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Statement By Stanley Fischer
. at the Meeting of Tnternaticnal Parliamentarians
Hosted by the Banking Committee of the U.S. House of Representatives
and its Subcommittee omn International Development, November 21, 1994

1t is a pleasure for me to be here and participate In your
deliberations on the vole of the International Mometary Fund, As
demonstrated in the many seminars and conferences organized this year on the
occcasion of the Fiftieth anniversary of the Bretton Woods conference, this
is a very broad topic indeed. Accordingly, and given the time constraint, I
am grateful that the organizers of this gathering have asked me to discuss
three aspects in particular. Siightly reorganized, they are: first, on-
going efforts to increase the opemness of the IMF's activities; second, the
role of the IMF in the development process; and third, the relatiomship of
multilateral development assistance to poverty alleviation as well as
differing national labox and environmental standards.

To analyze these i1ssues, parcicularly openness, it is important to
understand how the Fund operates and mekes decisions. I will therefore
start by briefly describing the objectives of the IMF and its institutional
structure.

1. IME: Objectives and Structure

The Fund was established in 1944 by delegates of 44 nations gathered at
Bretton Woods in New Hampshire. Its qpembership has grown steadily and, with
the antry of the republics of the former Soviet Union, mnow rotals 179
countries. Its basic objectives, as set oul in its Articles of Agreement--
and it is gtriking how much the day-to-day life of the Fund is guided by the
Articles--include promoting international monetary cooperation, facilitating
the balanced growth of international trade with a view to achieving high
1evels of employment and prosperity worldwide, and assisting member
countries to deal with balance of payments difficulties.

) The highest decision-making body 1n the Fund is a Board of Govermors,
composed essentially of ministers and central bank govermnors from each of
the member countries. The Board of Governors meets annually; this yeaxr’'s
Annual Meeting took place in Madrid in October.

ER The Fund's operational decisions are taken by a resident Executive
Board composed of 24 Executive Directors and chaired by the Managing
Director. The 24 Executive Directors represent the 179 member countries.
Executive Directoxs for eight countries, among them the United States,



represent-only that country, and in effect are appointed by it. Other
countries are grouped inte constituencles, each of which jointly elects an
Txecutlve Directol, who then gpeaks and votes for the countries. Executive
Directors are typically from the Treasuly, Finance Ministry, oF Gentral Bank
of their countries.

The Executlve Board meets regularly, typically two to three times per
week, tO consider & wide range of topics. These include:

» the articie TV congultation--&n snpual examination by the staff of
the economnic and financial situation of each member, and an
assessment of its exchange rate policies, undertaken in

collaboration with che authorities of that country;

3 use of Fund resources-~member countries’ requests for Financial
assistance from the Fund under 1its sarious facilities o support
governments’ economic adjustment and reform programs;

olicy 1ssues of gystemic importance TO the wopld econOm --gsuch as
developments in the world economy, international trade, the
international financial systel, financial flows UO developling
countries, the intarnational debt strategy, ete.; and

® aspects relating to the ogerational strategy and management af the
-~ fFund itself.

The Article v consultations and the discussions on the international
economy are part of the work that the Fund describes as surveillance, to
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which we give heavy emphasis. The surveillance process involves Board

discussions of Fund staff’s reviews and analyces of individual economies and -

the international monetary system. The Fund's poard of Governors and the
Executive Board are uniguely placed to serve ac fora in which the Fund'-s
almost universal membership can discuss poliicy matters of mutual intergﬁt,
and in which the experience of the Fund gtaff can be called upen DY member
governments ss they consider developments in other countries and the wg;ld
economy.

There are also regularly scheduled reviews of the effectiveness of the
Tund’'s activities. Specifically, rhe Hxecutive Roard evaluates the Fupd's
role in the area of survelllance, the impact of the cconomic programs -

supported financially by the ipnstitution, and the contribution of its
rechnical agsistance L0 membet countriss’ growth and development efforEs.

It is through the Eyecutive goard and the Board of Governors that the
Fund is accoungable to its member governmants. A3l Fund decisions are made
by the Executive Board, or the Board of Governors, under a gystem of
weighted voting, according to rules set out in the Articles of Agreement.
Executive Directors act as the conduit to che members that appointed or
elected them, and repor directly to, and are in constant touch with, the

pational authorities. £ the Fund are the decisions of its
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membership, &nd so reflect the deliberations of all 179 members; this fact
ig fortified in practice, because the management and staff of the Fund work
very closely with the Board on & day-to-day basls. :

2. Dizciosure of Information

As you can imagine, there is ample documentation that provides the
bagis for Beard discussiom ané decision taking. This documentaticn is
prepared by IMF etaff, and is submitted to the Executive Board after
internal reviews and approval by management. Fund procedures involve &
normal cireulation periocd of 3-4 weeks as a minimum--i.e.. subsequent to the
issuance of the documentation and prior to its consideration by the Board--
to allow for transmittal to national capitals and for review by member
governments.

All Board documents - -which means the documentation for and of all
decisions and recommendations of the IMF--are automatically available to
membeyr goverpments through their Executive Directors. The distribucion of
these documents within gach government varies from country to country,
reflecting each country's established procedures.

The Fund also plays en important role in disseminating information to
the public at large through its regular and ad hoc publications; reflecting
the intermational character of the institutien, several of these are
available in different languages. Thus, the Fund publishes a comprehensive
collection of macroeconomic data, including the International Financial
cratistics, which I found invaluable for analyzing ccomomic pelicy issues in
my previous 1ife as & university professor. It has regular publications
analyzing developments in the internmational economy, the most important
being the six-monthly World Economic outlook (the WEC), as well as the
anrual Report. In addition to books and pericdicals, the Fund publishes
regular studies on specific areas such as internatiomal capital markets,
“financing for developing countries, and international trade and payments.
On-going research is made available in the form of working papers. Finally,
through its public affairs activities; the Fund maintains a continuous and
open dialogue with non-officials, labor unions, NGOs and others.

The IMF maintains contact with the press and hroadcast medla of Lts
member countries. EL&sS Releazses and News Briefs (about 100 a year) &re
igsued whenever the fwecutive Board approves financial assistance to support
the ecomnonic proegram of a member country, OT wishes. te inform the public of
other Board decisions. The Managing Dirsctor convenes press conferences
from time to time tO explain major pelicy initiatives approved by the Fund,
or to set out the Fund’'s views on lssues confronting the world sconomy.

Despite the increasing openness reflected in this broad range of
publications and other contacts with the public, the Fund has been pushed in
certain quarters to be more open. <This has involved, in particular,
requests to make public the documentation relating to the Fund’s article IV
consultations and country specific lending operations. These deocuments are



available to governmenuts; the issue is whether they should be published and
made available to the general public. )

That is an issue for the member governments of the Tund, operating
through the Fxecutive Board, to decide. In this conktext, the Executive
Board agreed recently that the background reports on individual countries
{known as the Reports on Recent Bconomic Developments, oOT REDs) will be
available to ths public unless the particular member objects. The Executive
Board has also encouraged countries undertaking struetural adjustment
programs supported by the Fund to release their Poliey Framework Paper,
which is prepared by the Goverrment in consulfation with the Fund and World
Bank. Some countries have also released their Lettar of Intent accompanying
their request to the Fund for financial assistance; these letters, which are
the property of the government submitting them, ocutline the economic
adjustment and reform measures that the govermment is ecgumitted to implement
in the context of a Fund-supported program.

Executive Directors are scheduled soon Lo review the issue of openness.
In particular, they will discuss the possible publication of Article IV
consutlitation documents, and the pessibility of eopening the archives, on 2
basis to be agreed upon, presumably consistent with the practices of member
countries. With respect to Article IV papers, the issue will be whether the
Board will veote to allow governments that want to publish the article IV
consultation to do so. geveral countries havg indicated their willingness
to publish, while others are concerned that pﬂblication would inhibit the
frankness of the discussions between the Fund and the member country that

form the basis for the Article IV copsultation.

There ig indeed quite likely to be a tradeoff between publication of
Article IV documentation, and the frankness of the digeyssion that the Fund
steff will be able to have with some member gOVEINMEeRES. The pracise terms
of the tradeoff will differ from country-to-gountry depending on the policy-
making tradition and degree of openness in that country, and the Executive
Board will reach a decision that is based on their awvaluation of that
tradeoff.

3. The Role of the Fund in the Develgpment Process

The role of the Fund In the development process of member countries
starts from & well acceptad premise-rnamely, that a stable macroeconomic
environment is essencial for sustained high egonomie growth, economic and
social development, and poverty alleviation. The Fund’'s approach recognizes
that stabllization 1s necessary but not sufficient for growth, and thexefore
also encourages structural reforms in the fiscal secter, trade and foreign
exchange markets, the financlal sector, the 1zhor markets, and domestic
goods markets that have a lopger term as well as a stabilization focus.

In order to promete the adoption of the necessary economic and
financial policles, the Fund maintains a regular macreeconomic policy
dialegue with 211 its member countries, through the Article IV consultation



and at other times. It also provides technical assistance with a view to
strengthening the national institutions and human implementation capaclity
that are at the heart of rapid develepment and cconomic growth. Finally, it
provides financial assistance to member countries in support of their
implementation of appropriate economic and financial policles. At this
time, the Fund has spproved or 1is irt the process of discuzsing financing

arrangements for 112 countries.

By providing loans, the Fund helps member countries maintain imports
and thereby reduce consumption and investment less than they would otherwise
have to when adjusting to the impact of external shocks or past policy
mistakes. The Fund also helps borrowing members by mobilizing financing
from other official creditors and the domestic and external private sector.

In the past, the Fund has been accusaed of having a uniform--or cne size
fits all--approach to programs. While there are certain fundamentals Ln
bringing macroeconomic stability, such as ensuring that budget deficits can
be financed with the available resources, and that excessive inflatlon is
bad for growth, Fund programs in practice wvary widely from country Lo
country. .In recognition of the diversity of country clrcumstances, the Fund
has alse evolved a range of lending facilities. These include those with a
short-term stabilization emphasis and others with a longer ternm
stabilization/structural reform emphasis.

Fund loans are made from & pool of resources maintained by the
ipstitution on the basis of member country contributions, oI guoctas. These
contributions are related to the economic strength of the member countries,
as reflected primarily in +he size of GDP, but reflecting also the history
of the Fund and other special circumstances. Loans are bhased on a set of
policy measures the member agrees O take--Fund conditionality--with the
goal of strengthening thely oconemies, thereby also enabling them to return
the borrowed regources to the poal.

A key goal of the financing provided under the Fund’s wvaricus
facilities is to ensure that the funding is consistent with the borrowing
member’'s viability--that is, with its ability to sustain high economic
growth and financial stability. Recognizing the difficult situations faced
by low income developing countries, the Fund introduced in the 1980s highly
concessional lending facilities. The most important of these today is ESAF,
the Enhanced Structural Adjustment Facllity. The Faverable lending terms on
ESAT loans (including an annual interest rate of 0.5 percent) have enabled
the Fund to support low income countries’ adjustment and reform programs
without aggravating their debt and debt service situation.

A final aspect worth mentioning here is the Fund's ability to respond
gquickly teo developments of a systemic mature chat adversely impsct
countries' economic development sfforts. TIn recent years this has included,
inter alia, helping countries deal with the debt crisis and alleviating the
impact of higher international prices and disruptien in demand resulting
from the 1990 Gulf crisis.
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The primary manner in which the Fund contributes Lo poverty
alle*iatiOﬁ, smploymen + prsation, amd ravers :al of enviropmental degradaulon
is by guppaLang the sustained implem;ntation of appropriste macroeconomic
pOllCLE;-—?ﬁIOtgﬁ policy advice, technical assistance, and finanzing.
Indeed, there 1s now widasspread acceptance that a sound masysecononls
environment 1s an sesential component to an Integr vated ecouomic and social
development stratefy Rut because 1t is not sufficient, the Fund has
supplemented lts appreac ch with targeved elfforts in co nsultation with other

internarional and reglomal institutions

Fund advice, rechnical assistance, and financial suppert. seek Lo sNSUre
appropriate emphiasis on S0o% 1 sentors within the overall macroaconomic
strategy. Accordingly, in - acussing the stiucture of the budget and
structural policles, a strention 15 paid to scclal ssetor issues, especially
in such areas as nhealth and education. Sincs reform programs © pften involve
major S tructural changes, emphasis 1s alsc placed on the adeguacy of social
safety nets 1n the process of cransition. These include unemp loyment
ipsuranca, job retrainiog schemes, and well-targeted welfare expendltures.
The Fund's Fiscal Affalirs Depayiment provides te chnical assistance in
support of these reforms
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cooparation with a variety of organlzaflons.

International Labor Organization,



the International Confederation of Free Trade Unions, and the World
Confederation of Labor. :

5. Concluding Comments

The International Monetary Fund prides itself on being responsive to
the changing meeds of 1ts member countries. In the fifty years of its
existence 1t has grown and evolved, develeoping new approaches and facilities
to deal with new challenges. It maintains intensive policy dialogues with
most of its member countries, gives wide ranging tschmical assistance, and
provides Financial assistance in support of adjustment and reform policies.

Due to the structure of the Fund, its contribution to the intermational
economic system 1s more than the sum of its country-specific activities.
The Fund provides a unique and invaluable ferum for international
deliberations on a Trange of economic and financial issues--issues that are
key to countries’ abilities to meet their economic and social development
potential.

The Fund's overall work program, as well as specific decisions, are the
outcome of the geliberations of its member countries through thelr Executive
Directors. This structure has demonstrated ifs ability to evolve with the
times and respond to emerging challenges while meeting its basic cbijectives
of promoting international cooperation, rrade, and growth and employment In

.

jndividual countries. 1 anm confident that it will continue to do so.






	
	
	
	
	
	
	
	

