in the interwar period. If many countries believe they can
manipulate their way to both an undervalued exchange rate and higher
employment in their traded goods industries, the result is likely to be ex-
change rate instability, continued conflict, and greater resort to protec-
tionist trade measures.

Even if international guidelines about exchange rate policy were better
understood, they could not be expected to have much impact if both the
IMF and its largest shareholder (the United States) were not prepared to
enforce those codes of conduct. And the reality has been that neither of
them has been very active or consistent in this area over the past 25
years—and not because there were plausibly no serious infractions (that
is, instances of countries seeking to maintain wrong exchange rates via in-
appropriate policies).

The IMF’s surveillance guidelines permit the Fund’s managing director
to initiate and to conduct a so-called ad hoc consultation with a country if
there is concern about its exchange rate policies. Yet the Fund has con-
ducted such special consultations only twice (Sweden in 1982 and Korea in
1987) since the surveillance guidelines were drawn up in 1979 and none
during the past 17 years! The United States has been somewhat more ac-
tivist over the past 15 years but without much consistency of approach; in
addition, it has applied pressure almost exclusively on a bilateral basis.
Since 1988, the Omnibus Trade and Competitiveness Act requires the US
Treasury to report to the US Congress any countries engaging in “ex-
change rate manipulation.” The Treasury named several Asian economies
as “manipulators” in the 1988-94 period (China, 1992-94; Korea, 1988-90;
and Taiwan, 1988-89), but no country has been cited since 1994—including
in 2003 when there was perhaps the strongest evidence to date of manipu-
lation by China and several other economies.
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If efforts to date in enforcing guidelines against antisocial exchange rate
policies have yielded little fruit, why should a push by the new US admin-
istration be any more effective? I see grounds for optimism on four counts.

The need to deal with the excessively large US current account deficit
has made the US government more sensitive to the exchange rate and re-
serve policies of other countries, especially those in Asia. In brief, the
story here is that a sustainable US current account deficit is at most half as
large as the 5% percent of GDP deficit forecast for this year, that the dollar
has to depreciate at least another 15 to 20 percent in real trade-weighted
terms to facilitate that adjustment, and that it will be difficult to obtain the
needed further depreciation of the dollar unless Asian emerging
economies and Japan—which together have a combined weight of 40 per-
cent in the trade-weighted dollar—participate in this appreciation of non-
dollar currencies. In the first round of dollar depreciation (from February
2002 to 2004), the larger Asian currencies either depreciated in real terms
or appreciated only slightly.? Yes, if Asian economies reduced their ex-
change market intervention and acquisition of US Treasury securities, US
interest rates—particularly at the short end of the yield curve—would be
somewhat higher than otherwise. But with the US recovery now better es-
tablished and with the Federal Reserve having recently begun a process
of tightening US monetary policy, this is not as serious an impediment as
in some earlier periods (say, in 2002) when the US economy was weaker
and when the Fed was vigorously easing monetary policy.

Exchange rate manipulation in Asia—on the part of both emerging and
industrial economies—has also become more obvious over the past two
years. As shown in figure 12.1, China has been engaging in large-scale,
prolonged, one-way exchange market intervention during this period—
and this at a time when China’s overall balance of payments was in con-
siderable surplus (particularly in 2003) and when China’s economy was
overheating.’ Japan too intervened heavily—to the tune of $200 billion in
2003 and $150 billion more in the first quarter of 2004—before suspending
that intervention in the second quarter of 2004. There has also been large-
scale exchange market intervention in Taiwan, Korea, India, Singapore,

8. See Bergsten and Williamson (2004) and Goldstein (2004). From February 2002 to Novem-
ber 2004, the real effective exchange rates of China, Hong Kong, India, Malaysia, Taiwan, and
Thailand depreciated. There were small (less than 5 percent) appreciations for Indonesia,
Japan, and Singapore. Korea was the only one with a significant (9 percent) appreciation.

9. China’s current account surplus (adjusted for cyclical developments and for lagged trade
effects still in the pipeline) is unlikely to be much smaller in 2004 than in 2003; there were,
however, some preliminary signs of slowing in the Chinese economy in the second and third
quarters of 2004. China’s international reserves probably increased by over $200 billion
in 2004, and China’s currency is still significantly undervalued (on the order of 15 to 20
percent); see Morris Goldstein and Nicholas Lardy, “Don’t Hail China’s Soft Landing Too
Soon,” Financial Times, October 6, 2004, for an interpretation of recent and prospective de-
velopments in the Chinese economy.
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Figure 12.1 China’s foreign exchange reserves, 2001-04Q2
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and Malaysia.'® When economies with undervalued exchange rates are
intervening heavily to prevent or severely limit exchange rate apprecia-
tion, the weakness of the present system (in promoting external adjust-
ment) becomes apparent.

Recent experience has also shown that the alternative to lax enforce-
ment of international guidelines on exchange rate policy is ill-designed
policies on exchange rate manipulation applied at the bilateral level. For
example, a group of bills are now before the US Congress that would im-
pose a unilateral surcharge on China’s exports to the United States if bi-
lateral negotiations to end China’s currency manipulation are not suc-
cessful. But the definition of exchange rate manipulation in these bills is
poorly framed—relying, for example, on bilateral current account imbal-
ances rather than on the overall balance of payments. More generally, the
treatment of alleged currency manipulation at the bilateral level is likely
to be more politically motivated and less analytically sound than if it were
done in a multilateral context at the IMF.

And fourth, there is now the helpful example of the World Trade Orga-
nization (WTO) to lean on. Through the rulings of its adjudication panels

10. Taken as a group, those five Asian emerging economies added about $125 billion to their
reserves in 2003—almost as much (77 percent) as China’s reserve accumulation in that year.
Note that (in contrast to China) economic growth and domestic demand were quite weak in
2003 in Taiwan, Korea, and Singapore; this was not so in India and was less so in Malaysia.
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and in contrast to what has happened on exchange rate issues, a body of
international case law is unfolding, which is making it clearer what is and
what is not acceptable trade policy, on everything from bananas to steel to
domestic tax systems.!! International rules of conduct for exchange rate
policy are no less necessary than those for trade policy.

To sum up, with a new managing director of the Fund just having as-
sumed office, now is the time to agree on an operational set of guidelines
on exchange rate manipulation and to bring cases of alleged manipulation
within the purview of the IMF’s executive board. With 40 percent of
global international reserves now held by Asian emerging economies,
with more larger emerging economies becoming international creditors
rather than debtors, and with the United States seeking international fi-
nancing on a large scale to fund its current account deficit, exchange rate
and reserve policies of emerging economies now “matter” for even the
largest industrial countries. By the same token, the emerging economies
depend heavily for their future prosperity on good access to markets in
the larger industrial countries—an access that could well be put in jeop-
ardy if there were a growing perception that there was no one minding
the store internationally on what constitutes a level playing field for ex-
change rate policy.

Controlling Currency Mismatches in Emerging Economies

Given the frequency and severity of financial crises in emerging econo-
mies over the past decade, it is natural to ask whether the crisis countries
shared any vulnerabilities. Research indicates that perhaps the most im-
portant such common vulnerability was “currency mismatch”—that is, a
situation where there is a difference in the currency composition of assets
and liabilities so that an economy/sector’s net worth and/or net income
is sensitive to changes in the exchange rate (Goldstein and Turner 2004).
Suppose an individual raises a mortgage to buy a vacation home in
Acapulco, Mexico, and then rents it out. Suppose also that he borrows
in dollars instead of Mexican pesos. He then is faced with a currency mis-
match. The “stock” aspect of the mismatch is that his asset (the villa) is
denominated in pesos but his liability (the mortgage) is denominated in
dollars. The “flow” aspect is that the rental income from the villa is de-
nominated in pesos, but the mortgage payments are denominated in dol-
lars. The consequence of this currency mismatch is that the owner of the
villa gains or loses as the dollar falls or rises against the peso even if the
key parameters of his investment (the villa price and rent) do not change.

11. See the discussion of WTO decisions in the chapter by Jeffrey J. Schott. Hufbauer and
Wong (2004) analyze recent trade disputes between the United States and China.
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In short, the net present value of his investment project has become sen-
sitive to changes in the dollar-peso exchange rate.

Borrowers in emerging economies have at times faced currency mis-
matches on a massive scale.!? These mismatches raise a number of concerns.

As hinted at already, there is strong empirical evidence that currency
mismatches increase not only the probability of getting into a financial cri-
sis but also the cost of getting out of one. Large currency mismatches have
marked all the prominent financial crises of the past decade (Mexico in
1994-95, the Asian financial crisis of 1997-98, Russia in 1998, Turkey in
2000-02, Argentina in 2001-02, and Brazil in 1998-2002). Currency mis-
match variables have proven to be one of the better-performing leading
indicators of currency and banking crises in emerging economies, and
output contractions in the 1990s have been deeper in emerging economies
with large currency mismatches and large exchange rate depreciations.

Sizable currency mismatches also undermine the effectiveness of mon-
etary policy during a crisis. Specifically, these mismatches make it harder
to reduce interest rates after a deflationary shock because the authorities
worry that an interest rate decline could set off a sharp fall in the currency
that in turn could initiate a wave of bankruptcies. In contrast, when cur-
rency mismatches are small, interest rate cuts can be used to stimulate the
economy.

Last but not least, currency mismatches can also severely constrain the
operation of floating exchange rates in emerging economies. When cur-
rency mismatches are large, the authorities are apt to engage in heavy ex-
change market intervention and in interest rate management to keep the
exchange rate from depreciating sharply. But such a “fear of floating” sac-
rifices the benefits of greater exchange rate flexibility for monetary policy
independence and for better cushioning against external shocks.

The three key questions regarding currency mismatch are how to mea-
sure it, what causes it, and how best to control it.

A good measure of aggregate currency mismatch should consider the
asset as well as the liability side of balance sheets; it should take account
of the potential response of noninterest flows (like exports) to an ex-
change rate change; and it should reflect the ability to borrow domesti-
cally in the local currency—not just the ability to borrow abroad in that
currency. The latter factor is particularly relevant since domestic bond
markets in developing countries (denominated mainly in domestic cur-
rency) are now the largest single source of financing—larger (in flow
terms) than domestic bank loans and far larger than international bonds.
In many situations, it is also helpful to have a gauge of liquidity /maturity

12. On the whole, industrial countries have found it easier than developing countries to bor-
row abroad in their own currencies.
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mismatches as well as currency mismatches since the two often go to-
gether in emerging economies.

While there is no single measure that combines all these desirable at-
tributes, several indicators can be used in tandem to measure currency
mismatch. The ratio of short-term external debt to international reserves
has proven itself to be a good leading indicator of the probability of get-
ting into a currency crisis. Sectoral balance sheets (where available) are
useful for determining how currency mismatches are distributed within
an economy. And most recently, Goldstein and Turner (2004) have con-
structed (for 22 emerging economies) a new measure of “aggregate effec-
tive currency mismatch” (AECM), which should serve as a useful, short-
hand “stress test” for an indebted emerging economy of the (negative)
output effects of a large depreciation of the exchange rate.!®> While
AECMSs have shrunk significantly in most of the former Asian crisis coun-
tries since 1997-98, they are sizable in some other emerging economies.

Although some controversy still exists on the origins of currency mis-
match in emerging economies, the most persuasive explanation is that
these mismatches derive primarily from past and present weaknesses in
macroeconomic, exchange rate, and institutional policies in emerging
economies themselves.'*

An action plan to reduce currency mismatches and keep them under
control in emerging economies should encompass the following policy
recommendations: Those emerging economies that are substantially in-
volved with private international capital markets should opt for a cur-
rency regime of (de facto) managed floating. The de facto movement of
the nominal exchange rate will produce an awareness of currency risk as
well as an incentive to keep currency mismatches under control. Special
care should also be taken to avoid overvalued exchange rates, since expe-
rience suggests that crisis vulnerability is highest when large currency
mismatches persist against the backdrop of a significantly overvalued ex-
change rate.

A monetary policy framework of inflation targeting should be em-
ployed to provide a good nominal anchor against inflation (Truman 2003).
Good inflation performance is crucial for developing a healthy local
currency—denominated domestic bond market.

Banks in emerging economies should apply tighter credit limits on
foreign currency-denominated loans to customers that do not generate
enough foreign-currency revenues, and banking supervisors should

13. The Goldstein-Turner AECM measure is now available for 9 Asian emerging economies;
the web site www.asianbondsonline.adb.org/asiabondindicators/default2.php is moni-
tored by the Asian Development Bank.

14. Network externalities and imperfections in global capital markets also play a role in the
currency composition of external liabilities (that is, cross-border bank loans and interna-
tional bonds).
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strengthen regulations and capital requirements on banks’ net open posi-
tions in foreign exchange.

To help harness the forces of market discipline, the IMF should regu-
larly publish data on currency mismatches at the economywide and sec-
tor levels and should comment on those mismatches regarded as exces-
sive; the IMF should also make reduction of currency mismatches a
condition for IMF loans in cases where the actual or prospective mismatch
is deemed to be too large. Although the IMF has put more emphasis
within the past two years on “balance sheet” vulnerabilities in its surveil-
lance work, the treatment of currency mismatches in data dissemination,
early warning, and loan conditionality is still considerably short of where
it needs to be.

Emerging economies that have a high share of public debt denominated
in, or indexed to, foreign currency should adopt a medium-run objective
of reducing that share; for countries with a poor track record on inflation,
inflation-indexed bonds can serve as a useful transition device to fixed-
rate, domestic currency—denominated debt.

Higher priority in emerging economies should be accorded to enlarging
domestic bond markets, to encouraging the use of hedging instruments,
and to reducing barriers to the entry of foreign-owned banks.

To sum up, crisis prevention in emerging economies covers a wide
field. But no single source of vulnerability has been as consistently linked
with past financial crises as currency mismatches. It is possible to make
substantial progress in reducing and controlling currency mismatches in
less than a decade but only if the right policies are followed in emerging
economies themselves (Mexico’s experience since its 1994-95 crisis repre-
sents a case in point).!> The IMF and the US government should therefore
take the lead in promoting a comprehensive policy agenda to address cur-
rency mismatches.

Debt Sustainability

The last decade has witnessed not just a host of currency and banking
crises but a spate of debt crises as well: Argentina, Ecuador, Pakistan, Rus-
sia, Ukraine, and Uruguay—to say nothing of the close calls in Brazil and
Turkey.

One cannot presume that severe debt problems in emerging economies
are now a thing of the past. Indeed, if one asks whether public debt in
emerging economies taken as a group is too high, the answer would have
to be an emphatic “yes.”

15. See Goldstein and Turner (2004) on Mexico’s longer-term strategy for reducing currency
mismatches.
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According to the IMF’s figures, the ratio of public debt to GDP now av-
erages about 70 percent in developing economies, reversing the progress
made (in reducing that ratio) during the first half of the 1990s and bring-
ing the developing-economy average to a level higher than that in indus-
trial countries (figure 12.2).

Equally if not more troubling, the IMF documents that over half of pub-
lic debt defaults have occurred at public debt ratios below 60 percent, that
the typical emerging economy now has a public debt ratio about 2% times
as high as its track record on fiscal policy suggests is prudent, and that
governments usually fail to take corrective fiscal policy actions when the
public debt ratio climbs above 50 percent.

To be sure, these averages conceal considerable cross-country variation.
For example, because of their relatively high growth rates and high trade
openness and their relatively low share of foreign currency-denominated
debt, Asian emerging economies have overborrowed less than their coun-
terparts in Latin America, the Middle East, and Africa. Still, the fiscal costs
of bank restructuring have pushed public debt ratios up considerably in
Asia since the mid-1990s, and that region’s relatively high ratio of public
debt to government revenues provides little ground for comfort.

Policymakers have in the past been too optimistic about the prudent
level of public (and external) debt in emerging economies. Not enough at-
tention has been paid to the foreign exchange constraint facing govern-
ments; to contingent liabilities that start out in the private sector but don’t
stay there; to spillovers among currency, banking, and debt problems; to
the high volatility in many emerging economies; to the all-too-frequent
resort to exchange rate-linked domestic debt; and to rising pension liabil-
ities as populations age.'®

A crucial question is what can be done to reduce vulnerability to debt
crises? At the individual-country level, much can be done to broaden tax
bases, to shoot for fiscal surpluses during cyclical upswings, to limit the
generosity of official safety nets directed toward banks and other financial
institutions, and to reduce, over time, the now excessive dependence on
foreign currency-denominated and on foreign currency-linked debt.

For its part, the IMF should be much tougher than in the past on mak-
ing debt sustainability a key condition for IMF lending. To its credit, the
IMF in June 2002 began implementing a common framework for more
rigorous assessments of public and external debt sustainability. This debt
sustainability assessment provides a historical decomposition of the coun-
try’s debt dynamics and a five-year baseline scenario; in addition, sensi-
tivity tests are conducted for the key parameters, including the interest

16. Although industrial countries will be the first to encounter the problems that an aging
population poses for fiscal policy, IMF First Deputy Managing Director Krueger (2004) has
recently argued that the challenges facing industrial countries on this front—particularly
from pension liabilities—pale beside those that emerging-market economies will encounter.
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Figure 12.2a Public debt as percent of GDP, 1992-2002
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rate, the growth rate of the economy, the GDP deflator, the exchange rate,
and the primary (noninterest current account) balance in the budget. This
is a step forward. Nevertheless, as the IMF staff’s first review of such debt
sustainability assessments (IMF 2003b) indicates, problems remain. Base-
line projections for public and external debt have shown a bias toward
overoptimism; for example, it is notable that, at a five-year horizon, the ex-
ternal debt ratio is underpredicted by an average of more than 7 percent
of GDP for countries with Fund programs. Also, the staff concludes (IMF
2003b, 12) that

in many, if not most, cases . . . the debt sustainability assessments have not yet be-
come an integral part of the staff’s analysis in the staff report. . . . With one or two
exceptions, it is apparent that the sustainability analysis did not form a major part
of the discussions between the staff and the [country] authorities.

While technical improvements in the framework (e.g., considering a
less extreme set of shocks) may help to some degree, it looks like debt
analysis is sometimes driven by the basic Fund lending decision rather
than (as it should be) the other way around. As the case of Argentina—
especially the decision to provide Fund financing in August 2001 in the
face of both an unsustainable debt situation and an overvalued real ex-
change rate—amply demonstrated, this evaluation problem is sometimes
compounded by a reluctance to withhold Fund financing even when the
unfavorable debt dynamics are relatively clear.

Realistically, the best that can be done here is to continue to work to-
ward making the Fund’s debt sustainability analysis as objective and as
competent as possible, to make publication of the Fund’s debt sustain-
ability analysis mandatory, and to require stringent approval and ac-
countability requirements for exceeding normal access limits on Fund
loans (discussed later in the chapter).

There is also scope for improving the cushioning of emerging-market
borrowers against adverse shocks by making debt payments more con-
tingent on the borrowers’ ability to pay. Perhaps the most straightforward
way to do this would be to experiment with the use of GDP-indexed
bonds.” Although such bonds would encounter the obstacles that most
new instruments face along with problems particular to the verification
and revision of GDP figures, GDP-indexed bonds offer some significant
advantages that should not be dismissed: they restrict the range of varia-
tion of the debt/GDP ratio and hence reduce the likelihood of debt crises;
they reduce the likelihood of procyclical fiscal policy responses to adverse
shocks; they should carry a low insurance premium; they would cover a
much higher share of output fluctuations for a typical emerging economy

17. GDP-indexed bonds are ones in which coupon payments on the bond would vary in part
with the growth rate of the debtor’s economy, being higher in years in which growth of real
GDP is higher than trend and lower in years of below-trend growth.
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than bonds indexed to commodity prices; and they contain certain pro-
tections against manipulation and cheating aimed at lowering debt oblig-
ations (e.g., it is high, not low, growth that is considered a success and that
gets politicians reelected).!

To sum up, it has been said critically (albeit tongue in cheek) that IMF
stands for “It's Mostly Fiscal.” Yet an objective review of emerging-
market debt developments over the past decade suggests that, if any-
thing, the Fund hasn’t been fiscal enough. In contrast to monetary policy
and inflation developments where progress in developing countries has
been widespread, sizable, and (at least so far) persistent, public debt ra-
tios have been rising not falling (since 1995) and now stand out as a clear
source of crisis vulnerability. It is time to do something about it before cri-
sis prevention turns into crisis management.!”

International Standards and Codes

One of the major growth industries in reform of the IFA has been the pro-
mulgation and monitoring of international standards and codes of best practice.
Poor public information on Mexico’s international reserves in the run-up
to the Mexican peso crisis provided the initial impetus for a data dissem-
ination standard. Widespread financial-sector and disclosure problems in
the Asian financial crisis—coming on top of increased recognition of the
frequency and costs of systemic banking crises in both developing and in-
dustrial countries—motivated the extension of this approach to an inter-
national banking standard. Additional standards have since followed to
deal with other institutional gaps in emerging economies that are thought
to increase vulnerability to financial crises—ranging from poor corporate
governance, to weak insolvency and creditors’ rights regimes, to inade-
quate safeguards against money laundering.

The Financial Stability Forum (FSF) has decided that 12 international
standards and codes are crucial for sound financial systems and merit pri-
ority implementation. As shown in table 12.1, these 12 key standards
cover three broad areas: macroeconomic policy and data transparency, in-
stitutional market infrastructure, and financial regulation and supervi-
sion. Each standard is issued by the appropriate standard-setting body;
for example, the Basel Committee on Banking Supervision issued the core
principles for effective banking supervision; the International Organiza-
tion of Securities Commissions issued the objectives and principles of

18. See Borensztein and Mauro (2002) and Williamson (forthcoming) on the properties of
GDP-indexed bonds.

19. In 1994, the average rate of consumer price inflation in developing countries was 55 per-
cent; after a decade of trend improvement, that average had fallen to less than 6 percent in
2004.
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securities regulation; the IMF issued the two data dissemination stan-
dards and the codes of good practices on transparency of monetary, fiscal,
and financial policies; and so on.

The IMF and the World Bank have been assigned the key task of moni-
toring and evaluating countries’ compliance with many of these stan-
dards. Since 1999, the main vehicle for conducting financial-sector sur-
veillance has been the Financial Sector Assessment Program (FSAP), based
on country missions conducted jointly by the Fund and the Bank. The
main focus of FSAPs has been to analyze the strengths and vulnerabilities
of the country’s financial system, to assess the country’s compliance with
financial-sector standards, and to evaluate the governance of the coun-
try’s regulatory agencies. Through August 2004, 70 FSAPs had been com-
pleted and another 42 were under way or agreed (IMF 2004b). FSAPs are
not published. The Fund and the Bank also prepare Reports on the Ob-
servance of Standards and Codes (ROSCs); more than 560 of those cover-
ing over 110 countries have been issued (as of June 2004), and almost
three-quarters of those reports have been published (IMF 2004b).

Countries’ compliance with international standards and codes could be
enhanced by three incentive channels: complying countries could obtain
preferred access to IMF resources; they could receive more favorable risk
weightings in the Basel II international capital standards; and because im-
plementation of standards is assumed to improve creditworthiness, com-
plying countries could be expected to benefit from a lower cost of bor-
rowing in private international capital markets. The first two incentive
channels never really made it on the official agenda, leaving only—albeit
potentially—the most powerful channel of lower market borrowing costs.

Given the dismal longer-term track record of financial-sector crises in
emerging economies, the standards initiative clearly does not lack for mo-
tivation. That said, empirical analysis on the impact to date of these inter-
national standards and codes is still in its early stages. The results of most
studies are suspect because the authors failed to control for macroeco-
nomic fundamentals and/or other standards in assessing the effect of a
given standard either on the costs of borrowing (measured by interest rate
spreads or credit ratings) or on financial-sector soundness (measured by
capital adequacy ratios and nonperforming loan ratios in the banking sys-
tem).20 A recent IMF study by Christofides, Mulder, and Tiffin (2003) does

20. For example, an IIF (2002) study reported that subscription to the IMF’s Special Data Dis-
semination Standard was associated with a 300-basis-point reduction in an emerging econ-
omy’s interest rate spread, but no allowance was made for the impact of other standards or
of macroeconomic fundamentals on such spreads. The studies by Sundararajan, Marston, and
Basu (2001) and Das, Quintyn, and Chenard (2004) look at only one subset of standards. An-
other set of cross-country studies done at the World Bank (e.g., Barth, Caprio, and Levine 2001)
does not look at the impact of international standards and codes but rather seeks to assess the
effect of the quality of financial supervisory regime on bank efficiency and on vulnerability
to crises; they find little effect of the supervisory regime on these outcome variables.
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not suffer from these pitfalls. Using a sample of 24 emerging economies,
controlling for other determinants of borrowing costs, and employing a
wide set of standards-related indicators, Christofides, Mulder, and Tiffin
(2003) find that property rights and accounting standards matter (in the
expected direction) for interest rate spreads and that accounting stan-
dards and measures of corruption affect credit ratings. This work can and
should be extended—in particular, by using the results from ROSCs and
FSAPs to get a better fix on the impact of the Basel Core Principles of Ef-
fective Banking Supervision and of other financial-sector standards.?!

The way ahead on standards should be to concentrate on the core group
of standards (rather than taking on new ones), to seek to raise the quality
of FSAPs and ROSCs (by limiting the number done each year and by re-
taining the best financial-sector specialists), and to increase their influence
in the marketplace by publishing more of the compliance results.?> The
Fund should also work harder to ensure that the objectivity of the FSAP
process is even-handed across regional and country groups. In this con-
nection, differences between industrial and developing-country groups
and across developing-country regions seem to be smaller for FSAP com-
pliance measures (on banking supervision) than for other indicators of
bank quality.”3 To sum up, another prominent, shared characteristic of
earlier financial crises in emerging economies has been fragile financial
sectors. In addition, international capital flows cannot be expected to seek
out the highest risk-adjusted rate of return and to discipline errant poli-
cies if the information base for those flows is seriously flawed.

As such, technical assistance to improve institutional capacity and in-
ternational codes and standards to outline international good practice on
policy and data disclosure, financial-sector regulation, and market infra-
structure go in the right direction. The Fund and the Bank can make a
valuable contribution to this process by providing timely, high-quality as-
sessments of compliance with these standards. This is an area where less
can be more—at least until such time as the ROSCs gain enough credibil-
ity to become part of the standard information kit of international and do-
mestic investors. In contrast, if too many reports are done on too many

21. Christofides, Mulder, and Tiffin (2003) use survey data from the World Economic Forum
and an index of economic freedom developed by the Heritage Foundation to measure
financial-sector regulation.

22. The Fund has started to move in this direction: The number of FSAPs has been reduced
by about a quarter, and their scope has been streamlined.

23. Also, some of the reported differences in compliance results across regions are not in line
with a priori expectations. Why, for example, should compliance with the Basel Core Princi-
ples of Effective Banking Supervision be higher (on average) in African developing countries
than in East Asia, or South Asia, or Latin America—as the FSAP results seem to indicate.
Such differences need to be explained if the compliance findings are to be credible in the
marketplace.
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standards without adding value to what already exists in the market-
place, the whole exercise may lose momentum and may be regarded by
emerging economies as not worth the nontrivial compliance costs. The
IMF can also improve the incentives for complying with standards by
reactivating the proposal that countries with good compliance records re-
ceive an interest rate “discount” when borrowing from the Fund.?*

Early Warning Systems

Another official-sector response to the high incidence and severity of
emerging-market financial crises has been to try to build better early warn-
ing systems. Investing in an early warning system is attractive on at least
two grounds. First, banking, currency, and debt crises are extremely costly
to the countries in which they originate, as well as to other countries that
are affected by the spillover of the original crisis. For example, the IMF
(1998) has estimated that the cumulative output losses for emerging-
market banking crises and for (severe) currency crises averaged 12 and 8
percent, respectively. Another study found that a currency crisis some-
where in the world increased the probability of a second speculative attack
elsewhere by about 7 percent—even after controlling for economic and po-
litical fundamentals of the country concerned. Second, empirical research
strongly suggests that traditional market indicators of currency and de-
fault risks (such as interest rate spreads and credit ratings) frequently do
not provide much advance warning of an impending crisis. This is not en-
tirely surprising: If market participants expect an official bailout of a trou-
bled borrower, then the market interest rate is going to reflect the credit-
worthiness of the guarantor—not that of the troubled borrower. There
were almost no credit rating downgrades for the most severely affected
countries in the 18-month run-up to the Asian financial crisis. In contrast,
early warning indicators like the ratio of short-term external debt to re-
serves, the appreciation of the real exchange rate (relative to trend), a fall
in exports, and a decline in equity prices have shown themselves to be
good performers, including in the Asian financial crisis. Berg, Borensztein,
and Pattillo (2004) have tracked the performance of alternative predictors
of currency crises in emerging economies for the period running from 1996
to 2000. They found that the early warning model outlined in Kaminsky,
Lizondo, and Reinhart (1998) and Goldstein, Kaminsky, and Reinhart (2000)
did a considerably better job (out of sample) in forecasting emerging-
market currency crises than credit ratings, or interest rate spreads, or over-
all currency risk scores published by analysts.?>

24. Another option would be to make compliance with international standards an additional
factor in determining the size of access to IMF loans.

25. Berg, Borensztein, and Pattillo (2004) also found that the model outlined in Kaminsky, Li-
zondo, and Reinhart (1998) and Goldstein, Kaminsky, and Reinhart (2000) outperformed the
shorter-horizon models published by Goldman Sachs and Credit Suisse First Boston.
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The Fund introduced its own high-frequency “vulnerability exercise”
in 2001. According to the Fund, the inputs to its early warning system are
the multilateral surveillance findings from the World Economic Outlook
and the Global Financial Stability Report, individual-country surveillance
feedback from Article IV and program missions, cross-country surveil-
lance in specialist areas (e.g., financial-sector soundness), results from
early warning models, and market intelligence. These inputs are then an-
alyzed and presented to management at least once per quarter; some of
these vulnerability findings are also shared (in summary form) with the
Fund’s executive board.

A relevant question is whether the vulnerability exercise is currently re-
ceiving the resources and priority it deserves relative to the Fund’s other
surveillance activities.

The IMF employs about 1,000 economists. I am told that the full-time
equivalent of approximately a dozen economists works on the high-
frequency vulnerability exercise. Given the much larger resources now
devoted to Article IV consultations in the Fund, it would make sense to
shift some resources from say, Article IV consultations for smaller indus-
trial countries (e.g., Austria, Belgium, Denmark, Finland, the Nether-
lands, Norway, Portugal, Spain, Sweden, and New Zealand, among oth-
ers) to the vulnerability exercise. Consultations for these countries could
be put on a lower-frequency cycle. The issue here is one of where Fund re-
sources can make the greatest contribution and produce value added rel-
ative to what is available from research supplied by private financial
firms. I would submit that the payoff to additional resources is apt to be
largest when applied to gauging crisis vulnerability across countries and
over time for the 25 or so largest emerging economies. Of course, no
amount of additional staff preparation on crisis vulnerability will be ef-
fective unless the Fund management is also fully committed to upgrading
the early warning exercise and to giving it high priority in terms of their
own time and attention.

To sum up, trying to gauge crisis vulnerability in emerging economies
is an admittedly difficult task. Although empirical work shows that the
better-performing leading indicators anticipate the lion’s share of cur-
rency and banking crises that subsequently occur, that research also finds
that even the best indicators send a nontrivial number of false alarms
(Goldstein et al. 2000).26 This means that any vulnerability exercise will
inevitably make some mistakes. But the cost of not doing it—that is, of
missing the opportunity to spot impending crises early enough to take
corrective action—is apt to be much larger. Also, as experience with the
vulnerability exercise accumulates, the official sector should get better at
predicting crises and at gauging vulnerability. Evaluating whether coun-

26. See Abiad (2003) for a survey of early warning models and of the operational issues that
have to be dealt with in constructing such models.
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try A is more vulnerable today to a crisis than countries B and C, and
whether country A is more vulnerable today than it was one or two years
ago, carries in addition the advantage of forcing the IMF staff to ask the
right analytical questions about member countries. Given the stakes in-
volved, the high-frequency vulnerability exercise in the Fund should get
more resources and higher priority among surveillance activities than it
currently commands.

IMF Lending Policies

Discussions over IMF lending policies have been a recurrent theme over the
past five years in the debate on IFA reform. There have been both positive
and negative developments.

On the plus side of the ledger, the Fund has streamlined its condition-
ality on structural policies while rejecting proposals for wholesale change
that would make Fund lending decisions highly dependent on a small set
of preconditions.?” On the negative side, the Fund has not yet come up
with a framework that can effectively discipline decisions about financing
in amounts that exceed the Fund’s normal lending limits (what the Fund
calls “exceptional access”).

There was a pronounced upward trend in Fund structural policy con-
ditionality over 1985-2000, and this trend became steeper in the 1990s. In
the late 1990s, it became typical for a one-year IMF stand-by program to
have on the order of a dozen structural conditions and for a three-year
(Extended Fund Financing) program to have on the order of 50 of them
(Goldstein 2001). At the same time, obtaining compliance with these
structural policy conditions was becoming progressively more difficult.
After the experience of the Asian crisis countries, where the number and
detail of structural policy conditions were very extensive, it became ap-
parent to most observers as well as to the Fund itself, that IMF structural
policy conditionality had become excessive in both scope and detail. As a
result, the Fund’s executive board in September 2002 agreed to new
guidelines on conditionality. These new guidelines make it clear that all
Fund policy conditions must be “critical” to achievement of the program’s

27. By “structural policies,” I mean policies aimed not at the management of aggregate de-
mand but rather at improving the efficiency of resource use and/or at increasing the econ-
omy’s productive capacity. Structural policies are typically aimed at reducing or dismantling
government-imposed distortions or putting in place the institutional features of a modern
market economy. Such structural policies include, among others, privatization of public
enterprises; liberalization of trade, capital markets, and the exchange rate system; tax and
expenditure policies (apart from the overall fiscal stance); financial-sector policies; labor
market policies; pricing and marketing policies; transparency and disclosure policies;
poverty-reduction and social safety net policies; pension policies; corporate governance
policies (including anticorruption measures); and environmental policies.
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goals or to monitoring of the program’s implementation. The new guide-
lines also emphasize “parsimony” in the number of policy conditions,
and they underline that such conditions should normally stay within the
Fund’s “core” areas of responsibility and expertise, namely, monetary and
fiscal policies, exchange rate policies, and financial-sector policies.
Fortunately, the Fund did not run all the way to the other side of the
boat by jettisoning the essence of its “ex post” approach to policy condi-
tionality in favor of an approach centered on “prequalification” for Fund
loans. By “ex post” conditionality, I mean disbursing loans in stages or
“tranches,” after the borrowing country has satisfied the key macro-
economic and structural policy conditions laid out in the program. In con-
trast, prequalification means selecting a set of well-performing countries
that had met a small set of preconditions and making them eligible imme-
diately for large Fund loans; countries that did not meet these precondi-
tions would not be eligible for any assistance. Recall that the majority in
the Meltzer Commission (IFIAC 2000) favored just such a prequalification
approach; they argued that freedom of entry and operation for foreign
financial institutions, regular and timely publication of debt and off-
balance sheet liabilities, adequate capitalization of commercial banks, and
some (undefined) fiscal policy requirement would be sufficient to differ-
entiate worthy borrowers from unworthy ones. Recall too that the Fund
experimented briefly with prequalification when it established the Contin-
gent Credit Line (CCL) in 1999. This was a special Fund lending window
for countries that had demonstrated strong policies and that wanted a pre-
cautionary line of defense against a loss of market confidence linked to in-
ternational financial contagion. But the CCL was allowed to expire at end-
2003, after not a single country came forward to sign up for it (and this
despite efforts to make the CCL more attractive by sweetening its terms).
There are fundamental conceptual and practical problems with pre-
qualifying countries for large-scale Fund loans. To begin with, it is diffi-
cult to find a small, common set of macroeconomic and structural policy
conditions that, agreed at the time of qualification, would provide a good
test of creditworthiness at the time of activation. Not only do policies and
external conditions change over time, but there is also a broad range of
potential causes of crises. For example, the four preconditions set out in
the Meltzer Commission Report (IFIAC 2000) say nothing about profli-
gate monetary policies, and they leave undefined the proper fiscal policy
requirement;?8 likewise, problems that surface in the financial sector often
have their roots in deeper economic and structural weaknesses. It is in-
structive that although the CCL was often described as a prequalified line
of credit, creditor countries were not prepared to agree to its creation
without including the stipulation that a separate “activation” review take
place just prior to disbursement. Another problem is that there are apt to

28. See the minority report in the Meltzer Report (IFIAC 2000).

THE INTERNATIONAL FINANCIAL ARCHITECTURE 395



be strong political pressures against declaring countries ineligible if they
originally met the preconditions—even where there is strong evidence of
subsequent backtracking on performance.

It is also far from clear that prequalification would deter speculative at-
tacks. In this connection, there are examples of economies with large re-
serves and with large pledges of support that nevertheless faced strong
attacks (Hong Kong in 1997-98). Countries may worry additionally that
signing up for such a line of credit might be interpreted by the private
capital markets as a signal of impending “need” for external assistance;
indeed, this adverse selection effect was one of the factors frequently cited
in the unwillingness of emerging economies to apply for CCL eligibility.

In the end, warts and all, there is no practical alternative to evaluating
program compliance on a regular, phased basis as a quid pro quo for con-
tinued financing under a Fund program. Recent calls for creation within
the Fund of new large-scale, precautionary lending windows against ad-
verse capital market developments are thus misplaced.

The bad news on the evolution of the Fund’s financing facilities is that
“exceptional access” in Fund lending arrangements has been activated re-
peatedly over the past decade, without much agreement on what should
determine eligibility for such exceptional treatment and with too little re-
gard for the risks to the Fund’s financial position—to say nothing of any
moral hazard effects (be they direct or indirect) on private creditors or on
official borrowers. The normal access limits for loans under Fund pro-
grams are 100 percent of a country’s quota annually and 300 percent of
quota cumulatively. Despite statements by both incoming US Treasury of-
ficials and new managing directors of the IMF about the desirability of lim-
iting the scale of Fund financing, the normal access limits have been sur-
passed, often by large amounts, in the cases of Mexico (1995), Thailand
(1997), Indonesia (1997), Korea (1998), Brazil (1998-2001), Turkey (1999-
2002), Uruguay (1999-2001), and Argentina (2000-01); see table 12.2. One
result of this de facto access policy has been a concentration of Fund credit
among a small number of borrowing countries. Indeed in January 2004,
credit outstanding to the Fund’s three largest borrowers (Argentina, Brazil,
and Turkey) hit an unprecedented 70 percent of total credit—higher than
even at the height of the Asian financial crisis; in 1980, by way of compar-
ison, 16 debtors accounted for 70 percent of Fund credit outstanding.

Deciding when access to IMF loans should be exceptionally large is
a judgment call (Roubini and Setser 2004). If IMF financial assistance is
too small, the adjustment burden placed on the borrowing country in cri-
sis could be too heavy. Likewise, if the borrower is solvent and if the pri-
vate capital markets are unduly pessimistic about a country’s economic
prospects, an IMF rescue package that is small relative to the country’s
short-term external debt obligations might impede a return of market
confidence. On the other hand, an IMF loan that is very large could dis-
courage the borrower from taking adequate adjustment measures, could
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Table 12.2 IMF exceptional access arrangements

Amount agreed Total disbursed

As As As As

percent In billions percent percent In billions percent

Country and year of quota of dollars of GDP of quota of dollars of GDP
Mexico, 1995 688 18.0 4.4 500 13.1 3.2
Thailand, 1997 505 3.9 2.2 470 3.7 2.0
Indonesia, 1997 557 1.3 5.0 555 11.3 5.0
Korea, 19982 1,938 20.8 4.0 1,802 19.4 3.7
Brazil, 1998 600 18.4 2.3 436 13.4 1.7
Uruguay, 1999-2001 694 27 14.5 560 22 1.7
Argentina, 2000-01 800 221 7.8 461 12.7 45
Brazil, 2001 400 15.6 3.1 375 14.6 2.9
Brazil, 2002 752 29.3 5.7 567 221 4.3
Brazil, combined 900 35.1 6.9 770 30.1 5.9
Turkey, 1999-2001 1,560 20.7 10.4 1,218 16.2 8.1
Turkey, 2002 1,330 17.6 8.9 1,154 14.8 7.7
Turkey, combined 2,548 33.8 17.0 1,709 23.1 1.4

a. Korea’s quota was unusually small in relation to its GDP.

Note: Combined programs = outstanding disbursement plus new commitment; however, some of
the new commitment was intended to refinance the IMF’s existing exposure. Special drawing rights
(SDR) are converted into dollars at the SDR/dollar exchange rate at the time of the initial program.

Sources: Financial data from International Monetary Fund, www.imf.org/external/fin.htm; GDP data
from Moody’s Investor Service.

bail out private creditors from living with the consequences of poor in-
vestment decisions, and could put the Fund’s financial position at risk if
the borrower is unable or unwilling to meet its financial obligations to the
Fund. If the Fund were to get into financial difficulties as a result of con-
centration of credit to a few large borrowers, access to Fund credit could
be constrained for other potential borrowers, the Fund would have to in-
crease its precautionary balances, and creditor countries could either be
discouraged from providing additional resources to the Fund in the fu-
ture or might be willing to finance increased quotas only under different
conditions/safeguards than in the past. To date, the empirical evidence
has not been decisive either on the influence that loan size has on the ef-
fectiveness of IMF programs or on the direct and indirect effects of IMF
lending on borrower or lender moral hazard.?’

29. See Roubini and Setser (2004). On the whole, they interpret the available evidence as sug-
gesting that large IMF loans are more effective when the borrowing country has a low debt
burden and is committed to corrective policy actions, and that IMF loans did not produce
serious lender moral hazard, except in the cases of Russia (1998-99) and Turkey (2000-03).
Benelli (2003) finds that large IMF loans did not improve the likelihood of success for IMF
programs, where “success” is defined as meeting or exceeding the program’s initial projec-
tions for private net capital flows; in contrast, policy adjustment did improve the likelihood
of success. Mussa (1999) refers to “indirect” moral hazard as a situation in which interna-
tional financial support facilitates moral hazard by national governments. Both Mussa (1999)
and Jeanne and Zettlemeyer (2001) argue that the direct subsidy effect of IMF lending is not
large enough to generate significant lender moral hazard. Dell’Ariccia, Godde, and Zettel-

THE INTERNATIONAL FINANCIAL ARCHITECTURE 397



In an effort to enhance the clarity and predictability of the Fund’s re-
sponse in crisis resolution and to strengthen safeguards on the Fund’s
resources, the Fund’s executive board approved a new framework on
exceptional access in February 2003. The new framework set out four cri-
teria that would need to be met to justify exceptional access during a cap-
ital account crisis: (1) the country was experiencing capital account pres-
sures that could not be met within normal access limits; (2) there was
a high probability that the country’s debt would remain sustainable;
(3) there were good prospects that the country could regain access to pri-
vate capital markets during the time when Fund loans would be out-
standing; and (4) the country’s policy program offered a reasonably
strong prospect of success. On top of this, the new framework established
tougher procedures for decision making on exceptional access, including
a higher burden of proof in program documentation, ex post evaluation
of programs with one year of the end of the agreement, and systematic
board consultations on program negotiations through confidential infor-
mal briefings. In March 2003, the executive board strengthened the pre-
sumption that when exceptional access was granted in capital account
crises, the funds would be provided under the IMF’s Supplementary Re-
serve Facility (SRF), which carries higher interest rates (300 to 500 basis
points higher) and shorter repayment maturities than the Fund’s normal
lending window. More recently, it was agreed that a country utilizing ex-
ceptional access would be required to publish the IMF staff report accom-
panying the request.

Designing a sensible framework for exceptional access is one thing. Im-
plementing that framework is another. Even if one puts aside exceptional
access decisions taken prior to agreement on the new framework that
would have violated the new criteria (e.g., Argentina in 2001, Turkey in
2000, and Uruguay in 2002), it is troubling that access decisions taken for
Argentina and Brazil in the aftermath of the new framework did not com-
ply with it. As the IMF staff acknowledge in a recent paper, Argentina’s
public and external debt was not sustainable pending a debt restructur-
ing. It is debatable whether there was a “high probability” that Brazil’s
public debt was sustainable. Brazil’s balance-of-payments need was po-
tential rather than actual; indeed, the Brazilians treated their recent Fund
arrangement as a precautionary one. Argentina was not likely to reenter
international capital markets during the time Fund resources would be
outstanding.

meyer (2000) show that the conditions are demanding for obtaining a good empirical test of
moral hazard in international crisis lending. Goldstein (2000) maintains that the indirect
moral hazard effects of IMF lending can be significant. Dooley and Verma (2003) argue that
the timing of emerging-market financial crises and the scale of capital inflows leading up to
a crisis are the anticipated outcome of private investors” incentive to exploit a pool of gov-
ernment insurance (including loans from the IMF).
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Nor has the presumption been fulfilled in practice that countries obtain-
ing exceptional access would finance all of it under the SRF. While the first
large Fund programs that used the SRF (i.e., Korea in 1997, Russia in 1998,
and Brazil in 1998) financed all the “exceptional” part of access using the
SRE the more recent (from 2000 on) exceptional access cases typically did
not. After all, when emerging economies are under market stress, they
want to minimize interest costs and to stretch out repayment schedules—
especially if they are not confident about how long it will take to deliver a
turnaround in private capital flows and a rebound in market confidence.
These financing terms are the opposite of what the SRF offers. As such,
there is a strong temptation to invoke arguments for why the SRF should
not apply to a particular situation (e.g., it was never a capital account cri-
sis, or it was at one time a capital account crisis but it no longer is, or the
country is facing a potential not an actual crisis, or the country’s debt re-
payments or budget financing requirements present a special situation).

If there is no capital account crisis and the SRF is thereby judged not to
apply, then exceptional access can still be approved under an undefined
“exceptional circumstance” clause contained in earlier (1983) Fund access
decisions, and it can be financed by recourse to the Fund’s regular lend-
ing windows; while here too there is an interest surcharge for large loans,
it is lower than the surcharge for the SRF and, more significantly, the re-
payment periods are considerably longer than with the SRE. Even when
exceptional access is funded under the SRF, the country can lengthen its
repayment schedule (by switching from an expected payment date to an
obligation payment date). And in early 2003, the Fund amended the re-
payment terms in the SRF window itself to make them more lenient on
borrowers. All of this of course blunts the original purpose of limiting ex-
ceptional access. Also, as I have argued elsewhere, probably the best one
can expect from higher interest charges related to exceptional access is
that they would induce faster repayment to the Fund; countries that are
badly in need of external funds and that can’t obtain those funds from pri-
vate creditors are not going to be much deterred by higher interest rate
charges from seeking exceptional access from the IMF.30

What might be done differently in the future to limit exceptional access
cases and to give teeth to the new (exceptional access) framework? I
would recommend two amendments.3! First, as proposed earlier in a CFR

30. Under the SRE, the interest rate increases with the length of the repayment period. In con-
trast, under the Fund’s normal lending windows, the interest rate increases (up to a cap)
with the size of the loan.

31. Roubini and Setser (2004) propose that the Fund’s normal access limits should be in-
creased to 300 percent (annual) and 500 percent (cumulative) to reflect the reality of the size
of IMF loans during recent exceptional access cases. The rub, however, is that actual average
access has been much below the access limits in nonexceptional access cases, and the actual
average access might well increase by an unwarranted amount if the access limits were in-
creased so substantially. Suffice to say that the Roubini-Setser proposal merits further study.
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(1999) report, decisions to grant exceptional access should be subject to a
supermajority—say 75 to 80 percent of voting strength. This would make
it more likely that exceptional access decisions were truly viewed as mer-
iting exceptional treatment by a wide swath of the IMF membership—and
not merely regarded as “systemic crises” by the borrowing country, sev-
eral of its neighbors, and one or two G-7 countries in that neighborhood.
In this connection, it should be recalled that there have been a few excep-
tional access cases where a group of executive directors abstained from
the voting—perhaps suggesting that a supermajority voting requirement
could have an impact. One hurdle for a supermajority provision is that
formal changes in Fund voting majorities would require an amendment
of the IMF’s charter—a process that can be time-consuming.3? An infor-
mal procedure might therefore be better. Specifically, the exceptional ac-
cess framework could be amended to say that the managing director
would not bring a request for exceptional access to the Fund’s executive
board unless earlier consultations with the board indicated that at least 75
percent of the voting power was in favor of it.

A second useful amendment would require the Fund’s managing di-
rector to sign off explicitly that the decision to grant exceptional access
met all the requirements of the new exceptional access framework.? In
the spirit of the provision in the Sarbanes-Oxley law that requires CEOs
to vouch personally for the accuracy of their firm’s financial statements,
the purpose here is both to motivate more rigorous due diligence by the
(Fund) staff and to give greater negotiating leverage to the Fund’s man-
aging director to stand up against even the Fund’s major shareholders if
he/she regards pressure to grant exceptional access as unwarranted.?
The aim is not to make exceptional access impossible; it is rather to ensure
that when exceptional access is granted, it meets a higher threshold of
proof than in the past.

Concluding Remarks
This year marks the 60th anniversary of the IMF. There should be little

question about the overall contribution that the IMF has made to the in-
ternational economic landscape: without the Fund and its conditional fi-

32. The IMF’s charter sets out required voting majorities for various kinds of decisions.

33. There is already a strong presumption—Ilaid out in the original conditionality guide-
lines—that the managing director will only take to the Fund’s executive board requests for
loans that he/she believes can be implemented successfully; the proposed amendment
would go farther for exceptional access cases.

34. Unlike Sarbanes-Oxley, the sign-off procedure would not subject the CEO (the managing
director) to personal legal liability; the motivation instead is to increase the burden of proof
for recommending exceptional access.
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nancing, there would undoubtedly have been deeper recessions, more
chaotic debt defaults, and greater resort to trade protectionism. But argu-
ing that the world economy continues to need an IMF should not preclude
a new US administration from pressing hard for further reform of the IMF
and the IFA. Considerable progress in strengthening the IFA has already
been made in moving most emerging economies toward currency regimes
of managed flexibility, in increasing the use of collective action clauses in
international sovereign bonds, and in making IMF operations and deci-
sions more transparent.3® That progress can and should be extended.

Three of the reforms proposed in this chapter come under the heading
of getting the Fund to return to its roots.

A well-functioning exchange rate system cannot be concerned only
with balance-of-payments deficits and with overvalued exchange rates.
Balance-of-payments surpluses and exchange rate undervaluations have
to be of concern as well—especially when they are being influenced sig-
nificantly by large-scale, prolonged, one-way exchange market interven-
tion. The IMF should not be ceding its responsibility to speak out against
exchange rate manipulation to national governments, lest it risk the very
kinds of conflicts on exchange rate policy that its founders sought to
avoid. There have been cases when IMF advice to emerging economies on
exchange rate policy has been influential, and it could be again.3® Emerg-
ing economies now have a large enough weight in the global economic
system that they too have to be part of the international adjustment
process, including the appropriate adjustment of their exchange rates. In
short, it is past time for the Fund to give substance to its obligation to ex-
ercise “firm surveillance” over the exchange rate policies of all its mem-
ber countries—developing and industrial.

35. See Goldstein (2002a) on the advantages of marrying a managed floating currency re-
gime with a monetary framework of inflation targeting and with measures to reduce cur-
rency mismatching. Mexico’s embrace of collective action clauses in 2003 seems to have
prompted other emerging economies to follow suit: 18 countries now include collective ac-
tion clauses in their international sovereign bonds issued under New York law, and there has
been no sign of higher issuance costs for debt issues with collective action clauses. The IMF
now publishes three-quarters of its country reports, along with almost all Fund policy pa-
pers; it also releases the weekly calendar of executive board meetings. Less progress has
been made in developing a voluntary code of conduct—laying out standards and responsi-
bilities for debtors and private creditors during debt negotiations. The sovereign debt re-
structuring mechanism (SDRM), initially proposed by Anne Krueger (2001), the IMF’s first
deputy managing director, seems to be on the back burner, at least until such time as the
lessons are identified from Argentina’s ongoing debt restructuring saga.

36. To take one notable example, Lardy (1999)—drawing on Chinese sources—documents
that the IMF had considerable influence both on China’s decision in January 1984 to aban-
don the internal settlement rate for the renminbi and on the decision in July 1986 to under-
take a large (15.8 percent) one-time devaluation of the renminbi—rather than continue with
a series of minidevaluations.
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With the average public debt ratio (to GDP) in emerging economies now
hovering at about 70 percent—nearly three times as high as the IMF (2003b)
calculates would be sustainable for the typical emerging economy—debt
sustainability and fiscal policy discipline are clearly a second area where
the IMF should get back to basics. This means, among other things, trying
to persuade emerging economies of the need to increase government rev-
enues and control public expenditures (the latter especially during boom
periods) and to reduce over time dependence on interest and exchange
rate-linked debt.?” It also means subjecting all IMF loans to more rigorous
and more objective analysis of debt sustainability. Efforts should be made
to eliminate the (optimistic) biases that have been evident in the Fund'’s
earlier medium-run projections of public debt for emerging economies (es-
pecially those with IMF programs) and to make the analysis of debt sus-
tainability a central element in Fund surveillance and program discussions
with member countries. The introduction of GDP-indexed bonds should
be explored seriously since they offer the potential to provide greater cush-
ioning for emerging economies against unusually adverse outturns. No
one wants to relive the emerging-market debt crisis of the 1980s.

The IMF has been providing loans to countries with a balance-of-
payments need for more than 50 years. But the practice of extending loans
way beyond the normal access limits has become less exceptional over the
past decade than used to be the case. Yes, there have been some very good
bottom-line results (that is, V-shaped recoveries, relatively quick return to
private capital markets, and repayment to the Fund ahead of schedule)
from several of these large loans, most notably Mexico (1994-95) and
Korea (1997-98). And yes, no recipient of an enlarged access loan has so
far defaulted on its obligations to the Fund. But there is a growing con-
sensus that the use of exceptional access loans has not been discriminat-
ing enough. The Fund’s recent experience with Argentina has demon-
strated dramatically what happens when very large Fund loans are
provided to a country with an unsustainable debt situation and an over-
valued real exchange rate; when additional Fund loans have to be ex-
tended to coax repayment of earlier ones; and when the normal interpre-
tations of Fund conditionality, “good faith” bargaining with private
creditors, and “equal treatment” of countries are twisted beyond recogni-
tion to avoid a default to the Fund. There have also been other exceptional
access cases (Brazil, Turkey, and Uruguay) where Fund repayment might
have become problematic, had not earlier loans been topped up after the
original programs failed or came under heavy strain. The fact that excep-

37. Again, fiscal policy and public debt problems are by no means confined to emerging
economies: witness, for example, recent criticism of the US fiscal outlook over the coming
decade and the controversy about noncompliance by several EU countries with the fiscal
policy guidelines laid out in the Stability and Growth Pact. See the analysis of fiscal policies
in the chapter by Michael Mussa in this book.
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tional access loans to three emerging economies (Argentina, Brazil, and
Turkey) have brought the concentration of Fund credit to a historic high
also rightly worries many observers.

Rodrigo de Rato, the Fund’s new managing director, has argued (de
Rato 2004, 4-5) that the international community clearly needs a Fund
that “can say ‘No’ selectively, perhaps more assertively, and above all,
more predictably than has been the case in the past.” He has also main-
tained that the prospect of the Fund declining to provide financial sup-
port would help strengthen the incentives to implement sound policies.
The criteria set out in the Fund’s new (February 2003) framework for ex-
ceptional access (especially the one stressing debt sustainability) provide
in principle a way to make more sensible access decisions, but the initial
experience with it already indicates that it is being honored in the breach.
Something additional is therefore needed to stiffen the backbone of the
Fund to say “no” when it is warranted and to return exceptional access
policy to its earlier (pre-1994) norm. The supermajority and managing di-
rector sign-off amendments suggested above are intended to aid in that
objective.

The other three reforms proposed in this chapter involve areas where
the IFA needs to evolve—either to meet the changing characteristics of re-
cent financial crises or to strengthen earlier official efforts to improve cri-
sis prevention and crisis resolution.

Taking a “balance sheet” approach to the analysis of crisis vulnerability
is warranted by the presence of serious currency mismatches in virtually
all the prominent emerging-market financial crises of the past decade. A
vital first step here is to obtain better measures of currency mismatch and
to monitor those measures more carefully than in the past—including
publication of mismatch indicators so that the private capital markets can
bring disciplinary pressure to bear when these mismatches become too
large. The other key recommendations in this sphere are to encourage
more emerging economies to adopt the macroeconomic, exchange rate,
and prudential policies that cross-country experience shows tend to re-
duce currency mismatches. While currency mismatch may sound like a
narrow, arcane technical matter, it is at the heart of what makes large cur-
rency depreciations in many emerging economies so troublesome. The
better emerging markets become at getting and keeping currency mis-
matches under control, the sooner will the benefits of exchange rate flex-
ibility be more widely seen as outweighing the costs.

Another common characteristic of most emerging-market currency,
banking, and debt crises of the past decade has been fragile financial
sectors—hence, the global initiative on international standards and codes
of good practice that seek to improve financial regulation and supervi-
sion, strengthen the financial infrastructure, and upgrade data and macro-
economic policy transparency. The initial skepticism about the feasibility
of obtaining agreement on such standards has now been laid to rest. The
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bigger challenge is creating sufficiently strong incentives to promote ef-
fective “implementation.” To this end, the Fund and the Bank have to con-
vince private financial markets that their published reports on compliance
with standards (ROSCs) are important for assessing countries’ credit-
worthiness and thus should be reflected more strongly in market borrow-
ing costs.

I have argued that prospects for meeting the market test of credibility
will be advanced by focusing the standards effort on the existing core
group of standards, by limiting the number of assessments done each
year, and by seeking greater consistency across countries and regional
groups. Giving countries with good compliance records on standards an
interest rate discount when they borrow from the Fund would further in-
crease the incentives for compliance.

Finally, it seems like every new managing director of the Fund and
every new US Treasury secretary indicates that better early warning sys-
tems need to be developed so that the international community is not left
with a menu of unpalatable choices after emerging-market financial crises
have already occurred. The problem is that, in practice as opposed to
rhetoric, early warning systems do not typically get the resources and pri-
ority within surveillance work that they need to become more effective.
Part of this reflects a reluctance to be seen as precipitating a crisis by blow-
ing the whistle on the most vulnerable cases; part of it is a reflection of the
false alarms that will probably accompany the accurate signals; and part
of it is the heavy call on staff resources to deal with crises that have al-
ready broken out. But the official sector will not get better at early warn-
ing until it invests more heavily in it and until it is prepared to accept the
“price” of an occasional wrong call in exchange for the larger benefits of
a higher number of well-founded early warnings.

It is neither necessary nor desirable to go to extremes in trying to
strengthen the IFA. While some have proposed abolishing the IMF alto-
gether (Shultz 1995), or restricting the Fund’s activities to surveillance with
no lending (Rogoff 1999), or turning the IMF into a lender of first resort
that provides (precautionary) loans on a massive scale to countries that
meet a few prequalification criteria (IFIAC 2000), better results will be ob-
tained within the existing institutional structure by returning the Fund to
its roots and by having it focus on a small number of promising initiatives.

References

Abiad, Abdul. 2003. Early-Warning Systems: A Survey and Regime-Switching Approach. IMF
Working Paper 03/32. Washington: International Monetary Fund.

Barth, James, Gerard Caprio, and Ross Levine. 2001. Bank Regulation and Supervision: What
Works Best? NBER Working Paper 9323. Cambridge, MA: National Bureau of Economic
Research.

404 THE UNITED STATES AND THE WORLD ECONOMY



Barth, James, Daniel Nolle, Triphon Phumiwasana, and Glenn Yago. 2002. A Cross-Country
Analysis of the Bank Supervisory Framework and Bank Performance. Economic and Policy
Analysis Working Paper 2002-2. Washington: Office of the Comptroller of the Currency.

Benelli, Roberto. 2003. Do IMF-Supported Programs Boost Private Capital Inflows: The Role of
Program Size and Policy Adjustment. IMF Working Paper 03/231. Washington: Interna-
tional Monetary Fund.

Berg, Andrew, Eduardo Borensztein, and Catherine Pattillo. 2004. Assessing Early Warning
Systems: How Have They Worked in Practice? IMF Working Paper 04/52. Washington: In-
ternational Monetary Fund.

Bergsten, C. Fred. 2004. The IMF and Exchange Rates. Testimony before the Committee on
Banking, Housing, and Urban Affairs, US Senate, Washington (May).

Bergsten, C. Fred, and John Williamson. 2004. Designing a Dollar Policy. In Dollar Adjust-
ment: How Far? Against What?, ed., C. Fred Bergsten and John Williamson. Washington:
Institute for International Economics.

Borensztein, Eduardo, and Paolo Mauro. 2002. Reviving the Case for GDP-Indexed Bonds. IMF
Policy Discussion Paper 02/10. Washington: International Monetary Fund.

Christofides, Charis, Christian Mulder, and Andrew Tiffin. 2003. The Link Between Inter-
national Standards of Good Practice, Foreign Exchange Spreads, and Ratings. IMF Working
Paper 03/74. Washington: International Monetary Fund.

CFR (Council on Foreign Relations). 1999. Safeguarding Prosperity in a Global Financial System:
The Future International Financial Architecture, Carla Hills and Peter Peterson, co-chairs,
Morris Goldstein, project director. Institute for International Economics, Washington.

Das, Udaiabir, Marc Quintyn, and Kina Chenard. 2004. Does Regulatory Governance Matter for
Financial System Stability: An Empirical Analysis. IMF Working Paper 04/89. Washington:
International Monetary Fund.

Dell’Ariccia, Giovanni, Isabel Godde, and Jeromin Zettelmeyer. 2000. Moral Hazard and In-
ternational Crisis Lending: A Test. International Monetary Fund, Washington. Photocopy.

Dooley, Michael, and Sujata Verma. 2003. Rescue Packages and Output Losses During
Crises. In Managing Currency Crises in Emerging Markets, ed., Michael Dooley and Jeffrey
Frankel. Chicago, IL, and Cambridge, MA: National Bureau of Economic Research and
University of Chicago Press.

Goldstein, Morris. 1997. The Case for an International Banking Standard. POLICY ANALYSES IN IN-
TERNATIONAL ECONOMICS 47. Washington: Institute for International Economics.

Goldstein, Morris. 1998. The Asian Financial Crisis. POLICY ANALYSES IN INTERNATIONAL Eco-
NOMICS 55. Washington: Institute for International Economics.

Goldstein, Morris. 2000. Strengthening the International Financial Architecture. Institute for In-
ternational Economics Working Paper 00-8. Washington: Institute for International Eco-
nomics. Revised version in Managing Currency Crises in Emerging Markets, ed., Michael
Dooley and Jeffrey Frankel. 2003. Chicago, IL, and Cambridge, MA: National Bureau of
Economic Research and University of Chicago Press.

Goldstein, Morris. 2001. IMF Structural Conditionality. Institute for International Economics
Working Paper 01-4. Washington: Institute for International Economics. Revised version
in Economic and Financial Crises in Emerging Market Economies, ed., Martin Feldstein.
2003. Chicago, IL, and Cambridge, MA: National Bureau of Economic Research and
University of Chicago Press.

Goldstein, Morris. 2002a. Managed Floating Plus. POLICY ANALYSES IN INTERNATIONAL Eco-
NOMICS 66. Washington: Institute for International Economics.

Goldstein, Morris. 2002b. Lessons of Recent Currency Crises. Brookings Trade Forum 2002.
Washington: Brookings Institution.

Goldstein, Morris. 2003. Brazil, Debt Sustainability, and the IMF. Institute for International Eco-
nomics Working Paper 03-1. Washington: Institute for International Economics.

Goldstein, Morris. 2004. Adjusting China’s Exchange Rate Policies. Institute for International
Economics Working Paper 04-1. Washington: Institute for International Economics.

THE INTERNATIONAL FINANCIAL ARCHITECTURE 405



Goldstein, Morris, Graciela Kaminsky, and Carmen Reinhart. 2000. Assessing Financial Vul-
nerability: An Early Warning System for Emerging Markets. Washington: Institute for In-
ternational Economics.

Goldstein, Morris, and Philip Turner. 2004. Controlling Currency Mismatches in Emerging
Economies. Washington: Institute for International Economics.

Hufbauer, Gary, and Yee Wong. 2004. China Bashing 2004. International Economics Policy
Brief 04-5. Washington: Institute for International Economics.

IIF (Institute for International Finance). 2002. Action Plan Proposals and Dialogue with the
Private Sector. Appendix D to Does Subscription to the IMF’s Special Data Dissemination
Standard Lower a Country’s Credit Spread? Washington: Institute for International Finance.

IFIAC (International Financial Institutions Advisory Commission). 2000. Meltzer Commission
Report. Washington: US Congress.

IMF (International Monetary Fund). 2003a. Access Policy in Capital-Account Crises: Modifica-
tions to the Supplemental Reserve Facility and Follow-up Issues Related to Exceptional Access
Policy. Washington: International Monetary Fund.

IMF (International Monetary Fund). 2003b. Sustainability Assessments: Review of Application
and Methodological Refinements. Washington: International Monetary Fund.

IMF (International Monetary Fund). 2004a. Review of Exceptional Access Policy. Washington:
International Monetary Fund.

IMF (International Monetary Fund). 2004b. Report of the Acting Managing Director to the Inter-
national Monetary and Financial Committee on the IMF’s Policy Agenda. Washington: In-
ternational Monetary Fund (September).

IMF (International Monetary Fund). 2004c. IMF Executive Board Concludes Review of Pol-
icy on Exceptional Access to Fund Resources. Public Information Notice 04/54. Wash-
ington: International Monetary Fund.

Jeanne, Olivier, and Jeromin Zettelmeyer. 2001. International Bail-Outs, Moral Hazard, and
Conditionality. Economic Policy 33 (October). Washington: International Monetary Fund.

Kaminsky, Graciela, Saul Lizondo, and Carmen Reinhart. 1998. Leading Indicators of Currency
Crises. IMF Staff Papers 45, no. 1 (March). Washington: International Monetary Fund.

Kenen, Peter, Jeffrey Shafer, Nigel Wicks, and Charles Wyplosz. 2004. International Economic
and Financial Cooperation: New Issues, New Actors, New Responses. Geneva and London:
International Centre for Monetary and Banking Studies and Centre for Economic Policy
Research.

Krueger, Anne. 2001. International Financial Architecture for 2002: A New Approach To Sov-
ereign Debt Restructuring. Speech at the National Economists” Club Annual Members’
Dinner, American Enterprise Institute, Washington, November 26.

Krueger, Anne. 2004. Virtuous in Old Age: How the IFIs Can Help Prepare for Demographic
Change. Speech delivered at Federal Reserve Bank of Kansas City Symposium, Jackson
Hole, Wyoming, August.

Lardy, Nicholas. 1999. China in the International Financial System. In China Joins the World:
Progress and Prospects, ed., Elizabeth Economy and Michael Oksenberg. New York:
Council on Foreign Relations.

Manase, Paolo, Nouriel Roubini, and Axel Schimmelpfennig. 2003. Predicting Sovereign
Debt Crises. International Monetary Fund, Washington. Photocopy.

Mussa, Michael. 1999. Reforming the International Financial Architecture: Limiting Moral
Hazard and Containing Real Hazard. In Capital Flows and the International Financial Sys-
tem. Sydney: Reserve Bank of Australia.

de Rato, Rodrigo. 2004. The IMF at 60: Evolving Challenges, Evolving Role. Opening re-
marks at conference on Dollars, Debts, and Deficits—60 Years after Bretton Woods,
Madrid, June.

Reinhart, Carmen, Kenneth Rogoff, and Miguel Savastano. 2003. Debt Intolerance. Brook-
ings Papers on Economic Activity I. Washington: Brookings Institution.

Rogoff, Kenneth. 1999. Institutions for Reducing Global Financial Instability. Journal of Eco-
nomic Perspectives (Fall).

406 THE UNITED STATES AND THE WORLD ECONOMY



Roubini, Nouriel, and Brad Setser. 2004. Bailouts or Bail-ins? Responding to Financial Crises in
Emerging Markets. Washington: Institute for International Economics.

Shultz, George. 1995. Economics in Action: Ideas, Institutions, and Policies. American Eco-
nomic Review 85.

Sundararajan, V., David Marston, and Ritu Basu. 2001. Financial Systems Standards and Fi-
nancial Stability: The Case of the Basel Core Principles. IMF Working Paper 01/62. Wash-
ington: International Monetary Fund.

Truman, Edwin. 2003. Inflation Targeting in the World Economy. Washington: Institute for In-
ternational Economics.

Williamson, John. Forthcoming. Curbing the Boom-Bust Cycle: Stabilizing Short-Term Capital
Flows to Emerging Markets. Washington: Institute for International Economics.

THE INTERNATIONAL FINANCIAL ARCHITECTURE 407






