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3.3 Emerging Market Economies and the Fund: is there any progress?

The quota increase for the most underrepresented emerging market countries and the ongoing
efforts to fully integrate financial and capital market analysis in the Fund’s surveillance
process are significant steps toward meeting emerging market needs. The recent
accumulation of a sizable amount of reserves and the establishment of regional reserve
pooling arrangements have generated momentum to assess the need for an insurance facility
that would allow for automatic access to large-scale financing when a crisis erupts.

The Fund should continue to explore ways to improve the access to Fund resources for
countries characterized by solid macroeconomic framework and a strong track record in the
presence of a sharp reversal of capital flows or market-access constraints. However, we do
not see any gap in the current IMF facilities array. Furthermore, we believe that the existing
facilities are flexible enough to provide the necessary financial assistance to countries that
incur balance of payment problems.

The current precautionary arrangements and the exceptional access framework have helped
the membership signal the strength of their policies and provide access to significant Fund
resources. They have contributed to fortify domestic policies and ensure a credible and
durable exit from Fund financial assistance.

While we remain open to examine constructively the proposal to establish an “insurance
facility,” we are still skeptical about the possibility of designing a contingent instrument able
to ensure full consistency with the exceptional access policy framework, which remains the
key pillar of the Fund’s lending policy, and to offer the necessary safeguards for the Fund’s
resources. Addressing the shortcomings that emerged from the experience with Contingent
Credit Lines (CCL), in particular the establishment of objective and stringent qualification
criteria and the identification of a credible and ambitious monitoring structure, is essential to
make this tool operational.

Finally, regarding the other key aspects of the medium-term strategy, we favor a more active
and substantial involvement of the IMF in crisis resolution. An extensive review of the
lending into arrears policy aimed to address the main weaknesses that emerged during the
recent crises is vital to strengthen the IMF’s role.

3.4 Low-income countries: a renewed commitment

The Fund has an important role to play in low-income countries (LICs), namely supporting
their efforts to achieve macroeconomic stability and implement pro-growth structural
adjustment. These are essential steps towards achieving the MDGs.

A set of new instruments has been created to strengthen the role of the Fund in LICs,
including the Policy Support Instrument and the Exogenous Shock Facility. In addition, debt
relief under the HIPC and MDRI initiatives has contributed to improve the financial position
of LICs and has freed resources that can be dedicated to poverty-reducing expenditures. We
share the view that the sunset clause of the HIPC Initiative should go into effect at end-2006,



while grandfathering all countries that are assessed to have met the income and indebtedness
criteria based on end-2004 data. We ask the Fund to explore alternative options to finance
HIPC and MDRI debt relief for these countries.

Looking forward, the Fund should remain closely engaged with LICs through surveillance,
capacity building, and financial assistance, focusing on the areas of its core expertise. In
particular the IMF should continue to strengthen its policy advice with a view to assisting
LICs in the design of a sound policy mix aimed at (i) effectively managing increasing aid
flows and the fiscal and balance of payment space created by debt relief, and (ii) preserving
debt sustainability. In this regard, we welcome the ongoing work to refine and enhance the
Joint Debt Sustainability Framework (DSF), which is, in our view, an essential tool for
borrowers and creditors alike to reach consistent financial decisions and avoid the
accumulation of new unsustainable debt, particularly in post-MDRI HIPCs.

We look forward to the work of the External Review Committee. Defining an effective
division of labor between the Bank and the Fund, based on their comparative advantages, and
enhancing coordination are key to improving the quality of the assistance that the two
institutions can provide to low-income members in their ongoing efforts to achieve the
MDGs.





