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Where did the existing international
financial architecture fail?

Survelllance of systemic risk was not fully effective.

International coordination of macroeconomic
responses to systemic risk was lacking.

Cross-border arrangements for financial regulation
were weak.

Funding arrangements for liquidity support or
external adjustment were inadequate.
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1. Survelllance of systemic risk
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Survelllance did not give
sufficiently pointed warnings.

Global surveillance mandate of the Fund.

IMF’s reports identified key vulnerabilities (e.g. risks
In the US banking model and housing market).

Failed to deliver effective messages.

UN Commission: “better and balanced surveillance”
IS needed as part of systemic reforms.
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Surveillance: Solutions

* Fund collaborate with a new Financial Stability Board
“to provide early warning of macroeconomic and
financial risks and the actions needed to address
them.” (G-20; April)

 Emphasize systemic risks from all quarters (e.g. tall
risks coming from a wide range of sources).

» Better integrate Fund financial analysis with its
macroeconomic work.
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2. International coordination of
macroeconomic responses to systemic risk
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Policy coordination across countries
was lacking.

UN commission: “In a globally integrated world, the actions of
any one country have effects on others.”

After the crisis intensified in 2008, the initial policy response
was far from collaborative.

— As governments rushed to protect their banks, they put pressure on
less protected systems (e.g. risk of deposit runs).

— Government support in advanced countries put pressure on emerging
market banks.

— No clear burden sharing regarding international banks.

Existing mechanisms for cooperation were perceived to have
flaws (e.g. distant to senior policy makers; imbalanced
representation and voice).
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Coordination: Solutions

* The Fund has a nearly universal membership, the

mandate to promote global financial stability, and a
strong independent staff.

* Needs to improve its credibility and relevance to the
full membership

— Rebalance gquota shares (G-20; April);
— Move to a more representative Board and IMFC;

— Give IMFC ministers and governors a high profile platform;

— Advance accountabillity, select Fund management in a
merit-based transparent system (G-20; April).
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Quota and Voice

* IMF Annual Meetings Iin Singapore in September
2006:

— An initial ad hoc increase in quotas for the most
underrepresented members: China, Korea, Mexico, and
Turkey;

— A second round of ad hoc quota increase based on the
new formula to assess the adequacy of members’ quotas;

— An increase In the basic votes that each member
possesses to ensure adequate voice of low income
countries.
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Quota and Voice

* First ad hoc gquota
Increase already
Implemented,;

« Second round requires
legislative changes in
many member countries.

Percentage Post second
point change round quota
share
China 1.02 4.00
Korea 0.65 1.41
India 0.50 2.44
United
Kingdom -0.52 451
France -0.52 4.51
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3. Cross-border arrangements for financial
regulation
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Regulation and supervision of
Internationally active banks were weak.

* Required appropriate action to be taken in times of
stress potentially different between home and host
supervisors.

 Liquidity and capital may be called in from abroad,
adversely affecting local banking system.

* No harmonized cross-border bank resolution or
burden sharing (e.qg. Icelandic bank branches,
Lehman’s assets in Germany).
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Cross-Border Regulation and
supervision: solutions

* Improve coordinated risk monitoring and
Intervention.

 Create a harmonized resolution framework.
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4. Funding for liquidity support or
external adjustment
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There were gaps in arrangements to meet the
financing and insurance needs of countries.

« Lack of standing dollar liquidity facilities (stressed interbank
markets).

« Absence of large insurance mechanism for emerging market
countries (some emerging markets try to self-insure through
excessive reserve buildup).

« Stigma of Fund lending (led to emergence of Fund-type
lending in other institutions).

« The IMF’s lending capacity not adequate for potential needs.
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Financing: solutions

* A new liquidity facility for strong performers:
Flexible Credit Line (FCL):
— For members with very strong track records;
— No hard cap on access to Fund resources;
— No conditions for disbursements;

— Flexiblility to draw at any time on the credit line or
to treat it as a precautionary instrument.
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Financing: solutions

* Adequate precautionary borrowing for those
that do not qualify for FCL.

* Improving conditionality.
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Financing: solutions

* Increase IMF’s lending capacity
— IMF’s resources prior to the crisis: $200 bn + $50 bn

— Potential means to increase IMF resources:
 Bilateral loan agreements
* Issuing bonds
« Expansion of General/New Arrangements to Borrow
* Quota increase
« SDR allocation

— G-20 agreed to:
* treble resources available to the IMF to $750 billion;
« Support a new SDR allocation of $250 billion;
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Bottom line: Role of the IMF in the new
global financial architecture

Enhanced multilateral and bilateral surveillance;

More representative voice and quota in the IMF, and
a clearer platform for ministers and governors;

Support for cross-border arrangements for financial
regulation;

Sufficient resources readily available to members’
varying needs.
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More can be found on our website

www.imf.org
www.imf.org/beijing
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