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ANNEX

Communi qué of the Interim Conmmttee of the Board of Governors
of the International ©Mbnetary Fund

1. The InterimConmttee held its forty-ninth neeting at Hong Kong, China, on
21 Septenber 1997 under the Chairmanship of M. Philippe Maystadt, Deputy Prinme
M ni ster and M nister of Finance and Foreign Trade of Bel gi um (see appendi x |
for attendance).

2. The Conmittee wel coned the generally favourable prospects for the continued
expansi on of world output and trade. There are, neverthel ess, risks that
confront individual countries and that could al so affect the world econony, if
not deci sively addressed.

In the advanced economi es as a group, growh with lowinflation is
projected to continue. However, sustained fiscal consolidation
remai ns a chal l enge for many countries, requiring resolute policies
over the near and mediumterm Exchange rates anong the major
currencies should reflect econom ¢ fundanentals, bearing in mnd the

i nportance of avoiding |arge external inbalances. In countries that
have reached high | evels of resource use, including the United States,
nonetary policy will need to guard agai nst the re-energence of
inflation. 1In continental Europe, nonetary policy should remain

consi stent with sustained expansion of donmestic demand. The chall enge
for Japan is to achieve the objective of donestic demand-1ed growth
with a supportive stance of nmonetary policy, while proceeding
vigorously with its structural reformprograme and further
consolidating its fiscal position over the nediumterm H gh levels
of structural unenploynent in several European countries point to the
pressing need for nore determned efforts to increase efficiency and
adaptability in | abour and product nmarkets and to reformtax, socia
benefits and other entitlenent systens.

The growt h performance and prospects of devel oping countries as a
group have strengthened in recent years. However, further

i nprovenents are needed in nmany cases to achi eve significant
reductions in poverty. This highlights the need to nmaintain

nmacr oeconomi ¢ di sci pline and accel erate structural reforns, including
"second-generation" refornms ainmed at strengthening public

admi nistration and financial sector managenent, devel opi ng human
capital, promoting basic infrastructure, and fostering a conducive and
transparent environment for private investnent.

In sone energing narket econom es, |arge external inbal ances and
fragi |l e banki ng systens have adversely affected investor confidence
and have exacerbated the risks emanating fromvolatile capita
novenents.

In the transition countries, growh has resuned foll owi ng good
progress, in nost cases, with macroecononic stabilization and
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structural reforms. Strengthening growth perfornmance depends on

speeding up legal, institutional and other reforns that encourage
private econonic activity and investnent. To safeguard and build upon
the achi evenents thus far, inflation will in nost cases need to be

| owered further through disciplined nmacroecononic policies.

3. The Conmi ttee wel comed progress nmade towards a successful European Economnic
and Monetary Union (EMJ) that contributes to stability in the internationa
nonetary system The econom ¢ convergence achi eved in Europe and the strong
comitnent to start EMJ on schedul e constitute a sound basis for securing a
snmooth transition to the euro on 1 January 1999. The best way to ensure a solid
and stabile EMJ will be for its participants to denonstrate not only their
comitnent to the fiscal requirements of the Stability and G ow h Pact but al so
their resolve to attack the root causes of Europe's high unenpl oynent.

4. The Conmittee reaffirmed the vital contribution of globalization to
econom c growh worldw de. Adherence by all nenbers to the policy guidelines
set out in the Commttee's Declaration on Partnership for Sustainable d oba
Gowth is essential to ensuring that all share in the benefits of globalization
The Conm ttee wel comed the recent adoption by the International Mnetary Fund of
gui del i nes on governance issues, as well as the ongoing efforts to enhance the
soundness of financial systens, notably the establishment of the Core Principles
of Effective Banking Supervision devel oped by the Basle Committee in conjunction
with the supervisory authorities in a nunber of energing narket econom es.

5. The Committee noted that recent disturbances in Asian financial narkets
have agai n underscored the inportance for policy nakers in all countries to
ensure the internal consistency of nmacroecononmc policies, strengthen financia
systens, and avoi d excessive external deficits and reliance on short-term
foreign borrowing. Although the inpact of recent financial market turnoil on
sone of the countries affected is expected to result in a slowdown of growmh in
the near term the countries' econom c fundanentals renmain solid and their

| onger-termoutl ook if favourable provided that the required adjustment policies
are sustained. The Commttee also noted that the recent Asian experience has
illustrated that rising capital flows may require sone adaptati on of exchange
rate arrangenents to changing circunstances. Regardless of a country's exchange
rate arrangenent, the maintenance of appropriate macroeconom ¢ and structura
policies consistent with that arrangenent renains cruci al

6. The Conmi ttee comended the Fund for its pronpt and effective response to
the events in Asia, welconed the support provided by the region, and invited the
Executive Board to exam ne what further |essons could be drawn for the Fund's
work and to report its findings to the next neeting of the Commttee. In this
context, the Commttee recogni zed that the recent devel opments raised a nunber
of anal ytical issues, including on the prevention of crises and contagi on
effects. The Committee stressed the inportance of openness and accountability
of econom ¢ policy-nmaking, and of transparency, to achieving policy credibility
and confidence-building in a globalized environnent. It would be useful for the
Fund to work in this area, including the possibility of devel oping a code of
good practices. Tinely and accurate economic information are al so needed to

i nprove the functioning of markets. The Committee wel coned the Fund's Specia
Data Di ssem nation Standard and the recent voluntary rel ease of press
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i nformation notices on the concl usions of Fund surveillance in individua
menbers, making an inportant contribution to transparency. The Conmittee | ooked
forward to the strengthening of the Fund's Special Data D ssem nation Standard.

7. The Conmittee reiterated its view that an open and |iberal system of
capital nmovements, supported by sound macroecononi ¢ policies and strong
financial systens, enhances economic welfare and prosperity in the world
econonry. The Committee adopted a statenent entitled "The liberalization of
capital movements under an amendnment of the Fund's articles", which is contained
in appendi x |, and considered that an amendnent of the Fund's articles wll
provide the nost effective means of pronoting an orderly liberalization of
capital nmovements consistent with the Fund's role in the international nonetary
system The Committee required the Executive Board to accord high priority to
conpleting its work and submtting a report and a proposed draft amendrment to
the Board of Governors.

8. The Conmi ttee wel comed the agreenent reached by the Executive Board on both
the size of the increase in quotas under the Eleventh General Review and on the
nethod to be used to distribute the overall increase in quotas. The Comittee

agreed that:
The present total of Fund quotas would be increased by 45 per cent;

Seventy-five per cent of the overall increase would be distributed in
proportion to present quotas;

Fi fteen per cent of the overall increase would be distributed in

proportion to nmenbers' shares in cal cul ated quotas (based on 1994
data), so as to better reflect the relative econom c positions of
nenbers;

The renmaining 10 per cent of the overall increase would be distributed
anong t hose nmenbers whose present quotas are out of line with their
positions in the world econony (as neasured by the excess of their
share in cal cul ated quotas over their share in actual quotas), of

whi ch 1 per cent of the overall increase would be distributed anpbng
five nenbers whose current quotas are far out of line with their
relative economc positions, and which are in a position to contribute
to the Fund's liquidity over the mediumterm

The Conm ttee requested the Executive Board to subnmit before the end of 1997 a
proposed resolution for the approval of the Board of Governors to effect the
agreed increases in quotas. The Committee reiterated its view that the formul as
used to cal cul ate quotas should be reviewed by the Board pronptly after the
conpl etion of the Eleventh General Review

9. The Conmittee wel comed the agreenent reached by the Executive Board on an
amendnent of the articles to provide all nenbers with an equitable share of
cunul ative special drawing rights (SDR) allocations through a special one-tine
SDR al | ocation amounting to SDR 21.4 billion, which will double the amunt of
SDRs al ready al |l ocated. Accordingly, it recommends the adoption by the Board of
Governors of the proposed resol ution
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10. The Committee wel comed the recent progress made in the inplenentation of
the Heavily I ndebted Poor Countries (HIPC) Initiative, including the decisions,
in principle, of the Executive Boards of the Fund and Bank to provide assistance
to Uganda, Bolivia and Burkina Faso, and the prelimnary discussions on Cbte

d' Ivoire, GQuyana and Mozanbi que. The Conmi ttee encouraged countries that could
qualify under the Initiative to expeditiously take the necessary adj ustnent
neasures to benefit fromthis special assistance.

11. The Conmittee wel comed the continuing efforts to hel p secure the resources
needed to conplete the financing of the Enhanced Structural Adjustnment Facility
and HPC initiatives. It noted that in the Iight of the bilateral pledges
received or in prospect and the need to continue nmaking conmmtnments under the

H PC Initiative, further steps to secure the tinely funding of these initiatives
woul d have to be consi dered soon

12. The Conmittee will meet again in Washington, D.C., on 16 April 1998.
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APPENDI X |
Statenent of the InterimComrittee on the liberalization of
capital novenents under an amendnent of the articles
1. It istine to add a new chapter to the Bretton Wods agreenent. Private

capital flows have becone much nore inportant to the international nonetary
system and an increasingly open and liberal system has proved to be highly
beneficial to the world econony. By facilitating the flow of savings to their
nost productive uses, capital novenents increase investnents, growh and
prosperity. Provided that it is introduced in an orderly manner and backed by
bot h adequate national policies and a solid nultilateral systemfor surveillance
and financial support, the liberalization of capital flows is an essenti al

el ement of an efficient international nonetary systemin this age of

gl obalization. The central role of the International Mnetary Fund (IM) in the
international nonetary system and its near universal menbership, make it

uni quely placed to help this process. The Conmittee sees the Fund's proposed
new nandate as bold in its vision, but cautious in inplenentation.

2. International capital flows are highly sensitive, inter alia, to the
stability of the international monetary system the quality of macroecononic
policies and the soundness of domestic financial systenms. The recent turmoil in

financial markets has denonstrated again the inportance of underpinning
liberalization with a broad range of structural mneasures, especially in the
nmonet ary and financial sector, and within the framework of a solid mx of

macr oeconom ¢ and exchange rate policies. Particular inportance will need to be
attached to establishing an environnment conducive to the efficient utilization
of capital and to building sound financial systens solid enough to cope with
fluctuations in capital flows. This phased but conprehensive approach wl |
tailor capital account liberalization to the circunstances of individua
countries, thereby maxi m zi ng the changes of success, not only for each country
but also for the international nmonetary system

3. These efforts should lead to the establishment of a nmultilateral and
non-di scrimnatory systemto pronote the liberalization of capital novenents.
The fund will have the task of assisting in the establishment of such a system
and stands ready to support menbers' efforts inthis regard. Its role is also

the key to the adoption of policies that would facilitate properly sequenced
liberalization and reduce the likelihood of financial and bal ance of paynents
crises.

4. In light of the foregoing, the Committee invites the Executive Board to
conplete its work on a proposed anendnent of the Fund's articles that woul d nake
the liberalization of capital novenents one of the purposes of the Fund, and
extend, as needed, the Fund's jurisdiction through the establishment of
careful ly defined and consistently applied obligations regarding the

i beralization of such nmovenments. Safeguards and transitional arrangenents are
necessary for the success of this mgjor endeavour. Flexible approval policies
will have to be adopted. |In both the preparation of an anendnent to its
articles and in its inplenmentation, the menbers' obligations under other
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i nternational agreements will be respected. 1In pursuing this work, the
Conmittee expects I M- and other institutions to cooperate closely.
5. Sound | i beralization and expanded access to capital markets shoul d reduce

the frequency of recourse to Fund resources and ot her exceptional financing.
Neverthel ess, the Conmttee recogni zes that, in sone circunstances, there could
be a large need for financing fromthe Fund and ot her sources. The Fund wil|
continue to play a critical role in helping to nobilize financial support for
nenbers' adjustnent programmes. |In such endeavours, the Fund will continue its
central catalytic role while mninzing noral hazard.

6. In view of the inportance of noving decisively towards this new worl dwi de
reginme of liberalized capital novenents, and wel conming the very broad consensus
of the nenbership of these basic guidelines, the Commttee invites the Executive
Board to give a high priority to the conpletion of the required anendnent of the
Fund's articles of agreenent.
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APPENDI X 11
Interim Committee attendance
21 Septenber 1997
Chai r man

Phil i ppe Maystadt, Deputy Prime Mnister, Mnister of Finance and M nister
of External Trade of Bel gi um

Managi ng D rector

M chel Candessus

Menbers or Alternates

Ahmad Mohd Don, Governor, Bank Negara Ml aysi a
I brahimA. Al -Assaf, Mnister of Finance and National Econony, Saudi Arabia
Erik Asbrink, Mnister of Finance, Sweden

CGordon Brown, Chancellor of the Exchequer, United Kingdomof Geat Britain
and Northern Irel and

P. Chi danbaram M nister of Finance, India

Carlo Azeglio G anpi, Mnister of the Treasury, ltaly
Peter Costello, Treasurer, Australia

Dai Xi angl ong, CGovernor, People's Bank of China

Rodri go de Rato Fi garedo, Second Vice-President and M nister of Econony and
Fi nance, Spain

Mar cel Doupanby Matoka, M nister of Finance, Econony, Budget and Equity
Fi nanci ng, Gabon

Sergei Dubinin, Chairman, Central Bank of the Russian Federation

Roque B. Fernandez, M nister of Econony and Public Wrks and Services,
Argentina

Abdel ouahab Keramane, Governor, Banque d' Al gérie
Sul tan Bin Nasser Al -Suwaidi, CGovernor, United Arab Emrates Central Bank

(Alternate for Mohamed K. Khirbash, Mnister of State for Finance and
I ndustry, United Arab Emirates)
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Pedro Sanpai o Mal an, M nister of Finance, Brazil

Justin C. Mal ewezi, Vice-president and Mnister of Finance, Ml aw

Gordon Thi essen, CGovernor, Bank of Canada (a.m session) and James A Judd,
Assi stant Deputy Mnister, International Trade and Fi nance, Departnent of
Fi nance, Canada (p.m session) (Alternates for Paul Martin, Mnister of

Fi nance, Canada)

Jean- d aude Juncker, Prinme Mnister and M nister of Finance, Luxenbourg
(a.m session) and Wl fgang Ruttenstorfer, Secretary of State, Federal

M nistry of Finance, Austria (p.m session) (Alternates for

Phi |l i ppe Maystadt, Deputy Prime Mnister, Mnister of Finance and M nister
of External Trade, Bel gium

Hi roshi M tsuzuka, Mnister of Finance, Japan

Robert E. Rubin, Secretary of Treasury, United States of Anmerica

Dom ni que Strauss-Kahn, M nister of Econony, Finance and Industry, France
Kaspar Villiger, Mnister of Finance, Switzerland

Theo Wi gel, Federal M nister of Finance, Gernmany

Gerrit Zalm Mnister of Finance, the Netherlands

(bservers

Yi | mr Akyuz, Chief, Macroeconom cs and Devel opnment Policies Branch, United
Nat i ons Conference on Trade and Devel opnent

Andrew D. Crockett, General Manager, Bank for International Settlenents

Yves- Thi bault de Sil guy, Conm ssioner for Econom c, Mnetary and Fi nanci al
Affairs, European Comunity

Driss Jettou, Chairman, Joint Devel opnent Committee

Donal d J. Johnston, Secretary-General, Organisation for Economc
Cooper ati on and Devel opnent

Ri | wanu Lukman, Secretary-General, Organization of Petrol eum Exporting
Countries

Rubens Ri cupero, United Nations
Jesls Seade, Deputy Director-Ceneral, Wrld Trade Organization

Janes D. Wl f ensohn, President, Wrld Bank



