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ABOUT THE IEO

Established in 2001, the Independent Evaluation
Office (IEO) of the IMF conducts independent and
objective evaluations of the IMF's policies, activities,
and products. In accordance with its terms of
reference, it pursues three interrelated objectives:

To “support the Executive Board's institutional
PP
governance and oversight responsibilities” by
contributing to accountability.

P To “enhance the learning culture within the
Fund” by increasing the ability to draw lessons
and integrate improvements.

P To “strengthen the Fund’s external credibility”
through enhanced transparency and better
understanding of the work of the IMF.

For further information on the IEO and its
ongoing and completed evaluations, please see
http://www.ieo-imf.org or contact the IEO at

+1 202 623-7312 or at ieo@imf.org.

This report is the seventh in an IEO series that
revisits past IEO evaluations five to ten years

after they were first issued. Reports in this series
aim to determine whether the main findings and
conclusions of the original IEO evaluations remain
relevant, and to identify any outstanding and new
issues related to the evaluation topic that merit
continued attention. The assessments are based
on desk reviews of IMF documents and interviews
of IMF staff and members of the Executive Board.
This report reviews the 2007 IEO evaluation of the
IMF's exchange rate policy advice.
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The following conventions are used in this publication:

» An en dash (-) between years or months (for example, 2016-17 or January—June) indicates
the years or months covered, including the beginning and ending years or months; a slash
or virgule (/) between years or months (for example, 2016/17) indicates a fiscal or financial
year, as does the abbreviation FY (for example, FY2017).

» “Billion” means a thousand million; “trillion” means a thousand billion.

Some of the documents cited and referenced in this report were not available to the public

at the time of publication of this report. Under the current policy on public access to the

IMF's archives, some of these documents will become available three or five years after their
issuance. They may be referenced as EBS/YY/NN and SM/YY/NN, where EBS and SM indicate
the series and YY indicates the year of issue. Certain other types of documents may become
available 20 years after their issuance. For further information, see www.imf.org/external/np/
arc/eng/archive.htm.



FOREWORD

his report is the seventh in a series of evaluation updates that return to past evaluations
ten years after their completion. The report revisits the 2007 evaluation of IMF
Exchange Rate Policy Advice following a decade of IMF efforts to grapple with the
challenges of fulfilling its role in this area, which lies at the core of the Fund’s mandate.

The 2007 evaluation found that the IMF was “not as effective as it needed to be” in

fulfilling its responsibilities for exchange rate surveillance in the period 1999-2005. While
acknowledging the inherent complexity of surveillance of exchange rates, including the

lack of professional consensus on many of the key issues, the evaluation observed serious
weaknesses in the IMF’s focus on key analytical issues and in its engagement with members.

This update finds that the IMF has substantially overhauled its approach to exchange rate
policy advice since 2007. Key steps taken include: adoption of a more comprehensive
approach to exchange rate surveillance under the 2012 Integrated Surveillance Decision;
development of enhanced analytical tools for assessment of exchange rates and current
account balances; and introduction of the annual External Sector Report setting out an
integrated picture of the external balances of major economies. Increased attention to
spillovers and adoption of an institutional view on capital flow management have also helped
enhance IMF work in this area.

Nonetheless, the report concludes that challenges remain that limit the impact of the

IMF’s work on these issues. The approach for assessing external balances and exchange

rates continues to be contentious, in part reflecting differing views across the membership
about the process of external adjustment. Consequently, questions persist about the
evenhandedness and traction of IMF analysis and advice. There are also ongoing issues about
considerations for exchange rate regime choice, the adequacy of attention to policy spillovers,
the application of the institutional view of capital flows, and data availability, particularly

on intervention.

In view of these persistent concerns, the IEO is now planning to include in our work program
a new full-scale evaluation of the IMF’s work in the area of external assessment.

Charles Collyns

Director, Independent Evaluation Office
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EXECUTIVE SUMMARY

he 2007 IEO evaluation of IMF Exchange Rate Policy Advice found that the IMF was

“not as effective as it need[ed] to be” in fulfilling its responsibilities for exchange rate

surveillance in the period 1999-2005. It acknowledged the inherent complexity of

this task, including the lack of professional consensus on many of the key issues. At
the same time, the evaluation found a lack of understanding and consensus around the IMF’s
role in exchange rate surveillance; shortcomings in the coverage and quality of IMF analysis
and advice, as well as in the traction of IMF engagement with its members; a strong sense
among some member countries of a lack of evenhandedness in surveillance; and issues in the
management of work on exchange rates.

This report considers the extent to which the key conclusions of the 2007 evaluation remain
issues for the institution. The update is based on a review of IMF documents, including a desk
study of a sample of 20 Article IV staff reports, and interviews with IMF staff and Executive
Directors, as well as consultations with academic experts. The update is not a full evaluation
of the IMF’s analytical work, policy advice, or the traction of its advice, which would require

a detailed assessment of IMF analysis and judgments, and extensive consideration of the
experiences and perspectives of member countries.

The update finds that the IMF has substantially overhauled its approach to exchange rate
policy advice since 2007. The 2012 Integrated Surveillance Decision (ISD) led to a more
comprehensive approach that is widely accepted as a basis for exchange rate surveillance.
The ISD takes into account the range of factors affecting the balance of payments position,
as well as the connection between domestic and external stability, and provides for better
integration of multilateral and bilateral surveillance to address spillover issues. Following the
ISD, the IMF put in place extensive guidance for assessing external policies, and strengthened
the analytical basis of advice. An annual External Sector Report (ESR), launched in 2012, sets
out an integrated picture of the external balances of major economies, including exchange
rates, current accounts, international reserves, capital flows, and external balance sheets.
Increased attention to spillovers and adoption of an institutional view on capital flow
management have also helped enhance IMF work in this area.

Nonetheless, the update identifies a number of ongoing challenges that impact the
effectiveness of the Fund’s work in this area. The approach for assessing external balances
and exchange rates continues to be contentious, in part reflecting differing views across the
membership about the process of external adjustment. While recognizing staff efforts and
progress made in enhancing the IMF’s approach and analysis, Executive Directors continue
to raise issues with the models being used, as well as consistency and transparency in the
process through which IMF staff arrive at their bottom line assessments. Consequently,
questions persist about the evenhandedness and the traction of IMF analysis and advice on
exchange rates.

The IEO intends to undertake a full evaluation of the IMF’s approach to external sector
assessment as part of its medium-term work program, including to examine the results of
a methodological review that IMF staff expects to complete before the 2018 ESR.

» IMF EXCHANGE RATE POLICY ADVICE | 2017 EVALUATION UPDATE 1






INTRODUCTION

In 2007, the IEO completed an evaluation of IMF Exchange Rate Policy Advice. The evaluation
addressed issues at the heart of the IMF’s work, as laid out by the Articles of Agreement.

In particular, the Articles call on the institution to oversee the effective operation of the
international monetary system and to collaborate with member countries in promoting
growth, stability, and a stable system of exchange rates.! This function is carried out through
surveillance, a process that provides for periodic dialogue between the Fund and its members,
with the IMF providing advice on exchange rate and other policies.?

The 2007 IEO evaluation considered how the IMF fulfilled its core responsibility of exercising
surveillance over the international monetary system and members’ exchange rate policies
from 1999 to 2005. It examined the mandate to conduct surveillance, as laid out in the IMF’s
Articles of Agreement and the 1977 Decision on Surveillance over Exchange Rate Policies,
along with guidance provided to IMF staff on how to carry out this role. It assessed the quality
and value-added of exchange rate policy advice in the evaluation period, focusing on both the
substance of policy advice and procedures for executing it.

It is important to recognize that IMF engagement on exchange rates in the period covered
by the 2007 evaluation was—and has continued to be—complicated by divergent views

on how to assess whether an exchange rate regime or level is appropriate for a given
country’s circumstances. Further, the IMF’s Articles of Agreement allow member countries
considerable freedom in selecting the exchange rate arrangements of their choice. At the
same time, the Articles specifically require “firm surveillance over the exchange rate policies
of members” Member countries have differed about the right balance for the IMF to strike
in assessing member countries policies in this area, including on exchange rate levels, capital
account liberalization, and reserve accumulation.

This report revisits the findings of the 2007 evaluation following a decade of IMF efforts to
grapple with the challenges of fulfilling its role in this area—including two major revisions to
the legal framework for surveillance, in 2007 and 2012, and extensive work to refine the scope
and modalities of surveillance to reflect lessons from the global financial crisis. The update
describes changes in the framework for and the conduct of IMF exchange rate policy advice
in the period since the evaluation; and assesses the continuing relevance of the evaluation’s
main conclusions.’ The update does not undertake detailed assessment of the quality and
effectiveness of the IMF’s engagement on exchange rate policy—or the quality and traction

of its methodological tools, analysis, or policy advice. Such an assessment would require a

Key portions of Article IV describing the IMF’s responsibilities and member obligations are excerpted in Annex 1.

The 2007 evaluation also considered advice to member countries on exchange rate policies in the context of
program support and technical assistance, which for many member countries are central to their engagement with
the IME

> Recent IEO updates cover closely related areas, for instance: Multilateral Surveillance: Revisiting the 2006 IEO
Evaluation (IEO, 2017); and The IMF's Approach to Capital Account Liberalization: Revisiting the 2005 IEO
Evaluation (IEO, 2015).
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full-fledged evaluation.* The update is based on a review of
IMF documents, including a desk study of a sample of 20
Article IV staff reports and interviews with most Executive
Directors (all of their offices) and a number of IMF staff, as
well as consultations with academic experts.’

The balance of this report is organized as follows. Chapter 2
summarizes the key findings and recommendations of
the 2007 IEO evaluation. Chapters 3 through 5 describe

4

engagement with staff.

developments since the 2007 evaluation and discuss the
current status of key issues raised by the evaluation in three
broad areas: the clarity of the IMF’s mandate and “rules of
the game” on exchange rate policy advice; the evolution

of key elements of IMF analysis and advice on exchange
rate and related policy issues; and the management of and
accountability for the IMF’s work in this area.® Chapter 6
concludes with observations about ongoing issues

and challenges.

A full-fledged evaluation would require interviews with country authorities, more in-depth analysis of IMF tools and analytical work, and more extensive

The desk study examined a sample of twenty 2015 and 2016 Article IV staff reports selected to illustrate a broad range of country circumstances

(18 countries and 2 country groupings): Botswana, Brazil, Chile, China, the euro area, Germany, Hungary, India, Indonesia, Japan, Korea, Mexico, Nigeria,
Russia, Saudi Arabia, Switzerland, United Kingdom, United States, Vietnam and WAEMU. Interviews were conducted in October-November 2016 and

April-July 2017.

CHAPTER 1 | Introduction

The IEO evaluation helped catalyze some of these developments, while others would have occurred in any case.



KEY FINDINGS AND
RECOMMENDATIONS
OF THE 2007 IEO EVALUATION

The IEO evaluation of IMF Exchange Rate Policy Advice found that the IMF was “not as
effective as it need[ed] to be” in fulfilling its responsibilities for exchange rate surveillance in
the period reviewed (1999-2005).” The evaluation acknowledged the efforts of staff, as well
as the complexity of the task, not least given the lack of professional consensus on many of
the key issues in this area. Nonetheless, the evaluation observed serious weaknesses in the

IMF’s focus on key analytical issues and in its engagement with members—which reduced the
traction of IMF advice on countries’ policy choices, contributed to perceptions that member
countries were not treated consistently, and limited the IMF’s effectiveness. The evaluation
attributed these shortcomings to gaps in three main areas:

P Mandate and rules of the game. Country authorities did not fully appreciate,
nor hold a shared understanding of, the formal role of the IMF, as well as the
rights and obligations of membership that underlie its exchange rate policy advice.
Operational guidance for staff about how to assess exchange rate regimes and levels

was also unclear.

P Quality and focus of analysis and advice. Clear descriptions of exchange rate
regimes remained elusive, and policy advice was insufficiently justified. Although
analysis had improved over time, assessments of exchange rate levels remained
unclear in too many cases. Analysis of intervention received inconsistent and
incomplete attention. Problems with data provision hampered the conduct of
surveillance. Discussion of policy spillovers, including the regional or systemic
impact of large countries’ policies, was infrequent. Further, the scope for countries
to act in concert to deal with “global imbalances” was not fully explored, including
because the IMF did not lay out potential adjustment scenarios.?

P Management and oversight. Work on exchange rates was not adequately
organized and managed, including because responsibility and accountability
for exchange rate issues was not clearly assigned among the area and functional
departments. In addition, policies were not in place to guide staff in balancing
the tension between, on the one hand, keeping the Board fully informed of the
engagement of staff and management on exchange rate policy issues and, on the
other, building trust with country authorities to enable a candid discussion of issues.

Executive Directors welcomed the IEO report and broadly endorsed its overall conclusion
that the IMF was not sufficiently effective in some important aspects of its exchange rate
policy advice in the review period. They highlighted that the IMF “should aim at enhancing

7 The 2007 evaluation report and accompanying documents, including the Statement by the Managing Director,
Response from Staff, and the Summing Up of the Executive Board Discussion, can be found at http://www.ieo-
imf.org/ieo/files/completedevaluations/05172007exrate_full.pdf.

¢ The 2007 evaluation did not consider the multilateral consultation conducted by the Fund in 2006-07.
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The following lists the main recommendations that emerged
from the 2007 IEO evaluation and were endorsed by the
Executive Board; the arrows following each convey the steps
initially proposed to address them in the August 2007 IMF

Management Implementation Plan.

Clarify the rules of the game for the IMF and its

member countries.
Adoption of the 2007 Decision on Surveillance. Revision
of the Surveillance Guidance Note (SGN) to support
implementation of the new Decision.

Resolve inconsistencies and ambiguity over the issue of

regime classification.
The revised SGN would provide clear guidelines on
description and analysis of regimes. The September 2007
Review of Exchange Arrangements, Restrictions, and
Markets would review recent trends in foreign exchange
regimes, and propose measures to improve the existing
classification of de facto regimes. There would also be

enhanced focus on this issue in the internal review process.

IMF advice on exchange rate regimes should be backed up

more explicitly by analytic work.
Strengthen analysis of exchange regimes. The revised SGN
would point to the key dimensions for analysis and stress
that analysis of regime choice should be candid, balanced,
and comprehensive; should take into account country
circumstances; should pay attention to implementation
issues when relevant; and should be informed by cross-
country experience. Tentatively, review of the stability of
the system of exchange rates in 2009 was envisioned as a
potential way to distill practical guidance and collect cross-

country experience in this area.

To improve assessments of the exchange rate level, the IMF
should be at the forefront of developing the needed analytical
framework, while more successfully translating existing
methodologies into advice that is relevant to discussion of
individual country cases.
Expand and improve work of the Consultative Group on
Exchange Rates (CGER) (including refine methodologies
and expand it to key low-income countries and producers of
exhaustible resources). Enhance knowledge dissemination.
Focus on issues in the internal review process and increase

the emphasis on assessments of exchange rate levels.

Management and the Executive Board should consider further
what lies behind the apparently serious problems of data
provision for surveillance, and how incentive structures can
be improved.
Review of data provision to the Fund in late 2007. Improving
data provision to the Fund remained a challenge. The
planned review of data provision to the Fund in late 2007
was targeted as an opportunity to consider further the scope

of the problem and possible remedies in this area.

Incentives should be given to develop and implement guidance

for the integration of spillovers into bilateral

and regional surveillance.
Continued implementation of existing initiatives, including
through regional outlooks, better assessment of external
economic and financial market spillovers affecting individual
countries, and discussion of outward spillovers in Article IV

staff reports for systemic countries.

Management should address how to bring better focus to the
analytical work on exchange rates.
Strengthened role of the Surveillance Committee and the
CGER.

Opportunities for potential multilateral concerted action deserve
to be a key strategic management focus.
Multilateral consultations would continue to be a key
vehicle to promote debate on issues of systemic or regional

importance.

CHAPTER 2 | Key Findings and Recommendations of the 2007 IEO Evaluation



the effectiveness of its analysis, advice, and dialogue with
member countries, as well as address any perception of
asymmetry in its exchange rate surveillance” (IME, 2007a).
Directors supported a number of the IEO’s suggestions to
enhance analysis, including more comprehensive analytical
discussions of exchange rate regime choice and better
integration of spillover analysis in regional and bilateral
surveillance. They also agreed that management should

act to ensure that exchange rate work across the IMF is
organized and managed effectively and to provide the
Executive Board with all the information it needs to conduct
surveillance, balancing this duty with the need for the staff
and management to serve as a trusted advisor to members.
At the same time, Directors expressed diverse views on the
need for practical policy guidance on key analytical issues,
such as reserve levels, and on the feasibility of developing it.

The IMF set out a Management Implementation Plan (MIP)
for taking action on the IEO recommendations that were

endorsed by the Executive Board (IME, 2007d),

in accordance with the procedures for following up on IEO
evaluations. Box 2.1 briefly describes the steps identified

in this plan. The IMF documented progress made in
implementing these steps in its “Second Periodic Monitoring
Report on the Status of Implementation Plans in Response
to Board-Endorsed IEO Recommendations“ (IME, 2008¢);
subsequent monitoring reports tracked actions still
outstanding. Annex 2 summarizes the status of follow-up
actions as documented in these monitoring reports, to
provide background and context for this update.

This update does not specifically aim to assess IMF actions
under the MIP to follow up on the IEO recommendations.
Instead, it takes a broader approach to exploring the full
range of issues raised by the 2007 evaluation and where they
stand now. The following chapters examine in turn each of
the three broad areas of weaknesses identified.

IMF EXCHANGE RATE POLICY ADVICE | 2017 EVALUATION UPDATE



THE IMF'S MANDATE
AND RULES OF THE GAME

The 2007 IEO evaluation pointed out a lack of clarity in the 1977 Surveillance Decision and
in the associated guidance for staff. It also noted the need for greater “trust and engagement
with the membership on how to deal with new challenges” in order for the IMF to continue
to carry out its surveillance mandate effectively (IEO, 2007).

As noted above, two successive decisions adopted since the 2007 IEO evaluation have refined
the legal framework for surveillance and sought to clarify the IMF’s role with respect to
exchange rate policy.

The 2007 Surveillance Decision and ensuing guidance for IMF staff aimed to increase the
focus on exchange rate issues in surveillance. It did not create new obligations for members
but updated the previous 1977 Decision, including by clarifying the concept of exchange rate
manipulation, which it associated with “fundamental misalignment” of the exchange rate, and
expanded guidance to members in the conduct of their exchange rate policy to include the
recommendation that they avoid policies that result in external instability (IMF, 2007b). The
Decision further specified developments that would require a special review and initiation of
an ad hoc discussion with the member. Guidance for staff elucidated the requirement for a
clear assessment of the exchange rate level in every Article IV staff report and spelled out the
requirement that the staff report explicitly state that there was a “fundamental misalignment”
causing external instability if found to be “persistent,” “significant,” and present beyond

“any reasonable doubt” The IMF defined “fundamental misalignment” as a departure of the
underlying current account from the equilibrium current account, implying that the real
effective exchange rate was not at the level that facilitated evolution of the net external asset
position “in a manner consistent with the economy’s structure and fundamentals”

(IMEF, 2007b).

However, the 2007 Decision failed to bring about consensus among member countries.’

In particular, the requirement to declare “fundamental misalignment” was seen by some
member countries as an unwelcome “labeling” Further, some observers expressed concern
that the Decision resulted in too narrow a focus on exchange rate policies, as opposed to
other policies (e.g., fiscal) that may lead to instability."’

Persistent dissent about the 2007 Decision contributed to mixed results in increasing the
focus on exchange rates. The 2008 Triennial Surveillance Review (TSR) noted long delays
in completing a number of Article IV consultations and pointed to a “fear of labelling”

in some cases (IMF, 2008b). Concluding that the attempt to apply exchange rate “labels”
had “proved an impediment to effective implementation” of the Decision, the IMF issued
new staff guidance, in an effort to make the Decision workable, with a revised approach

°  After several rounds of discussion, the Decision achieved broad support, but not full consensus, in the Executive
Board (IMEF, 2007c). Blustein (2013) provides an account of these events.

10" See, for example, Fischer (2008).
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that “recognize[d] the uncertainty involved in attributing
outcomes to exchange rate policies as opposed to other
policies” and dropped the “fundamental misalignment”
labeling requirement (IMFE, 2009)."

Nonetheless, the IMF continued to struggle to implement
the 2007 Decision. The 2011 TSR found improvements

in IMF analysis of exchange rates but pointed to some
inconsistencies in assessments across countries and
concluded that “the analysis of risks to external stability in
many staff reports still focuses primarily on exchange rate
levels and insufficiently on risks arising from the capital
and financial account” Interviews with authorities in the
context of the 2011 TSR also found continued concerns
about the balance of IMF work, with a number concerned
about the increased focus on exchange rate issues and

a few others expressing the view that greater focus and
candor was needed in assessing exchange rates, reserve
accumulation, and the challenges that these issues posed
for global imbalances (IMF, 2011d). Concurrent with the
2011 TSR, the IMF undertook a review of the 2007 Decision
and concluded, inter alia, that the economic framework
underlying the 2007 Decision reflected an “exchange rate
bias” because it understated the role of “other economic and
financial policies and the overall interaction of all policies
in determining economic outcomes” and gave “insufficient
recognition to the full range of issues that ultimately
influence the effectiveness of the international monetary
system” (IMF, 2011b).

As agreed by the Board during the discussion of the 2011
TSR and review of the 2007 Decision, the institution
sought a new way forward, through a series of staff papers
and Board discussions. This effort was motivated by a
recognition that the framework for bilateral surveillance
“[did] not adequately capture economic realities, suffer[ed]
from exchange rate bias, and hamper[ed] the discussion

of policy spillovers across countries” (IMFE, 2012a).

In developing a new legal framework, staff sought to
“strengthen the traction of Fund advice and the legitimacy
of the legal framework by seeking to rebalance the treatment

of external and domestic policies,” as well as to provide for
more systematic coverage of relevant policy spillovers
(IME, 2012b).

These discussions culminated in a new Integrated
Surveillance Decision (ISD), approved by consensus by the
Executive Board in July 2012.> The ISD set out a broader
approach to exchange rate analysis that took into account
the range of factors affecting the balance of payments
position as well as the connection between domestic and
external stability. In addition, the ISD provided for Article
IV consultations to discuss issues relevant to multilateral
surveillance, while not adding to member countries’ legal
obligations. Accordingly, it specified that the selection of
topics for Article IV consultations should take into account
analyses of global risks and policy spillovers from the Fund’s
multilateral surveillance products.

The ISD led to new expectations and instructions for

staff on how to approach an assessment of balance of
payments stability in Article IV surveillance.”” Guidance
issued for IMF staff states that staft should provide “a clear
bottom line assessment of the member’s BOP [balance

of payments] stability, drawing from a broad range of
perspectives,” covering the current account, capital flows
and policy measures, exchange rates, reserves and foreign
exchange intervention, and external balance sheets (IMF,
2015b). While staff is expected to use judgment in arriving
at this assessment, rather than reporting mechanically

on quantitative results, any difference between the staft
assessment and the model result should be clearly explained.
In addition to addressing the potential and actual impact
of other countries’ policies and global developments

on a member’s economy (inward spillovers), Article IV
consultations are required to discuss outward spillovers “if
a member’s policies are not promoting its own stability or
... if the member’s policies are promoting its own stability,
but they could nevertheless significantly affect global
stability” (IME, 2015b). The guidelines also note that a
member country is not obligated to adjust its policies due to
concerns about external spillovers as long as these policies

! The IEO evaluation of IMF Interactions with Member Countries (IEO, 2009) also found that some authorities were concerned that attention to exchange
rate policy issues had been at the expense of other topics of interest and was counterproductive.

12 Although not referenced in the Summing Up, some Executive Directors still expressed reservations or skepticism about the decision and its potential to

enhance traction, as reflected in the minutes of the meeting (IMF, 2012d).

13 A Guidance Note on Surveillance was issued in September 2012; the 2014 TSR led to a new Guidance Note issued in 2015 (IMF, 2012f; 2015b).
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promote its own stability, though countries are encouraged
to take into account the impact of their policies for others
and for the system as a whole. Moreover, the IMF may
suggest alternative policy options that “while promoting
the member’s own stability, better promote the effective
operation of the international monetary system”

(IME, 2012¢).

The ISD has provided a widely-accepted basis for
surveillance of exchange rates. Interviews with Executive

Directors and IMF staff conducted for this update found
general familiarity with the ISD and acceptance of the
centrality of exchange rate surveillance in the IMF’s
mandate.” Staff interviewed for this update also felt that
guidance in executing surveillance in this area was clear and
well-established within the institution, and they believed
that the authorities with whom they engaged understood
and accepted the centrality of external stability and exchange
rates to the IMF’s mandate.

4 A survey of all authorities for the 2014 TSR found, on the other hand, that only three-fifths of authorities were familiar with the ISD (IMF, 2014a).

CHAPTER 3 | The IMF's Mandate and Rules of the Game



ELEMENTS OF ANALYSIS AND ADVICE

As the IMF has moved forward under the successive new Surveillance Decisions and also
adapted its work to reflect the lessons of the global financial crisis, the institution has invested
substantially in enhancing its analysis of, and advice on, exchange rate policy. This chapter
discusses specific developments related to exchange rate analysis and policy advice in key
areas addressed by the 2007 evaluation: exchange rate regimes; exchange rate levels and
external stability; data; spillovers; and evenhandedness."

EXCHANGE RATE REGIMES

The 2007 IEO evaluation identified issues with the classification of exchange rate regimes,
including inconsistencies in the way regimes were identified, contributing to a lack of
clarity in analysis; cases in which the IMF did not take a clear position on the adequacy of
an exchange rate regime choice; and, when regime shifts were advocated, often too little
analytical backing for IMF recommendations. The lack of analysis helped contribute to
perceptions that the IMF’s advice, at times, was based on fashion rather than tailored to the
country-specific circumstances. The 2007 evaluation suggested that the weaknesses in this
area stemmed in part from the absence of an up-to-date Board-endorsed view to guide IMF
staff advice.

The IMF has taken steps to improve its system for classifying exchange rate arrangements—
as applied in the Annual Report on Exchange Arrangements and Exchange Restrictions
(AREAER). In February 2009, the IMF reviewed and modified the AREAER system to make
it more rules- and evidence-based in reporting the de facto exchange rate regime of member
countries, “with a more clearly circumscribed role for judgment” in order to “allow for greater
consistency and objectivity of classifications across countries ... and improve transparency”
(Habermeier and others, 2009).'® As input for this update, the IEO compared AREAER and
Article IV staff report classifications and found consistency between the two reports in 97
percent of the cases, suggesting that progress has been made on classification issues identified
in the 2007 evaluation."”

!> This chapter draws on the results of the IEO desk study described in the introduction.

!¢ Changes included clarification of the distinction between managed and independent floating, now referred to
as floating and free floating, and introduction of a distinction between “formal fixed and crawling pegs, and
arrangements that are merely peg-like or crawl-like””

17" Comparing the de facto regime classification in the 2014 AREAER with that in the 2015 Article IV staff report for
191 countries, the IEO identified discrepancies in the classification for five cases, or about 3 percent. One of these
appeared to result from a change in the exchange rate regime between the time that AREAER and the Article IV
report were completed. In addition, there were a number of cases in which the language in the staff report did not
fully conform with the AREAER categories; these were not considered to be discrepancies in classification for the
purposes of this update although a detailed evaluation could take a different view.

» IMF EXCHANGE RATE POLICY ADVICE | 2017 EVALUATION UPDATE 11



An assessment of the exchange rate regime is now a standard
element of bilateral surveillance. Article IV staft reports are
expected to “assess the adequacy of the de facto regime for
maintaining stability” and “take into account the authorities’
views, and their readiness and capacity to implement
changes”, when discussing alternative regimes (IMF, 2015b).
About three quarters of the 20 Article IV staft reports
examined for this update provided a clear assessment of the
exchange rate regime.'

IMF advice on exchange rate regimes—whether in the
context of surveillance, program design, or technical
assistance—is determined on a case-by-case basis, given
that the appropriate exchange rate regime for any particular
country depends on its circumstances. The IMF has not
taken a formal position on the considerations in regime
choice to guide country policy decisions and IMF staff
advice on exchange rate regimes—a gap identified by the
2007 evaluation.” In fact, there remains no unified view
within the economics profession about regime choice.

IMEF staft interviewed for this update noted that they

felt well-grounded in providing advice on exchange rate
regimes, based on their academic training and professional
experience, and supported by the review process at the

IMF that facilitated discussion as needed. However, a few
Executive Directors suggested that IMF advice on exchange
rate regimes would benefit from a clearer framework.
Elements of such a framework could include the IMF’s views
regarding what regimes are suitable in what circumstances,
parameters for IMF judgments about whether a country’s
regime was appropriate, policy and technical considerations
for sequencing a change in regime, and guidance for staff in
communication on these sensitive issues.

Executive Directors’ views varied on the advice provided
by staft on regime choice and management. A number

of Directors, along with IMF staff, reported productive
engagement on regime choice between staff and authorities.
They noted an enhanced effort to take into account

country circumstances and an increased tendency to

respect a country’s choice of regime. However, several
Directors, representing a significant number of member
countries, expressed concern about the IMF recommending
that members introduce more flexibility in managing

their exchange rate regimes, particularly in the context

of programs, without enough attention to country
circumstances or to the capacity of the country to manage
this shift. While a number of Directors also commented
positively on advice on exchange rate management, a few
Directors representing low-income countries (LICs) and
small emerging market economies (EMEs) indicated interest
in more in-depth analysis and advice on technical issues, and
greater expertise on staff teams, for instance on the process
of transitioning to flexibility, or the issues facing commodity
exporters or countries experiencing volatile aid flows.

The findings of the 2007 evaluation pointed to a number

of weaknesses in the approach for assessing exchange rate
levels, including insufficiently clear guidance for staff and
the absence of an accepted analytical framework to guide
consistent and quantitative analysis across the membership.
At times, the report found that the methodology for
assessing a particular country’s exchange rate level changed
from year to year, creating the impression that the choice
was arbitrary.

As discussed in Chapter 3, the ISD clarified the IMF’s
mandate and provided for a broader approach to assessing
balance of payments stability, and was followed by detailed
guidance for staff. Emphasis under IMF assessments of
external stability since the ISD has shifted from assessment
of exchange rate levels to an overall assessment of the
external position based on analysis of the current account,
capital flows and policy measures, exchange rates, reserves
and foreign exchange intervention, and external balance
sheets. This conceptual framework is conveyed in Figure 4.1
below (IMF 2015b).

'8 Such a formal assessment was not provided for six countries in which the regime was classified as floating or free floating. In the case of one country with
a soft crawling peg, a formal assessment was not provided in 2016, but the 2015 Staff Report concluded that the regime served the country’s interests and

should be sustained.

19

A July 2009 IMF staff paper explored exchange rate regime choices and concluded that “a thorough analysis of the cross-country data does not support any

single ‘prescription,” although there were “clear trade-offs” in particular regime choices, both for individual countries and, in some cases, for the stability
of the global system (Ghosh, Ostry, and Tsangarides, 2010). This paper was discussed informally in a Board seminar but did not yield a Board-approved

institutional policy or framework.
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FIGURE 4.1. CONCEPTUAL FRAMEWORK FOR BALANCE OF PAYMENTS STABILITY ANALYSIS
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Source: IMF (2015b).

The conceptual framework has broad support. Most
Executive Directors interviewed for this update recognized
the development of a more coherent framework to provide
the basis for staff analysis, while retaining some reservations
about the specific tools and implementation, as discussed
below.*® Most IMF staff interviewed for this update also
believed that the established framework was helpful, as

it offered a common basis for analysis, helped them think
through the elements contributing to external imbalances,
including the role of policy gaps, and provided discipline to
this central element of the IMF’s work. A number of outside
academics consulted for this update also appreciated the
overall framework and the substantial enhancements to the
underlying analytical tools developed in the past decade,
even as they raised questions about technical details.

At the same time, there are differing views about whether
the IMF has achieved the right balance in its attention to
exchange rate policy issues. In practice, the IMF’s approach,
relying on the methodology discussed below, has placed
the greatest weight on the current account balance, with an

assessment of the real exchange rate in many cases derived
from that of the current account. While some Directors
interviewed for this evaluation expressed the view that
exchange rate issues received the right amount of attention,
a few believed that exchange rates deserved greater focus,

as they sometimes received perfunctory treatment, with
little economic reasoning, in the main text of Article IV staff
reports. In addition, although capital flows are among the
five elements assessed in external sector analysis under the
ISD, some Directors questioned whether the IMF’s approach
sufficiently considered the role of capital flows and financial
market factors in assessing external balances. There were
also questions about whether the IMF approach provided an
adequate basis for considering issues related to assessing real
exchange rates and related policies in country members of
currency unions. More broadly, a few Directors underscored
that the drive to achieve external balance should not be
unduly prioritized over domestic policy objectives such as
growth and price stability.

20 The 2014 TSR similarly found that country authorities welcomed the expanded coverage of external sector assessments in the EBA methodology, although
some had reservations about drawing policy conclusions from the new approach, which they regarded as still experimental (Boorman and Ter-Minassian, 2014).
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The remainder of this section considers key tools and
approaches that facilitate external stability analysis under
this framework. It also discusses the effort to produce a
multilaterally consistent analysis in the annual External
Sector Report (ESR).

External sector assessments under the conceptual
framework described in Figure 4.1 rely on the External
Balance Assessment (EBA) methodology and related tools.
The IMF adopted the EBA in 2012 to facilitate multilaterally
consistent analysis of external balances, expanding on the
now discontinued approach developed by the CGER. The
EBA provides for assessment of the exchange rate level,
along with the current account and external balance sheet,
for 49 countries encompassing about 90 percent of global
GDP. A parallel tool, the EBA-lite, was introduced in 2014
to enhance the methodology for external sector assessments
in a broader group of about 100 countries, building on the
EBA but without seeking to ensure multilateral consistency
among EBA-lite countries.

The EBA and EBA-lite current account models are used to
assess the external position of each country by: calculating
a country’s cyclically adjusted current account balance;
deriving a “norm” for that balance based on country
fundamentals and by substituting “desired” policies for
actual policies; using judgment to refine the norm as
needed to include country-specific factors not reflected

in the model(s); and then identifying the gap between the
cyclically adjusted balance and the norm (Obstfeld, 2017).
The size of this gap determines whether the current account
is consistent with, stronger than, or weaker than the norm,
and to what extent. IMF staff derive an assessment of real
exchange rate gap from the current account gap, applying
standard trade elasticities. These results are then compared
with results from two other approaches, based on real
exchange rate modeling and an external sustainability
analysis.”! Box 4.1 summarizes key features of the EBA
and EBA-lite tools.

EBA provides a common basis for analysis of the external sector
and exchange rate levels in 49 mostly advanced and emerging
market economies. Countries included have sizable access to
global capital markets and data judged to be of sufficient quality
and availability. Countries in which oil exports are a highly
dominant share of the economy (e.g., Saudi Arabia, Venezuela),
as well as small economies considered to be financial centers
(Hong Kong SAR and Singapore) are not included in the

EBA. The EBA expands on the earlier CGER approach. Like
CGER, EBA comprises three potential methods, two panel
regression-based analyses and one “model free” approach
based on sustainability analysis. EBA analysis takes into account
a broader range of factors—including for instance cyclical

and global capital market conditions—that may influence the
current account and real exchange rate. IMF staff use the EBA
methodology to determine the underlying, cyclically adjusted
current account position, derive a “norm” based on country
fundamentals and substitution of desired policies for actual
policies, and identify the “policy gap” between the two that
explains how country policies contribute to external imbalances.
First launched in 2012 as a pilot, the EBA was revised in 2013
based on feedback from authorities and IMF country teams.

A paper describing the revised methodology in detail was
published by staff in 2013 (IMF, 2013c). EBA estimates are

published annually online.

EBA-lite. Following the 2014 TSR, which called for gradual
replacement of CGER and broader external assessments for a
wider set of countries, IMF staff began to develop an “EBA-lite”
tool (IMF, 2014a). EBA-lite draws on EBA results and reflects the
different characteristics and circumstances of countries outside
EBA, for instance adding aid and remittances as explanatory
variables while dropping public health spending. EBA-lite
provides a tool for staff assessment of the external balance in
nearly 100 countries not included in the EBA. A reference note
on EBA lite methodology was issued in February 2016

(IMF, 2016a).

' IMEF staft indicate that the EBA current account model provides a better fit and is less subject to short-term fluctuations than, for instance, the real
exchange rate model. Further, they note that the current account model captures factors affecting saving and investment, and the financial/capital account.
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The EBA and EBA-lite tools are widely deployed in

IMEF surveillance to provide assessments of a country’s

real exchange rate, as well as the current account and
related external stability issues. The desk study of

2015-16 Article IV staff reports for this update observed
widespread adoption of the broader approach to assessing
external stability, drawing on results of EBA or EBA-lite
methodologies, and taking a view on the exchange rate and
current account levels. This is in line with the findings of the
2014 TSR that nearly all Article IV staft reports contained
an external sector assessment that included quantitative
estimates based on methodologies from the EBA (or CGER,
which was still in place at that point).?

However, there is a tension in the IMF’s approach between
providing for consistency across country assessments and
reflecting country-specific circumstances. The aim of the
EBA and EBA-lite models is to provide for a standardized,
quantitative method that takes into account the range

of variables that affect the current account. At the same
time, as noted above, the IMF’s approach allows for ad hoc
adjustments, to the calculated norm to reflect fundamentals
not captured by the model, as well as to the cyclically-
adjusted current account position to reflect measurement
issues or temporary factors. The approach also depends

on country teams using judgment in identifying “desired”
polices and making their bottom line assessments of
imbalances—for instance to what degree the gap between
the norm identified and the status quo represents a need

for policy adjustment (“policy gap”), and to what degree it
represents unidentified factors not included in the model.
While IMF staft must explain any differences between the
model-based results and the final assessment, this effort
remains a work in progress. The 2014 TSR identified
insufficient justifications of departures from the model, as
well as inconsistencies in the application of the EBA (IMF,
2014a). The desk review for this update also found that staft
explanations of adjustments to model results varied across
countries in the language used and level of detail provided.
In the 2017 ESR cycle, staff continued to work to increase the
discipline and transparency of the approach by increasing
scrutiny of adjustments in the review process and publishing

more information about adjustments made, as discussed in

the section “External Sector Report” below.

Most Executive Directors interviewed for this update
supported the EBA model in principle and recognized
that staff had continued to make progress in strengthening
the methodology and transparency of its application.
Nonetheless, many expressed continuing doubts about
specific features of the EBA and its application to country
cases that made it difficult to understand the rationale for,
or compare, country assessments. They raised a variety of
issues about the construction of the model, for instance: its
use of third party indicators for some variables; the use of
a financial center dummy variable to represent effects that
are not fully understood; shifting approaches to capturing
the role of demographic factors; insufficient attention to
measurement issues; and inadequate focus on issues such
as corporate savings behavior and global value chains. In
discussing the 2017 ESR, the Executive Board recognized
recent efforts made to enhance the EBA but called for
further progress (IMF, 2017¢).%

Further, while recognizing the need for judgment in
adjusting EBA results, many Directors interviewed for this
update questioned the adjustments made as well as whether
these adjustments were sufficiently explained and justified
by staff, still leaving questions about evenhandedness and
transparency. A few suggested that there was a tendency to
rely on adjustments to the model outcome, without sufficient
explanation, to reduce the “gap” between a country’s

current account or exchange rate and the calculated norm.
Academic experts consulted for this update also pointed to

a propensity for adjustments to take the norm closer to the
status quo, reducing the gap identified and thus appearing to
ratify large imbalances. These concerns together contributed
to a perception that the model functioned as a “black box”
and that its application to country cases was not transparent,
which risked undermining confidence in staff’s assessments
and advice.

IMF staff noted a number of advances of the EBA over
the CGER, including its ability to facilitate a better
understanding of the role of policies in external imbalances

22 Use of the CGER was discontinued after the 2014 TSR, with the Research Department no longer providing technical support for the methodology.

» “Directors acknowledged that although some improvements had been made to the External Balance Approach methodology, there remains scope for

further refinements” (IMF, 2017e).
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and the opportunity for country teams to complement
quantitative analysis with qualitative insights gained in their
country work, increasing their feeling of ownership over
the final judgements reached. They noted that adjustments
made are generally small (averaging 0.4 percent-0.5 percent
of GDP) except in countries with identified measurement
issues and that great care is taken to provide for consistent
treatment and ensure that adjustors do not compromise
multilateral consistency. Further, most staff interviewed for
this update felt that the process provided for an adequate
balance between consistent application of the EBA model
and an effort to reflect the circumstances of individual
countries. Nonetheless, some staff shared concerns about
limitations of the methodology, including poor fit of the
EBA model with some country characteristics, uncertainties
in the model’s results, and undue focus on point estimates
with insufficient regard to the margins of error involved, as
well as about the degree of judgment required, or allowed,
in interpreting these results. More broadly, a few Executive
Directors, as well as a few IMF staff, raised questions about
whether the application of the EBA and EBA-lite was
contributing to an overly elaborate process that distracted
country teams from thinking through the logic of the
balance of payments and external accounts.

Staff have indicated that they intend to re-examine the
EBA methodology in fall 2017 with the aim of addressing
ongoing concerns about its components and transparency,
and thereby enhancing buy-in and traction. They intend
to consult widely with the membership in conducting

this review.

The 2007 evaluation found that IMF analysis and advice
insufficiently reflected interconnectedness in policies
across countries. As a result, it concluded, the IMF did not
adequately act to convey the urgency of policy responses at
the multilateral level, nor effectively facilitate active policy
coordination to address imbalances—for example, by

providing alternative sets of policy recommendations linked
to policy actions in other countries.

At the time that the 2007 evaluation report was completed,
the IMF had recently launched a new multilateral
consultation mechanism aimed at fostering debate among
key country actors and policy actions by them on targeted
issues of systemic importance.* The IMF conducted one
such consultation exercise in 2006-07 among China, the
euro area, Japan, Saudi Arabia, and the United States—
focused on reducing global imbalances. This exercise
culminated in a ministerial level meeting in April 2007 and
presentation of a joint document in which the participants
each affirmed their shared responsibility for reducing global
imbalances in a manner compatible with sustained global
growth, and laid out detailed policy plans to implement
policies in the future to advance this aim.* However, the
results of the exercise were underwhelming, and there
were questions about key participants’ commitment to the
exercise as well as its link to the conduct of surveillance by
the Executive Board. Although the International Monetary
and Financial Committee (IMFC) reiterated the aims and
commitments of this exercise in October 2007, the process
was not repeated, as the context was increasingly dominated
by the emerging global financial crisis.

In 2012, the IMF launched a new pilot exercise to produce

a multilaterally consistent ESR.?* This report uses the EBA
approach to provide “a multilaterally-consistent assessment
of external balances ... [to] help strengthen surveillance and
inform the debate on global imbalances, currencies, and
policies” (IMF, 2011e).”” The report integrates analysis from
bilateral and multilateral surveillance to track the evolution
of global external balances, to assess their drivers, and
discuss the external assessments of systemically important
economies (28 countries and the euro area). The ESR is
accompanied by country pages, detailing multilaterally-
consistent quantitative assessments of the real exchange

rate and current account positions of each economy, and
presenting analysis of foreign asset and liability positions,

These consultations did not constitute surveillance, as no legal framework existed at that time for such consultations as part of multilateral surveillance.

*» Taking into account this effort, the 2011 IEO evaluation of IMF Performance in the Run-Up to the Financial and Economic Crisis concluded that the IMF
appropriately stressed the urgency of addressing the persistent and growing global current account imbalances (IEO, 2011).
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The external sector analysis for all but three economies (Hong Kong SAR, Saudi Arabia, and Singapore) in the ESR is based on the EBA.



capital flows and policies, and foreign exchange intervention
and reserves levels.?® Following three pilot reports, the ESR
became a regular annual publication beginning in 2015.

The ESR represents a significant innovation for the IMF,

as it presents in one publication a multilaterally consistent
view of external balances, including the current account
and exchange rate levels, and discusses policy measures that
could help narrow the gap between actual external balances
and the “norm” identified by IMF staff. Executive Directors
and IMF staff interviewed for this update saw the ESR as a
positive and necessary innovation addressing the heart of
the IMF’s mandate.

While welcomed in principle, the ESRs have been
contentious in practice. According to a number of Executive
Directors, questions about technical details of the EBA

and its application, as discussed in the previous section,
limited authorities’ confidence in the report. In this respect,
a number of Directors pointed to issues with consistency

in the IMF’s assessments, for instance in the adjustments
made, or not made, to the EBA model results for countries
with similar characteristics (discussed above), as well as
differences between the policy advice in the ESR and other
IMF products.

Several Executive Directors interviewed for this report

also raised concerns about process issues related to the
assessments, for instance the procedures for ensuring that
assessments remained timely, particularly if a country’s
Article IV staff report including the assessment from the
previous ESR was completed or published “off-cycle” from
the ESR. Some argued that the external assessments and the
communication of them in ESR reports, as well as in Article
IVs, did not take into account the potential market impact of
assessments presented in the ESR. More broadly, a number
of Directors expressed disappointment in the candor of the
ESR’s messages and its traction—that is, the degree to which
it captured the attention of, and motivated action by, country
authorities. A few Directors and academics argued that

the report was prepared too infrequently to provide timely
and impactful analysis and advice.” IMF staff pointed out
that the annual frequency of the ESR reflects in part the
need to integrate the analysis into the annual Article IV
consultation cycle and noted that the semi-annual World
Economic Outlook (WEOQ) includes a review of external
imbalances, drawing on the ESR, and providing an update
on relevant developments.

The IMF’s work on external sector assessments has
continued to evolve over the period considered by this
update. Most recently, the 2017 ESR reflects an effort to
increase transparency and improve the credibility of IMF
analysis. For instance, the 2017 report provides, as an
integral part of its presentation, a detailed description of
how staft determines norms and arrives at bottom-line
assessments (IMF, 2017d). It presents specific information
about the role of staff judgment in arriving at bottom-line
assessments and includes a table summarizing the policy
advice for each individual country. The accompanying
country pages discuss the adjustments made in each case,
including their rationale and size. Further, for the first
time, the report was discussed in a formal Board meeting,
providing Executive Directors the opportunity to formally
express their views and yielding a published “summing up”
of the discussion (IMF, 2017e). At this meeting, Directors
appreciated staff’s efforts to better describe the methodology
and improve transparency, especially in explaining the
judgments made in arriving at their assessments in
particular country cases. Nonetheless, Directors continued
to call for staff to ensure that judgments are transparent,
evenhanded, and multilaterally consistent. Directors

also pressed for sharpening key messages further for
communication to a broader audience, including integration
into flagship reports.*® They welcomed the planned review
of the EBA, with inputs from experts and country authorities
across the membership and Board members (IME, 2017¢).

Many Executive Directors and IMF staft interviewed for
this update noted that there was a perceptible renewal

* The external sector assessments presented in the ESR are also included in Article IV surveillance staff reports, often as an annex that is identical to the

country page in the ESR.

©
2

It was initially envisioned that the ESR would be published bi-annually, with each WEO cycle (IME 2011e).

IEO analysis suggests that consistency remains an issue, including in the presentation of the IMF’s assessments. For instance, in the individual country

pages, the IMF staff assessment of real exchange rates was expressed: in terms of “over/under/fair valuation” for 12 countries; as “stronger than/above or
weaker than/below the level implied by fundamentals and desirable policies” for 12 countries; and as a “REER gap” for 4 countries. In 1 country page, the
assessment describes the outcome of several models but does not provide a bottom line staff assessment. In 3 countries, the country page indicates that the
assessment of the exchange rate reflects temporary factors or is expected to change.
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of management attention to global imbalances in 2017.
Directors welcomed this effort at a time when concern about
global imbalances has again taken on a high profile in some
member countries.’ It remains to be seen to what extent
the planned review of EBA methodology and future work
on the ESR will succeed in addressing concerns about the
IMF’s external assessment work, and enhance confidence
among the membership in the IMF’s analysis and advice,
and enhance its traction going forward.

Assessing capital flows and related polices has become an
important component of the IMF’s conceptual framework
for balance of payments analysis (see Figure 4.1). When
these flows or policies have implications for domestic or
global stability, IMF guidelines call for them to be discussed
in the context of balance of payments analysis (IMF, 2015b).
Accordingly, an assessment of capital flows and related
policy measures is included as a component of the IMF’s
external assessments, included in the country pages of

the ESR.

The IMF’s analysis and advice in this area is governed by
an institutional view on the liberalization and management
of capital flows endorsed by most Executive Directors in
November 2012 as “comprehensive, flexible, and balanced”
and a “good basis for Fund policy advice” (IMF, 2012g).%
The institutional view recognizes that full capital account
liberalization may not be an appropriate goal for all
countries at all times, and that under certain circumstances
capital flow management measures can have a place in the
macroeconomic policy toolkit; it does not expand the Fund’s
jurisdiction over the capital account but instead provides

a basis for consistent and well-structured policy advice on
capital flows.

The adoption of the institutional view in 2012 helped
to bring a broad range of factors to bear in IMF policy

w

advice on capital flows in a structured framework and
moderated the perception of the IMF as a doctrinaire
advocate of free capital mobility. At the time of its adoption,
the view represented a somewhat tenuous consensus that
did not resolve fundamental differences within the IMF
membership and beyond about the appropriate speed

and sequencing of capital account liberalization and use

of capital controls to manage flows.”® By the time of this
update, however, the institutional view appeared to have
gained greater acceptance as a valuable instrument to

guide IMF analysis. In discussing a review of experience
with the institutional view in December 2016, Executive
Directors found that it remained relevant and did not need
substantive adjustment (IMF, 2016h). At the same time,
they supported staft’s call for clarification in several areas,
such as the distinction between capital flow management
measures and macroprudential measures and how the
institutional view can help achieve greater multilateral
consistency in the design of policies for dealing with capital
flows Subsequently, staft has continued to work on these
issues, notably including the role of macroprudential policies
in dealing with large and volatile capital flows and their
interaction with capital flow management measures

(IME, 2017b).

The assessment of capital flows and related policy measures
in surveillance, including as part of the external sector
assessments produced as part of Article IV staff reports and
the ESR, was a topical issue at the time of this update. A
number of Executive Directors interviewed for the update
emphasized that as IMF staff applied the institutional view
in country cases, it will be important to duly reflect country
circumstances and to carefully explain any judgments made,
taking into account the objectives of country policies as
well as the costs and benefits of potential alternatives. In
discussing the 2017 ESR, some Directors also expressed

the view that external sector analysis should focus more
attention on capital flows and their impact on imbalances.

According to the April 2017 WEO, preliminary data show flow imbalances holding steady overall in 2016, while imbalances continued to grow on a stock

basis. Moreover, the IMF expects this trend to accelerate, given projections that the current account deficit in the U.S. will expand and that large current
account surpluses will continue in European creditor countries and advanced Asian economies (IMF, 2017a). The 2017 ESR noted the unusual persistence
of large current account surpluses, and the potential for continued growth of stock imbalances going forward (IME, 2017d).

would have preferred further work and discussion (IMF, 2012g).

Further discussion of the institutional view can be found in IEO (2015).
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The 2007 evaluation assessed the IMF’s approach to
analyzing reserve accumulation and the uses and limits of
intervention and their implications for exchange rate policy,
given the inter-connections between reserves, intervention,
and exchange rates. The evaluation concluded that there was
insufficient guidance for staff in assessing countries’ reserve
levels and advising countries on the appropriateness or
effectiveness of intervention strategies.

Since the 2007 IEO evaluation, IMF policy and staff
guidance have been developed, through a series of staft
papers and Board discussions, to provide for consideration
of reserve adequacy in assessing external stability and the
sustainability of exchange rate policies.”® In a January 2015
Board discussion, most Executive Directors supported a
systematic discussion of reserve adequacy issues in Fund
surveillance reports and the methodology developed by
staff to guide analysis for different country groupings,

while recognizing the need for further refinements to the
framework over time (IME 2015a). The 2015 Guidance
Note for Surveillance thus calls for Article IV reports to
assess the “adequacy of reserves for precautionary purposes,”
reflecting “country circumstances and risks ... as well as the
authorities’ objectives and the cost of holding reserves” (IMF,
2015b). This assessment is to be based on the graduated
approach to assessing reserves for mature, emerging market,
and low-income country economies developed by staff

and approved by the Board in January 2015—referred to

as the “ARA metrics” (IMF, 2015a).>> Consistent with the
ISD principle that countries will intervene “if necessary to
counter disorderly conditions” and that countries will “avoid
exchange rate policies that result in balance of payments
instability” (IME 2012b), bilateral surveillance is also
expected to describe past intervention, to tailor analysis and

advice in this area to country circumstances, and to “avoid
an overly prescriptive approach” (IMF, 2015b).%

Executive Directors interviewed for this update expressed
broadly positive views about the incorporation of a wider
range of measures for assessing reserves, beyond the
traditional import coverage metric. However, some Directors
questioned whether IMF staff applied the new metrics
consistently across country cases, while others expressed
the view that staff analysis did not sufficiently take into
account country circumstances. A few expressed the view
that the ARA metrics yielded counterintuitive results. There
were also questions about how the results of the metrics fed
into policy advice, for instance when a country’s reserves
substantially exceeded the level suggested by the relevant
ARA metric, but staff nonetheless advised the country to
continue to accumulate reserves.

Several Executive Directors also expressed some doubts
about the judgments made by IMF staff in analyzing
exchange rate policy and reserve management. One

example cited was a case in which IMF staff characterized
intervention as “two way” despite the fact that reserves
increased substantially during the time period assessed.

A few Directors found it incongruous that staff described
intervention as a “tool of monetary policy” in one case, while
in other cases they underscored that intervention should be
limited to avoiding disorderly market conditions.

While assessing the quality of staff analysis in this area

is beyond the scope of this report, the update examined
coverage and found widespread attention to reserve
adequacy in Article IV staft reports. The IEO desk study of
20 Article IV staff reports found that all provided a clear
assessment of the adequacy of reserves for precautionary
purposes. This represents an improvement over the finding
from the 2011 TSR (IMF, 2011c), even if the assessment

w
2

The 2012 IEO evaluation of International Reserves: IMF Concerns and Country Perspectives documented some of the challenges in developing a standard
approach. It noted that some members perceived that the Fund’s efforts to introduce a metric for assessing reserve adequacy were specifically aimed at
limiting reserve accumulation. These members took the view that countries hold reserves for many reasons, and that a single indicator could not capture
the complexities associated with the costs and benefits of holding reserves, which are likely to be weighed differently by each country authority (IEO, 2012).

This constituted, in part, an element of follow up on the 2012 IEO evaluation. The ARA metrics were broadly endorsed by the Executive Board, although
some Directors continued to raise concerns about the idea that reserve adequacy issues would be systematically discussed in IMF surveillance, with some
contending that such a systematic approach was “premature or unwarranted” and expressing the importance of country circumstances in considering
reserve levels (IMF, 2015a).

Following a February 2015 informal seminar in the Board about how to apply the provisions of the ISD in the context of unconventional monetary policies

and foreign exchange intervention under disorderly market conditions, staff prepared a reference note, shared with the Board for information, to help
guide country teams in analyzing the implications of members’ policies in these areas and providing appropriate advice (IMF, 2016b).
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of reserve adequacy was often provided solely as part of

the external sector assessment in an annex to the report.*”
Discussion of intervention was less common: half of the
sample of staff reports discussed the use of intervention,
mostly focusing on its objectives.”® This still represents an
increase since the period covered by the 2007 evaluation,
which found that Article IV staff reports “rarely” described
the nature of intervention activities in any detail. Of

note, the 2017 ESR included analysis exploring the
relationship between current account positions and reserve
accumulation over time, and concluding that the role of the
latter in driving imbalances has diminished significantly.
Nonetheless, some Executive Directors continued to believe
that foreign exchange intervention was among the issues that
deserved greater attention in external sector assessments
going forward.

The 2007 evaluation identified serious problems with data
provision for the purpose of exchange rate surveillance. In
particular, the evaluation found that a lack of reliable data
had limited the staft’s ability to properly assess intervention,
international reserves, and reserve management activities.
The evaluation also highlighted a hesitancy among staff

to pursue such data issues, due to a desire to maintain

good relations with authorities as well as a perception that
management and the Board would not support a more
demanding approach.

Since the evaluation, the IMF has taken some steps to
address data availability. In 2012, the IMF introduced the
Special Data Dissemination Standard (SDDS) Plus data
disclosure standard targeted at systemically important
economies. The SDDS Plus adds nine required data

countries which have their own national currency (IMF, 2011a).

(IME, 2016f).

w
]

categories (five during a transition period) beyond the
SDDS deemed important for monitoring cross-border
interconnectedness, including participation in the Currency
Composition of Official Foreign Exchange Reserves
(COFER) exercise as well as the Coordinated Portfolio
Investment Survey (CPIS) and the Coordinated Direct
Investment Survey (CDIS). The CPIS and CDIS collect

on cross-border portfolio and direct investment with
information on counterpart countries. SDDS Plus adherents
must disclose participation in COFER but are not required
to publish the data provided to the IME Fourteen countries
had adhered to the SDDS Plus as of July 2017. The IMF has
also enhanced reporting of reserves under COFER, which
provides for quarterly dissemination of the composition of
reserves in an aggregate format for 146 reporters, consisting
of IMF member countries, a number of nonmember
countries/economies, and other entities holding foreign
exchange reserves.” Work is continuing in this area,

including as part of the G20 Data Gaps Initiative.

The IMF has also acted to improve staff handling of cases in
which there are questions about data provision. This issue
was addressed in the 2008 review of “Data Provision for
Surveillance,” which confirmed the 2007 evaluation’s findings
about shortcomings in data for exchange rate analysis and
resulted in changes to staff instructions (IMF, 2008a). The
next review by staff of this topic in 2012 nonetheless found
that issues remained with respect to staff highlighting
shortcomings in data provision (IMF, 2012¢).* Accordingly,
further changes were made to the taxonomy for classifying
data adequacy, with specific instructions that Article IV staft
reports should clearly identify “the main data deficiencies

that affect surveillance, including data deficiencies that

The 2011 TSR found that discussions on reserve adequacy levels were either limited or unclear in about 60 percent of sample Article IV staff reports for

The staff report for one country in the sample included a selected issues paper assessing the effectiveness of intervention in reducing exchange rate volatility

This followed questions raised by the 2011 TSR about the sufficiency of data for conducting thorough exchange rate and external balance analysis and

concerns expressed by Executive Directors in the context of the 2012 review of data provision about whether the IMF was devoting sufficient attention to

collection of timely foreign exchange intervention data.

4
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The “2012 Review of Data Provision” found a discrepancy between ratings of country provision of data in Article IV reports and the results of the staff

survey about the same issue, “suggest[ing] there may be some hesitancy by teams” to determine that data shortcomings are impeding surveillance

(IMF, 2012e).
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inhibit the assessment of financial stability or external sector
assessments” (IMFE, 2013b).#

However, data issues continue to be an area of concern,
particularly data on reserves and intervention. The 2016
IEO evaluation Behind the Scenes with Data at the IMF
noted that recent Article IV reports for key emerging market
economies had not identified potential data shortcomings
related to the availability of reserves as important areas for
concern. Relatedly, a few Executive Directors interviewed
for this update raised questions about the balance being
struck on data issues, expressing specific concern about
the continued non-availability of data from some countries
on foreign exchange intervention. IMF staff interviewed
for the update expressed frustration that intervention data
was often not available and emphasized the importance of
this data for undertaking a credible assessment of external
stability. Indeed, data challenges, along with measurement
difficulties, were among issues raised during the discussion
of the 2017 ESR.

Policy choices in one country—whether the exchange rate
or other macroeconomic variables such as the interest
rate—can affect exchange rates and other macroeconomic
conditions in other countries. The 2007 IEO evaluation
examined IMF analysis of the regional or systemic effects
of large countries’ policies, including intervention and its
cross-border impact, and concluded that discussion of
policy spillovers on regional or systemic stability received
insufficient and inconsistent attention in IMF surveillance.

The ISD aimed to promote more comprehensive, integrated,
and consistent spillover analysis, facilitated by formal legal
authority to consider in its Article IV discussions with a
member country the full range of spillovers from its policies,
particularly when they may have a significant impact on
global stability.** In addition to addressing the potential

and actual impact of other countries’ policies and global
developments on a member’s economy (inward spillovers),

Article I'V staff reports [must] discuss outward spillovers

“if a member’s policies are not promoting its own stability or
if the member’s policies are promoting its own stability, but
they could nevertheless significantly affect global stability”
(IMF, 2015b). The IEO desk study of 20 2015 and 2016
Article IV staff reports found that half (all 5 of the advanced
economies in the sample, as well as the euro area, and 4 of
14 emerging market and developing economies) discussed
outward spillovers, including effects of exchange rate policies

on other countries.

In addition to increasing the focus on spillovers in bilateral
surveillance, the IMF introduced stand-alone Spillover
Reports on a trial basis in 2011 to enhance attention to the
external effects of countries” policies, focusing initially on
systemically important economies.” Among other things,
these reports provided a prominent vehicle to discuss
potential spillovers from monetary policies in systemic
economies and to assess the impact of macroeconomic
policy decisions in these countries on capital flows and
exchange rates in the rest of the IMF’s membership. For
instance, the 2013 report discussed challenges posed by
“undue exchange rate appreciation pressures” in emerging
market economies that were often caused by easy monetary
conditions in advanced economies. The 2014 report focused
on the impact of monetary policy normalization in advanced
economies, assessing spillovers associated with different
underlying drivers of higher yields. The 2015 report assessed
the potential implications of asynchronous monetary policy
normalization—in particular between Europe and the
United States—including the fallout on exchange rates, given
increasing corporate debt in emerging markets.

The spillover report was discontinued as a stand-alone
product in 2016, with spillover analysis to be integrated
into the WEO. Spillover issues are invariably discussed
in the first, overview chapter of the WEQ, and, in
addition, a dedicated analytical chapter on spillovers is
now included in the WEO once each year. This practice
began in October 2016 with a chapter that extended the

41 Staff teams are required to choose among the following ratings: (A) data provision is adequate for surveillance; (B) data provision has some shortcomings
but is broadly adequate for surveillance; or (C) data provision has serious shortcomings that significantly hamper surveillance (IMF, 2013b).

4 TEO (2017) discusses this issue further.

4 In 2011, separate reports were prepared as background documents for the respective Article IV consultations of five systemically important countries
(China, the euro area, Japan, the United Kingdom, and the United States), and a consolidated Spillover Report was also issued, drawing from the

individual reports.
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scope of analysis to focus on potential spillovers from
emerging economies, “Spillovers from China’s Transition
and Migration” (IMF, 2016e); the October 2017 WEO
included a chapter on spillovers from fiscal policies in
systemic advanced economies, noting the potential impact
on external imbalances. A detailed analysis of the adequacy
of treatment is beyond the scope of this update. A standing
Spillover Taskforce led by the Research Department (RES)
helps sustain focus on these issues and also oversees an
ongoing series of Spillover Notes; nine such notes were
issued between July 2015 and November 2016.** Although
attention to spillovers has clearly increased over the last
decade, some Executive Directors interviewed for this
update expressed concern about whether spillovers from
major economies are receiving sufficient attention, both in
bilateral and multilateral surveillance. This sentiment was
reflected in the December 2016 discussion of experience
with the institutional view on capital flows, during which
“many Directors encouraged staff to pay more attention in its
surveillance to the role of source countries in internalizing
policy spillovers” (IME, 2016h).

Treating similar countries facing similar circumstances in

a similar manner and approaching countries across the
membership in an even-handed way has been cited as a
“cornerstone” of IMF operations, although “there does not
appear to be an established definition as to what constitutes
even-handed surveillance” (Callaghan, 2014).* While

the 2007 IEO evaluation identified no clear-cut cases of
uneven treatment related to exchange rate policy, it found
continued strong perceptions of inconsistency among the
membership and argued that more could have been done to
counter them. For instance, the evaluation suggested that the

IMF could provide better explanations for particular policy
advice and take care that similar types of assessments are
delivered with similar degrees of analytical detail to preserve
an evenhanded approach.

Ensuring evenhandedness is an inherently difficult exercise.
The IMF has sought to address evenhandedness concerns
identified by the 2007 evaluation. Both the 2008 and 2011
TSRs acknowledged the need for greater attention to
evenhandedness in exchange rate assessments and called
for steps to enhance work in this area, although without
new initiatives. The 2014 TSR undertook a broader study
of evenhandedness issues and discussed the importance of
focusing on how surveillance is conducted.

An explicit motivation for the IMF’s efforts to enhance
the analytical underpinnings for IMF exchange rate
policy advice has been to help increase consistency of
treatment. For instance, the ESR was introduced with

the goal of “supporting greater accountability, candor,
and evenhandedness” (IMF, 2011a). Underlying this
exercise, the EBA provides a common framework for
analysis of real exchange rates and external stability, and
the IMF makes available detailed information about the
models. The introduction of the EBA-lite also aimed to
bring greater consistency and evenhandedness to IMF
analysis. Yet the need for IMF staff to use judgment in
applying the models to country circumstances can lead

to questions about evenhandedness and transparency. As
noted above, some Executive Directors interviewed for
this update saw inconsistencies in the application of the
EBA model and noted that greater transparency about the
adjustment of inputs or interpretation of results was needed
to achieve confidence about balance and evenhandedness.
A few highlighted the use of language in some IMF staft

“ This series of notes can be found at http://www.imf.org/en/Publications/SPROLLSs/Spillover-Notes.

# Evenhandedness is a concept based in the cooperative nature of the IME, which under the Articles of Agreement applies consistent rules across the
membership, for example, for lending in proportion to member countries’ quotas. Guitian (1992) described evenhandedness as a “fundamental”
principle of the IME, “according to which the IMF is expected to act without discrimination: treatment of members must remain equal and comparable,
allowing for no preferences in favor of any country or group of countries,” although “uniformity cannot be interpreted to mean the provision of equal
treatment regardless of circumstances ... [but instead] must allow room for taking account of unequal circumstances” Callaghan (2014) noted that, “the
discussion during a seminar on surveillance held during the April 2014 meeting of the IMFC made clear that member countries held a range of views on
what constituted evenhanded surveillance.” As noted in the text, the Executive Board adopted a set of principles for evenhandedness in surveillance in

December 2016.
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reports in which word choice conveyed a positive view of
increasing surpluses.*

More broadly, some questions remain about the overall
balance of the IMF’s approach. A few staff members
interviewed for this update noted that they faced a continued
perception among some member country authorities that
the IMF’s work on external sector assessments was driven by
the interests of a single major shareholder. There were also
perceptions among some Executive Directors of a bias in
IMF analysis. Criticisms came from both directions: some
Directors insisted that the IMF focused sharp assessments
on countries with surpluses, with no attention to deficit
countries, while others contended that the IMF put the
burden on deficit countries, putting little if any pressure

on surplus countries to adjust. A special focus on current
account surpluses in the 2017 ESR was welcomed by the
latter group but prompted calls from others for a similar
focus on deficits in future (IMF, 2017¢). A few Directors

also felt that IMF external sector assessments focused too
narrowly on examining the current account and paying too
little attention to, for instance, the role of monetary policy in
systemically important countries in affecting exchange rates
and contributing to global imbalances.*”

With respect to these broader questions about the approach
as well as more technical issues with the methodology, IMF
staff took the view that they had developed a state-of-the-
art technique and continued to work to refine and enhance
their work to reflect input from the membership as well as

developments in the profession. They maintained that they
had put in place a rigorous process to ensure the best staff
judgments and to apply the external assessment approach

in an even-handed manner. IMF staff noted that this year’s
ESR discussion was characterized by strong attention to the
underlying methodology and its evenhanded application,
with several Fund members currently engaged in discussions
or ongoing (re)negotiations of bilateral and regional

trade agreements.

In February 2016, following up on the 2014 TSR, IMF

staff and management proposed a set of principles for
evenhandedness in surveillance more generally and a new
mechanism for authorities to report concerns about specific
cases (IMF, 2016c¢). The principles were intended to help
establish a common understanding of what it means to

be evenhanded and to provide a tool to help assess inputs
and outputs of surveillance—focusing on the allocation of
resources, quality and depth of analysis, and form and style
of engagement. The mechanism for reporting concerns
provides for Executive Directors to submit written concerns,
which would be assessed by an interdepartmental committee
and addressed by management. Findings and a plan to
prevent recurrence of similar issues would be reported to
the Director who had submitted the concern, as well as
summarized annually in an internal report for the Executive
Board. While the principles and mechanism were broadly
supported by the Board and are now in place, it is too soon
to assess their effectiveness or impact.

% For instance, the 2016 ESR stated that “current accounts in euro area improved in most countries, and especially in debtor countries” in a report that
described an overall increase in the euro area’s current account surplus, contributing to a widening of imbalances. While the 2016 Article IV staff report
for Germany clearly concluded that the country’s external position was substantially stronger than implied by medium-term fundamentals and desirable
policy settings, and called for actions to speed up rebalancing, the report described “improvement in the current account” even as the surplus widened
to 8.5 percent of GDP in 2015. The assessment also stated that “the government contributed about % percent of GDP to the improvement in the current
account in 2015” even as the IMF staff recommendation from the previous year called for policy measures to reduce the surplus. The 2017 staff paper on
“Euro Area Policies” (IMF, 2017c) used more balanced language, conveying declining current account deficits as a positive development and persistent
or rising surpluses as a negative one: “Most net external debtor countries have had current account improvements. By contrast, some large net external
creditor countries have failed to curb their large and persistent current account surpluses.” Nonetheless, some Directors continued to express a desire for

more neutral descriptions of imbalances.

¥ These concerns echo findings of the 2009 IEO evaluation of IMF Interactions with Member Countries (IEO, 2009).
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MANAGEMENT AND ACCOUNTABILITY

The 2007 evaluation found shortcomings in the management of work on exchange rate

issues, including a lack of clarity around responsibility and accountability among the area and
functional departments, as well as questions about whether there was sufficient accountability
to the Executive Board for advice.

IMF management and staft have introduced several new mechanisms for organizing their
work on exchange rate policy and related issues as part of implementing the ISD and the new
approach to external sector assessments. An external sector coordinating group comprised
of area and functional departments prepares the ESR, integrating analysis from multilateral
and bilateral surveillance with the goal of producing a consistent, institution-wide view.
Discussions within this group are iterative, with attention to individual country assessments
as well as the overall view, in order to help ensure consistency between the ESR and Article
IV staff reports. The group is led by the RES in collaboration with the Strategy, Policy, and
Review Department (SPR) and coordinating with area and other functional departments,
helping enhance the connection between advances in theory and modeling tools and the
execution of analysis and advice. IMF management is actively involved in the process. The
coverage of exchange rate and external sector issues in Article I'V staff reports for ESR and
non-ESR countries and the quality and consistency of analysis and advice are also subject
to review by other departments, with particular focus on external sector issues as well as
the overall analysis and advice. An internal website on issues related to external sector
assessments provides access to operational guidance, tools, and resources.

Staff interviewed for this update felt that the interdepartmental cooperative arrangement
for undertaking external sector assessments generally worked well. They described hashing
out different views and adding texture to the ESR narrative, for instance to reflect the role
of capital flows in the 2016 ESR. This process was seen as time-consuming but necessary.
Staft also reported active engagement between country teams and the methodological
experts, particularly on EBA-lite, including via the Knowledge Exchange, an internal system
for information sharing. Examples of good practice in external assessments have been
made available to country teams via the intranet, as part of the follow-up on the 2014 TSR.
Nonetheless, a few staff interviewed for the evaluation noted challenges in developing and
maintaining a consistent IMF position on the external sector assessment and appropriate
policies for their country. Even after a view was agreed for the Article I'V staft report, they
said, they felt the need to fight the tendency for others in the institution to advocate a
different line in multilateral products or public remarks.

Beyond the organization of IMF staff work on exchange rate issues, the 2007 evaluation raised
questions about accountability for exchange rate policy advice. The evaluation acknowledged
the tension between providing confidential advice to build trust and increase traction with
policy makers in member countries, on the one hand, and fully informing the Board about
discussions, on the other. The evaluation nonetheless expressed concern about the absence of
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a mechanism for Board oversight of advice provided by staft
that was not discussed in Article IV staff reports.*®

The balance between confidential advice and accountability
to the Executive Board appears to remain at the discretion
of staff and management. A few IMF staff interviewed for
this update confirmed that advice is provided to member
countries on exchange rate issues on a confidential basis and
not reported in Article IV staff reports. These staff members
noted that they kept management informed, and that any
judgment about sharing information with the Board would
be up to management. A number of Executive Directors also
indicated that not all discussions on exchange rate policy
issues are included in Article IV staff reports; these Directors
felt this was appropriate. The “2013 Review of the Fund’s
Transparency Policy” discussed the principles underlying
disclosure of information to the Executive Board, indicating
that IMF staff and management were expected to share with
the Board the authorities’ policy positions and plans in areas
that are relevant for Fund surveillance or financial assistance
but not hypothetical courses of action discussed informally
with the authorities (IMF, 2013a). This paper included an
appendix with additional details on the legal framework for
the treatment of confidential information. Nonetheless, the
question raised by the 2007 evaluation about accountability

for policy advice provided without the oversight of the Board
has not been addressed.

On a related governance matter, while there has been
progress in advancing Board and membership consensus
on some key issues raised by the 2007 evaluation, Board
engagement on these issues has in some cases been limited,
raising issues for accountability. For instance, the Board
has not engaged in a formal discussion of issues such as
regime choice and exchange rate intervention but instead
held informal seminars on these topics.* Such informal
discussions provide the opportunity for early engagement
by the Board, but if this is not followed by a formal Board
discussion, IMF policy in key areas may remain uncodified
or evolve without the endorsement of the membership.
Similarly, the first five ESRs, three of which were pilots,
were discussed by the Board only in informal sessions

for Executive Directors “to engage,” with no subsequent
summing up to reflect Directors’ views. As noted above,
the recent formal Board discussion of the 2017 ESR and
publication of a “summing up” in which Directors expressed
their support for the process while raising questions about
some aspects of the methodology and resulting advice, is an
important step that has the potential to enhance the IMF’s
engagement and impact on global imbalances.

¢ The 2007 IEO evaluation found that intense discussions on exchange rate issues, including regime choice, took place in a number of cases “with little or no
documentation in staff reports;” the evaluation highlighted that “the lack of reporting to the Executive Board of substantive issues in the context of Article
IV consultations ... raise[s] issues of accountability as well as the appropriate bounds of confidentiality.” Although the Board did not initially endorse the
2007 evaluation report’s recommendation to clarify expectations for staff in this area, the ensuing Management Implementation Plan (MIP) referred to a
pending discussion of this issue in the Board’s Ad Hoc Committee on Confidential Information. The 2013 IEO evaluation of The Role of the IMF as Trusted
Advisor found that there was “little clarity” regarding what information about countries’ policy positions and intentions must be provided to the Executive
Board and noted that “significant variability” in staff practices in this area suggested “ambiguity on how to deal with confidential discussions” (IEO, 2013).

4
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informal seminar.

As noted in the section “Exchange Rate Regimes” above, the Executive Board discussed a staff paper on exchange rate regime choices in 2009 in an
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CONCLUSION

The IMF deserves recognition for the progress over the last decade in overhauling its
approach to exchange rate policy advice, enhancing its work in an area central to its
mandate. In particular, the 2012 ISD provides for a broader approach to external analysis
that aims to address the interrelationships between economies and pay greater attention to
the connections between domestic and external stability, which is now broadly accepted.
There is now more explicit guidance for IMF staff on assessing balance of payments stability,
including alignment of the current account and exchange rate with fundamentals and
desirable policies. The IMF has refined methodological tools to enhance this analysis and its
consistency across countries, as well as an institutional view to guide assessments of capital
flows and related policies. A new External Sector Report provides a multilaterally consistent
picture of the external balances of major economies and the policy actions needed to address
imbalances. Progress has been made in increasing attention to spillovers, including the
outward effects of domestic policies on other economies. The IMF also has taken on board
concerns about evenhandedness, raised by IEO reports and confirmed in its own reviews, and
recently introduced a mechanism for member countries to report concerns in this respect
about surveillance.

Nonetheless, despite the multifaceted work in this area, and ongoing efforts on a number

of aspects, this update concludes that challenges remain that impact the effectiveness of the
IMF’s work in this area. Of particular concern, the approach for assessing external balances
and exchange rates continues to be contentious. Executive Directors acknowledge IMF staft’s
continuing work to enhance the EBA model, as well as the consistency and transparency

in the process for arriving at bottom line assessments, but Directors continue to question
specific features of the model, and concerns about the evenhandedness of its application
persist. There are also questions about the focus on the current account in deriving an
assessment of the exchange rate level, with less attention to the capital account, in particular
the role of financial market factors. In addition, the absence, identified in the 2007 evaluation,
of an up-to-date institutional view on the considerations in countries’ choices of exchange
rate regimes also persists, as does the lack of consensus about the need for it. More broadly,
the update finds continued differences of view across the membership about the process

of external adjustment, which contribute to alternative perspectives on the IMF’s role on
exchange rate issues and doubts about whether its engagement on these and related policy
issues adequately addresses the challenges that global imbalances pose for the system.

These ongoing questions merit a full evaluation that goes beyond exchange rates to examine
the quality and effectiveness of IMF work on external balances, including the underlying
analytical framework and methodologies, the resulting policy advice, and the traction of IMF
engagement in promoting stability in the international monetary system. A full evaluation
would consider in detail the experiences and perspectives of member countries, as well as
IMEF staft, management, and the Executive Board. Among other things, it could also examine
the results of the current review of the IMF’s methodology for external assessment, which the
staff intends to complete before the 2018 ESR.



EXCERPTS FROM
IMF ARTICLES OF AGREEMENT

ARTICLE IV, SECTION 1. GENERAL OBLIGATIONS OF MEMBERS

Recognizing that the essential purpose of the international monetary system is to provide
a framework that facilitates the exchange of goods, services, and capital among countries,
and that sustains sound economic growth, and that a principal objective is the continuing

development of the orderly underlying conditions that are necessary for financial and
economic stability, each member undertakes to collaborate with the Fund and other members
to assure orderly exchange arrangements and to promote a stable system of exchange rates. In
particular, each member shall:

P (i) endeavor to direct its economic and financial policies toward the objective of
fostering orderly economic growth with reasonable price stability, with due regard to

its circumstances;

P (ii) seek to promote stability by fostering orderly underlying economic and financial
conditions and a monetary system that does not tend to produce erratic disruptions;

) (iii) avoid manipulating exchange rates or the international monetary system in
order to prevent effective balance of payments adjustment or to gain an unfair
competitive advantage over other members; and

P (iv) follow exchange policies compatible with the undertakings under this Section.

ARTICLE IV, SECTION 3. SURVEILLANCE OVER EXCHANGE
ARRANGEMENTS

P (a) The Fund shall oversee the international monetary system in order to ensure
its effective operation, and shall oversee the compliance of each member with its
obligations under Section 1 of this Article.

P (b) In order to fulfill its functions under (a) above, the Fund shall exercise firm
surveillance over the exchange rate policies of members, and shall adopt specific
principles for the guidance of all members with respect to those policies. Each
member shall provide the Fund with the information necessary for such surveillance,
and, when requested by the Fund, shall consult with it on the member's exchange
rate policies. The principles adopted by the Fund shall be consistent with cooperative
arrangements by which members maintain the value of their currencies in relation
to the value of the currency or currencies of other members, as well as with other
exchange arrangements of a member's choice consistent with the purposes of the
Fund and Section 1 of this Article. These principles shall respect the domestic social
and political policies of members, and in applying these principles the Fund shall
pay due regard to the circumstances of members.

» IMF EXCHANGE RATE POLICY ADVICE | 2017 EVALUATION UPDATE 27



"¥SL Yoes Buimoljoy
S910U 82UEpIND) 8d2UB||I8AING PasIASL Ul paplAoid sem jjels 01 dueping
‘9oue||IaAIns a1ed abueydxs Jo 1Us1U0D 8y Buikjlie|d> suoiepuswIWod8l

pauleiuod syS| |10z PUe 800Z ®YL *(Z102) HINd YHd

"UoIEPUSWWOD3)
O3 2y1oads ayr BulAspun aandalqo Adijod Jspeolq syi arsiyde o}
aUop 8 01 speau aIow pue Bulobuo ||11s si ssaiboid 1ey1 paispisuod
(OA3) emwwo) uoneniens ayi ‘(6002) ¥INA P11YL 2y Buissndsip u|

'600¢ 4290120 Ul 1oeye

o3je1 0} pajoadxs S| ‘UoIsIDa S2Ue||IBAINS /00Z SY1 PUB ¥S| Syl Y1og
S109|421 UYoIym ‘810N 9ouBpING) adue|(|lsAINg pajepdn Uy ‘400z dunf
Ul Panss| sem UOISIDa(] 9dUe||ISAING /00Z SY} 4O Ss1oadse [euoiielado

uo aouepInb pasinay ‘pa1a|jdwod AjabieT *(6002) ¥INd PAIYL

“(YS1) MaIASY SdUB|[I8AING |BIUUSLI| U1 JO UOISSNISIP pieog oyl Jeye
panss| aq 0} pa12adxa S| 810N 82UepINnc) adue||1sAINg patepdn Uy
‘paubijesiw Ajjeauswepuny aq Aew s1es sbueydxa syl 1eyy 4o ‘saidijod
a1eJ sbueydxa slaquiaw Jo aduepinb sy 4o a|didund e Buirlasgo
9q 10U Aew JaquiaWw e 1Y) UISDUOD JUeDHIUBIS sem aiay) aiaym

sased u] pasodoid a1om ,SUOIIL}NSUOD D0Y PE,, ‘SSSUPSPUBRYUSAS
ainsus 0] "uoIsa 8yl Juswa|dwi Je118q 01 8duepinb [enydeduod
pue |einpadoid pajussaid saded ay] ‘go0z 1snBny Ul paysijgnd pue
800z AInr ul pieog aannoexg ayi Aq passnosip Ajjewlojul sem uoisidaqg
sy Jo s1oadse [euoiiesado ayy Uo aduepING |[eUORIPPE ‘SBNSS| 9S8y}
JO SWOS SSaIPPE O] 'SSOUPSPURYUSAS SB ||oM se diysiaquisa syl
yum Juswisbebus Jebuols e 810woid 0} papusiul Sem 1ey) senssi
a1el sbueydxa pue A11|iges |eussixe uo AlLe|d pue Jopued 01 Bunejal
2A199[qo PJIYL 8yl 01 Pale|al SSINDIYIP USSg SARY 818U] 49ASMOH
‘'sanss| a1eJ sbueyoxa 01 uoiualle Bulusyibusils pue sdue||laAINS

Jo snooj ay1 Buidueyus ul sseiboid usaq sey alsyy uejnoiued u|
'saA193[qo s Builesw Ul paxiw Ussq sey piodal 8y} ‘UoisiDag mau
ay3 jo uoneluswa|duwi jo teah 1suiy sy Buung *(82z/L0/INS) £00Z dunp
Ul panssi Sem UoISIDa £00Z Y} UO LIS O} 810N 8dUepIND) WLSlU| Uy
‘paruswa|dwi Buiaqg si pue (49//0 "ON NId) peidope usaq sey ‘saidijod
a)ey 96ULBYDXT JOAO SDUE|ISAING UO UOISIDSQ / /6] 843 se1epdn yoiym
‘8dUe||loAINg [eldle|lg UO UoIsidaQ /00T 2YL “(8002) ¥INd PUo2S

2(SYN) SLYO4TY DNIYOLINO D1dOI¥3d

,’Senss| asay} Jo Bulpuelsispun paleys

pue Jaies|d e Buidojensp Aq uoinjosal Ajles Jlay) 10) paau
a1 passails pue ‘uoisidad /00Z @Y} JO uoneusws|dwi jo
SUIUOWI 3S41} 8Y1 Ul USSLie aAey suonsanb Jo Jequinu e jeyy
palou si01281iq AuB| a1eldoidde siyy paispisuod,
pue ue|d uonejuswa|dwl ay1 Jo 8381di81USD B SEM UOISIDSP
/002 Y2 124} palou sioiallq ‘dlINl @Yz Buissnosip uj

‘uolside g mau syl yim

wgmsuo Ucm tmum wN_Lm___rCm“_. (o2} mumUjUO_Q Cwmﬂ mMr_ _m_‘_wpmc,h
Uoeauino |ennuelisgns pue penssi sem 810N 8ouepino
willelu| Ue ‘swinuesw sy) uj "/00z 4290120 Aq s|gejieae
mﬁmE wﬂ ol _Umuuwaxw Sl ualsidag mucm___w?__Jm /00¢ w_.t. (o2}
paie|al s1oadse |euolieiado ayi UO 8dUepINnc) "8due||I9AINS
o1e1 8buURYOX® JO BBl BY1 Ul Bulpn|oul ‘8due||laAINS pun4
o1 _u_mmw_ UMM UOISIDB( M3U 8y} Ul 1IN0 188 mco_umﬁvwaxw
ay1 13au AN ||IM NDS Pasinel Y1 “/00Z-Pus Aq

pasinal A||n1 aq ||Im (NDS) 810N 82UepInc) adue||IsAINg
a1 ‘uoisideg mau ay3 Jo uonejuswas|dwi pyoddns o)

'sssupapueyuaAs pue Jopued ‘saidljod pue s|aAs)

aleJ aBueydXs Jo Juswssasse se yons ‘Lodas OF| oY1 Aq
219A0D seale snoLieA Ul eduepinB papiroid pue soue||isAns
10 pa1oadxa S| 1eym Jaes|d spew sey UuoisiDa Mau ay |
"aoue||12AINS JO asodind [eluswiepun) 8yl palepl|eAal sey
S3ID1|0 S JaqUIS|Al J9AO 8DUB|[ISAINS [B4S1R|IG UO UOISIDS(
£00Z ®YL "®>ue||Iaaing uo uoisipag £00Z 2Ys jo uondopy

£00Z ‘91 1SNONV
L(dIN) NV1d NOILVLNIWITdINI LNFWIDVYNVIN SN

, uolsipa pasinal
e Juswa|dwod
Kj|njasn pjnom
sanljigisuodsai

pue ssiuoud jo

1uswsele)s olpolad

e 1ey1 pa1sebbns
$1030841( SWOS,

., "9oue||IanINs

1o sannoalqo ayr

Bunepijenal jo

[eob sy Buinsiyoe

piemoy djay pjnoys

Kem Jspun Apuaiind

uoisioad //61 24}

Jo a1epdn ay1 1eys
pa10u s1030al1 1SOA,,

,Anooo
p|No2 uolepijeAss
SIYE Ya1ym yBnodys
s|21yaA 1599 8yl
UO pausiip SMaIA
ybnoyyje ‘[leob
juepodwi ue
S| @due||IaAINs
Jo asodind
|erUBsWEePUNy BY}
JO uoiiepljenss e
1eyy * paaube

S10392.1(] ISOIA[,,

L00Z ‘6 AV
ISNOJSIY AyvOod
IAILND3IXT

"a0e|d Ul sI SHomaUIEl
[eBa| Jansreym uiym
9)eiodood 0} $9113UN0D
Jo ssaubul||im pue 1sn.}
ay1 Bunnsus ui sal| Aey|
sy} Usnemoy ‘paire|siba|
90 J0UUED SSBUBAIDBYS
pue 9oUBAS|2] 9DUIS
‘sa1el abueyoxs 109y)e
1By} SaINsesw Jay1o
pue sadijod 18l
asbueyoxa Buipnjoul
‘saidljod sAwouods
[ENPIAIPUI UE JO SI9Y10
1oy edusnbasuod ayy
1apIsuod 01 YIA| aY1
pUE 'S8LIAUNOD UO
Juswialinbal sy s

Sly1 0} [eaua)) ‘|eob
juepiodwi ue ag pjnom
aoue||18AINs Jo esodind
|eruswepuny sy} Jo
uonepljeAal e ‘saAneRIul
Ao1j0d @due|lonins uo
paa0.id suoissnosIp sy
*S9LIJUNOD JaquiawW S}
pue JjAl| 8y 1o} sweb

ay3 jo so|nJ ay3 Ajed |

NOILVANINNOD3Y
(OF]]

91L-£002 'IJIAAV ADIT0d 31VYH 3DNVHIX3 4Nl NO
SNOILVAN3IININOD3TY O3l dISYOANI-QvVOd Ol
dSNOdS3d NI NV1d NOILVLNIITTdINI 40 SN1LVLS

28 ANNEX 2 ¢



"6002 4O [|B} @Y Ul 8|qejleAk 89 p|Noys salou punoiboeq Aieuluwi|aid
"abe)s paoueApE UE e OS|e S| S9LIUNOD SUWO0dUI-MO| O} SaIBojopoyiaw
Y3DD jo uonerdepe pue UoIsUSIXS 8Y] "600Z 4O ||} Y3 Ul Buiodyioy

S| 'S92IN0Sal 9|gBMAUSBI-UOU JO sialiodxs 1o} salbojopotaw adAy
-439D 931y} spussaid yoiym Uaded Buiiop) puodss v "panssi
SeM S921N0Sa1 8|JeMaUsI-UoU JO SI8podXa Ul S9dUR|ed JUNODdE
Jua.Ind ssasse o) ABojopoyiaw e Buluijino tade BuiIopn

"6002 4990100 Ul 199)48 83e) O} padadxs Si ‘Uoisida(

22UE||I9AINS /00Z @Y} PUB MBIASY 8dUE|[I8AINS [elUUSL| 8yl Y10q
S108|421 YoIym ‘810N 82ueping) adue||iaaing palepdn uy 600Z dunf
Ul panss| Sem UOISIDa( 92UB||I9AING /00Z BY} Jo s1oadse [euonelsdo
uo aouepInb pasirey pars|dwod AjebieT *(6002) ¥INd PAYL

‘paseaudul os|e sey [9Ad] |eruswiedap sy e sales abueyoxa

uo iom [eanhjeue uo siseydw3 seonnoeld poob pue syaselep Aey Jo
Buueys pue ‘ssibojopoyraw Yy3oHo uo sduepinb uo-spuey ybnoiyx
Buipnjoul ‘paoueyus Buiaq si sanssi pajeja.-aiel-aBueyoxs o siskjeuy

‘suoesado

abueyoxa ubialo) Jo siskjeue pue ‘uoinedlyisse|d swibal a1el ebueyoxa
‘saibojopoyraw YJOD 10} s|elsrew Buluiel) (g) ((21sqem syQd Wodl
a|ge|ieAe Apealje) yiom spun4 ul sesed s|duies poob pue ‘s1es elep
[eon01sly ‘(sere|dwe) Buipnjoul) senbiuyoel sisjeue a1el sbueyoxa

UO UOIIBWIOJUI JUBAS|SJ UIBIUOD O} pue 8deds gam paledipap e ul
pasnoy ‘Aio11sodal uonewou| (|) :seaie OM] J9A0D 01 paubisep usaq
sey y4om siy| "800Z Jo Jewwins ayy ul pa1e|dwod aq 01 peroadxs

SI 11 JO 3sow pue Buipaado.d sI uoljeulwsssip 86pPa|MOuUd| UO JIOAN

"600¢ o Bunds ayy 1o} peroadxe ale seibojopoyiaw

959} JO SUOISIaA AlBulWi|ald "S82IN0sal 8|glisneyxa jo sisonpoud pue
sD[7 01 Y39 Bulpuedxs uo Aemispun osje si 3o\ KBojopoyraw
jua.Ind ay1 Buiroidwi pue suondipaid Y3oHD ised jo esuewiopad
a1 Buissasse 01 UsAIb usaq sey welbo.d jiom Y39 ayi ul Aliond

“¥S.1 @Y} Jo uoissnosip

pieog Js)e panssl 8q 0} 810N 82uepInc) adue|lsang parepdn ‘800z
1snBny ul paysijgnd pue gooz A|N[ Ul panssi UoIsiDa(] adue||laAINg
/00Z @Y1 jo s1oadse |euoiiesado uo sdueping *(800Z) ¥INd Puo2as

"/00Z @18 ul 81isgam ydd @Y1 uo paisod aq

[|!m @due||ienins a1el abueyoxe ul 8d130e.d 1s8q Jo ss|dwexe
Jo uondas e pue ‘gz Ul ¥dd pue SNI Ag padojensp aq
[|!m ue|d Buiulel] pe1eUIPIO0D \/ "UOIBUIWSSSIP 8bpa|mous|

,’S9LIIUNOD Jay10
01 310m 8yl Buipuedxas alojeq s1exiew Buibiswse pue
[BLIISNPUI JO SJUBWISSaSSE YFO)D) Jayuny sroidwi 01 pasu
e Mes pue ‘sajel abueyoxa wnugijinbs Bunewnss ul
1SIX® 0} SNUIIUOD |[IM SUOIILLIWII| [BDIUYDS) JUBDHIUBIS 1Y)
pauonned,, si01031i O Jaquinu e d|IAl 8Y3 Buissndsip u]

"910U YJDHD |enuue-Iwss

SU1 JO 1X81U0D BY3 Ul 400ZA4 Ul SISeq [BL} B U0 pieog sy}
YHm paieys aq 01 pa1dadxe aq pjnom sijnsai sy ‘10efoid
siy1 ul sabus|eyd |ednAjeue pue suoneliwl| elep uedyiubis
SU1 USAILD) $82IN0sal 8|qlIsneyxa Jo sisdnpold pue ssLjunod
awodul-Mmo| Aey 01 ABojopoylaw ¥3JoD) eyl ‘syuswiiedsp
eale Jo djay ay1 yum ‘puedxa 01 3a8s ||IM Sy ‘uonippe u|

"sajel abueyoxa |eal pue smoy} |esded usemiaq

SUI| SU3 UO 3IOM PUE SUOZIIOY JUSISHIP 18 SJUSWSAOW

a1el abueyoxa |eal Juanbasgns yum aul| Ul A|peoiq aie
$91BWIISS YJO)D) JOYI9YM JO UONBUILIEXS UE SSPN|DUl Bale
Sy} ul pauue|d IO “@2UB||IBAINS 81ed 8bueydaxs Ul Y3
Bulkjdde ur sousiiadxs Jo 3001s Buiseaioul Ajlenpelt e
1suieBe ABojopoylaw Y35H D) Yl suljal O} SNUIRUOD ||IM STY

‘(s@2inosau a|qisneyxe Jo sieonpoid pue
S$811}UNOD SWOdUI-MO| A3 01 1l puedxs pue ssibojopoylaw
aulal Buipn|pul) yiom Y37 aroidwi pue puedxy

‘yoeoudde sanduosaid

Al4en0 ue BuiploAe pue se2URISWINID A1UNOD O}
92IAPE JO|IB]} 0} PasU sy} Buiziseydws ‘uoiusaiaiul
}JO S}HWI| pUE S8SN SU} UO PUE S[aAS| 91.. aBueyoxs
Buissasse uo aouepinG spnpul [|IM NDS PasiAal ay |

(£00¢ 189030
Aq penssi aq Aew uoisideq /00Z Y1 O} palejal eduepinb

1eY) 810U '/00Z-Pue Ag) 910 82UBpPINC) 9D2UE||IBAING PISIASY

» PUNg 8y}

ulyum abpsjmous|
yons Buneulwsssip

ul pue jiom Aunod
s,pun4 ay1 ol
sanbiuyoel abpas
Buiino Bunesbayul
o1ul 1nd aq 0} spasu
Jioye aiow,, 1eyr
pa1ou si010a.1q Aue|p

,/a2uepinb yons
Bunenwuoy ul
sanna1yip |eanoeld
3y} paiodsiapun
1012811 SWOS 3|Iym
‘ao1npe Aoljod e1el
abueyoxs Jo syoadse
oyivads uo asuepinb
Ao1jod |eonoeud
1o} psau sy} mes
sio030811q Auey,

, "1 Buidojensp

Jo Ajigises) ayr

uo pue ssuepinb

4ons 1o} pasu sy
Buipiebal smain
9sIBAIP peY,, SI010alIQ

((mojaq
SUOIBPUSWWOD3]
Kieipisgns 995s)

aq p|nom sanioud om|
‘diysiequiswi ay) ssouoe
yoeoidde pspueyusis
ue ainsus o1 djay
p|nom pue adusuiadxa
A13unos-sso.d pue
yoieasal 1s81e| 8] Uo
[PERES S| [ i Sl
‘sanss| |eankjeue Aay)
uo asuepinb Aoijod

|eonoeud dojensq g

IMF EXCHANGE RATE POLICY ADVICE | 2107 EVALUATION UPDATE



‘pasn salfojopoylaw ayy JO ssa|piebal sedueequIl [BUIBIXS

01 suonNQIUod Ad1jod sSNosIp PINOYS LIS ING ‘SeduUB|equUIl [BUISIXS
01 saljod (ubialo} pue) oisswop Jo uoiNgLIuod ayy Ajnuspl djey ued
ssibojopoyiaw 81l|-yygg pue g3 ‘xiw Aoijod ||eiano ay1 uo adinpe
s,JJe1s ay1 ojul perelbalul ANy o pINoYs syuswissasse 4Og 'S1edys
@oue|eq [eulalxe pue ‘uonuarisiul abueyoxse ublaio) pue seAlasal
‘saqe. abueyoxs ‘sainsesw Ad1jod pue smo|} |eided ‘qunodoe JuaLINd
:seale Aoy aAl} JoA0D 01 pabeinodus Je1s yiim ‘seidijod a1es sbueyoxe
pue a1e. abueyoxe Jo 8due||I8AINS PUOAaq 06 p|NOYs JUBWISSasse ay |
‘aAlpoadsiad peolq e uo paseq syuswAed Jo sdueleq SJaquisw 8yl
JO JUSWISSESSE BUI| WO0110q Jesjd e apirocid pjnoys ye1s 1eyl se1edipul
,OOUB||ISAING 10} 80N 8dUepIng, 510¢ YL *(S102) HINd Yyruenes

‘aAnelenb Ajebue|

9 AeW JUSWISSOSSE U1 9J9UM ‘SUOIIELIWI| BIEP SNOLISS UY1IM SSLIIUNOD
Joj 1deoxa ‘(se1ewnsse adA1-y3o7) 1o/pue Y3HD) Y1 pue ‘s|ge|iee
alaym g3 oYy “4S3 10|14 a3 wouj Buimelp) suodal Jjels ul papnjoul
90 P|NOYs S91eWIISS 91e) 86UBYIXS [EDIISWNN] 'SUOIEPUSWWOD3]
Ao1jod sespp poddns pinoys pue ‘xiw Ad1jod ||esano ayy pue Ayljigels
}JO JUBWISSOSSE I9Pe0Iq U3 03Ul paleiBalul g pinoys sisAjeue

SIY] 'S|PIUSWIEPUN} UWLIS1-WNIPSW YIM JUS1SISUOD AjpeOIq ale a1el
sbueyoxs sy} pue JUNOJE 1USLIND SY1 JSYIS8YM JO MSIA SUI| WO10]
pue sisA|eue iea|d e spnjaul pjnoys spodai yeis ul Aljigels syuswAed
JO 9dUB|eq JO SIUBWISSSSSE 1eY] Saysi|geiss 10N ay ] Aujigels [eqo|6
1oedwi Apuesiyiubis Aew 1eyy sedijod/siuswdojsasp aAoge syl Jo
Aue woly siono||ids 1aplog-ssoud oy (Ill) pue ‘sisuied Buipely sy

1o Jagqwisw oy} 4oy Alljigeisul spuswAed jo souejeq 0} pes| p|nod

eyl Junodoe [eldueuly pue [eded syl wolj Buisiie syuswdojaasp (1)
‘ssauanil}edwod/|ans| 81el aBuURYIXS S PUE JUNOIDE JUSLIND Y}

(1) ;o WusWissasse Jes|d e apiroid 0} paoadxe ale spodai Jeis A
S|PIUY 1BY) S31BDIPUI *** 7| 0Z 499012() Ul PaNss! ,SUOeINSUOD) A
8|21y JepuN 8dUe||I8AING 10} 810N 82ueping, 8y *(1102) dIAd YIxIS

‘'sayoeoidde ¥y3nH

aU1 Jo sbulwodIoys paljiiuspl ssaippe pue abeisnod Ainunod
Ja1eauf spnppul 8say | "YJDHD Uo Bulp|ing ‘(yg3) 1uswssassy

aouejeg [euia1xg oyl ‘seibojopoyiaw a1el ebueyoxe parocidwl
Buidojasp si JJe1S "siseq 1Ua1sISUOD A|[eia1e|i}jnw e uo seduejequl
101095 [euJIX® 9zZA|RUE [|IM 1BY] (¥ST) Hodsay 10108g [euliaIx] ue
Bunedaud si Jje1s pun4 ‘esue|laning Bulusyibus.lg uo JuswelelS

L L0Z S4o10811q Bulbeue|p ay1 Jo 1uswasiopus pleog Buimojo
‘sa|dwiexs a2110e1d 158G pue 8ouepIinb JO UOIBUIWSSSIP SAI1D8)S
apinoid djay 01 dn 18s usaq sey 81Is 18UBIIUI MBU B PUB ‘YS] | |0Z oYt
Buimo||o} pasinel sem 810\ 82UepInc) 8dUe||I9AING 8] ‘UOIIRUILISSSID
sbpasmou| pue souepinb paroidwi jo 1ed sy *(z1.02) ¥INd YiHd

,,/S92URISWINDUID AIUNOD

01 pieBal anp Buiked sjiym ‘spoyraw aaneljenb

pue aAleluenb BuneiBeiul 1s119q U0} pa)j|ed pue
‘safjuielaouUN [ed1Bojopoylaw abie| usAIB ‘salewilse
¥3IDD Bunaidisrul ur Juswbpnl |njeied esioiexe 01 pasu
Sy} pajessllal os|e si030allg Auew, ‘dIIANl 9Y3 Buissnasip uj

'£00¢ =ie| ul

911SqaM Sy (4 UO paleald aq ||IM 8dUe||IoAINS a1el abueyoxe
ul ed11oeud 1594 Jo se|dwexa Bululeluod uoioses e ‘uoiippe
u| “eaue siy} ul seoioeud 1saq Jo aleme pue sswibai pue
s|ens| e1eJ ebueyoxe Buissasse Jo) sanbiuyoel Bunsixe

YlIM Jeljiwie) ale swiea) Jjelis 1eyl ainsus 01 goog Alles ul
ue|d uoneulwasssip palabie) pue paleulplood e dojaasp o)
INDIA PUB STy Y1IM UOIIBINSUOD Ul 4818601 JioMm ||IM ¥Ydd
pue gN|| ‘senssi a1e. abueyoxs ul weiboid Buluren Buons e
sey Apealje SN|| @|IypA ‘sweas) Jeis Aq esn [euonelado ojul
pai1ejsue.l ale senbiuyde) pue sbpamous Buisixs 1uess|a.
1Byl ainsua ||Im SHOYe YyoNng ‘pausyiBbuais Jayln aq |[IM
(sieuiwas pue ‘sdoysyiom ‘Bululely) spoys uoneulwassiqg

ANNEX 2



‘Buises |eulsixe

anieInuenb/Buises aAneluenb oy jiomewel) spun ayi BuiA|dde

J10J pUB SUOIHPUOD 183ieW AJSpIosip Jspun UoRuUaAISIUI SBUBYIXS
UB1210} IO} SUOIRISPISUOD A3 UO PSND0} UOISSNISIP 8Y] "GL0Z
Kienige ul pjay sem ,sedusliadx3 pue senss|—uoiuaAiaiu| sbueyox3
ubla104,, UO UOISSNDSIP PIROg [eUWIOLUI UY *(S10Z) HINd YrusAss

"SMOJJIN0 pue
smojjul [e3ided jo 1oedwi 8yl pue ‘SUCIHPUOD [BUISIXS ‘SoNSLISIorIRYD
oyoeds Junodoe ojul Bupie) ‘seousiiadxa A13UNod Jo Mainal e spn|oul

[|IM UYoiym ‘sedusliadxg pue senss| :UoiUaAISIU| 1ey abueydxd Jo a0y
8| Uo pajalqg aq ||IM pieog ay ‘GOz Aienuer Ul (¢ 10Z) ¥INd YIxIS

,"uoljepuswiwodsl OF|

oyvads sy BuiAispun aanoslqo Aoijod uspeoiq sy1 ansiyoe
01 sUOp 8q 01 spaau alow pue BuloBuo ||i1s s ssaiboid,, 1eyr
Paispisuod DAT oY1 ‘(6002) ¥IAID PA1YL 8y Buissndsip uj

"2InIny Jesu sy
ul uaded |euolsedd() ue se paysigqnd aq ||Im pue 00z A|N[ Ul Jeuiwss
U‘_mom _mELOu—C_ ue 1e Ummwsuw_ﬁ SeM | saley mmcmr_UXm_ U—O Ewpw\Am
8|qelS e piemo] , papnus iaded v "pa1s|dwio) (6002) HINd PAYL

2(SHINd) S14O43Y DONIYOLINOW DIaOI¥3d

‘yoeoudde sanduossid

Al4eno ue Buipione pue sedueiswinouD Aunod o1
92IApE JO|Ie1 01 pasu ay1 buiziseydws ‘uonuaaialul
JO S1IWI| pue $8sh 8yl UO pue s|aAs| 81el abueyoxe
Buissasse uo eouepinb spnjoul ||IM NDS Pasinai ay |

"JUswissasse swlibal pue

ao1Ape Aoijod s1es sbueyoxe Jo eale sy ul eduepinb Jsyuny
[enrusrod Joj Indul [njash aq PNOD MaIASI 81 JO S1NSay
"apedsp JusLIND ay) Bulnp ‘syuswdojansp Jueas|al JBYlo se
[|om se ‘saidijod pue sswibai sbueyoxs ul spuaiy Jo Ayljigers
|eloUBUI |BUOIIBUISIUI JO) SUOEDI|dWI UO SND0) PjNOM
—IAIDIA Y1im uonelnsuod ul ‘yYad pue S3y Aq paiedeid aq
01—M3INSI SIY | "666| Ul PSIONPUOD SUO S 01 Je|IWIs ‘4002
1o} pauue|d Ajaaneiusy si sejel sbueyoxs Jo walsAs sy Jo
A1j1ge1S 8U1 JO MBIASI B ‘SIUIRIISUOD 92IN0SaJ Uo Bulpuadag

'600¢ U! so3ed
abueyoxa Jo waeishs syl Jo Aljige1s ayy Jo malnal ‘Ajaaieius|

£00Z ‘9L 1SNONV
W(dIIN) NV1d NOILVLININT NI LNFWIDVYNVIA HINI

,,“uonuanIaUl
uo Apejnoiued
‘@duepInb 1oy edoos
MES 51012811 J8Y10
S ELEIEISELEY
jewndo Buiquosaid
ul suoleyiwl| syl pue
aouepinb Bunenuiioy
ul saninoip |eanoeld
8yl palodsispun os|e
si0308llg dWog,,

,"Yoeoudde
aAnduosaid Ajuano
ue Buipione jo pue

S9OUBISWINDIID A1jUNod
01 @21Ape Buliojiel

$0 pue Aujiqixayy

Jo eouepodwi ayy
pulw ul Buleaq
suOI1R}NSUOD A|
3|21y Ul 8Aidadsiad
2lWOUO290I0BW

31 WOy JueAS|aU
JaAsIayM UonUSAISIUI
O S}WiI| pue sasn

3y1 ssnosIp 01 yeis
pabeinoous si01081Iq
‘souejeq uQ,,

,Juswssasse ue
yons 4o} wuope(d
|nyasn e sepiroid
Apeaije OIM oy

1ey} palou Jsnemoy
's101298.1Q Jay10 Jo
J3quInu 7 “6661 Ul
us3epspun auo

a1 01 Jejiwis ‘sa1el
abueyoxa Jo walshs
ay1 Jo Ayjigels syl uo
uolissnosip pieog e ul
}JaW Mes si03daliq
JO Jsquinu v/,

£00Z ‘6 AVIN
ISNOJS3Y A¥vOod
IAILNDIX3

"SUOISSNOSIP
juenbasqns 1oy
Sjlewyouag e spiroid

pinom yaiym ‘11 Apasnl o1

sjuswinb.e ay1 uo pue

pajussald abuel sy} uo

yroq aoe|d ae1 Usyy

p|noo uoissnosi ‘abuel

e yons Bulysijgeisa
1o} suoseal sy} pue

‘peaye pouad syl Jono

ploy 01 10adxa Aoy
suonisod uBlaiof 18U

o1|gnd/sbuipjoy enissa.

...FO sbuel wr_w wﬂ_._Ume
O} SUO3B}|NSUOD
Al 8Py Bulinp

sallioyine yse ‘yeis o1

aouepinb Buidojanep
03 Indul ue sy

*UOIUSAISIUI JO SHWI|

pue asn ay3 u0—

'sosed Alunod ul

mucmﬂv_jm 10} yiomawiel)

paiepdn ue spiroid
P|NOM SUOISN|DUOD)
'sanss| Jay1o pue
‘suonipuod Aupinbi|

|eqo|B ‘sswibal ussoyo

Jo Aeuie sy Junoooe
o1ul Buiel ‘senel

sbueyoxs pue sswiba.l

abueyoxa Jo walshs
ay1 Jo Ayjigels ayy jo

MaIA81 pleog dlpolad e
axeuspun "waisAs ay3

Jo Ayjigess sy ug—

NOILVANININODIY
o3l

» IMF EXCHANGE RATE POLICY ADVICE | 2017 EVALUATION UPDATE 31



Juswiabebus ajowoid 01 ‘|0z |Ldy Ul puodas e pue ‘| |0z Ul (4SIND)
Hoday edue||I9AING [BISIE[IINIA PSIEPIOSUOD) 1841} 8y} paonpoid
}Je1S 'SeNssI A NDIYIP SSWI) 1B puUe ‘JueAs|al 8siel 0}—uolebl|go pue
—Ayuoeded Jiayy Buisiwoidwod INOYIM ‘SUOISSIW Al 8|21y O} Joud
UOISSNDSIP J0j SaNss| A93 UO SSIILIOYINE YIM SMSIA SBUBLIXS [|IM SWies)
Aiunod ‘sjdwexs 104 ‘spasu ,siaquial 01 SAllUSIe 8] 01 SAem Uo
PasN20} YS1 Sy} ‘Peslsu| "dieidnealng AjJaAo ue 01 punoy alem Asuyy
Se PaNUNUODSIP Usag aAey sepusbe aoue||isnIns *(Z102) ¥IANd Yuid

., @nssi syl
01 UOIJUB1Ie PBNUIIUOD S JJels pue sjuswabeuew 01 PIeMIO) SYOO|
DAT 8YL 'senss! 101085 [BIdDUBUIL UO SJIAPE S pun4 sy} Bulusyibusns jo
aouenodwl ayy pausiybiay Ajes|d sey SISLID [BIDUBULL 8] ‘SUOISSIL A
3|21y Ul uonedidiued |NDIA 8sealdul 01 saAeIUl UQ),, ‘SYINJ 84NN}
ul ssai60.id Buimainel 01 pJeMIO) PEX00| PUE 3IOM 81N1Nj pue UoNds|jal
Jayuny 1oy sanss| [elanes pasodoid DA ayr "YIAId @Ya Buissnosip uj

"asiuadxa pue s||1djs 4o Xiw 1B oy} deay swesy
uolssiw ey} ainsus djay p|noys syaiyd UoIssiw pue syssp Aunod o}
pa19b.e) sanss| 10108s |eldueUl Uo Bululesy Buiobuo 1ng ‘(suoissiw

0S-0%) 600ZAd Ul pauue(d si sul2sp 7 "800ZAL Ul SUOII_YNSUOD
09 INOGe 0} PaseaIdUI SUOISSIW A| S[21y Ul uoneddiued NDIA

"8[2A0 A| 8Py BY3 SpIsBuo|e saLIuNoD
||e 40} paiedaud aie sepusbe adue||laAInNg (8002) ¥INA Puo23s

xiw Aoijod

[|e42A0 s,A1UNOD BU) JO UOHEN|BAS BY) YLIM SIUSWSSasse a1el sbueyoxs
a1eJBa1ul 01 3985 pue ‘sanldadsiad |eisie|ig pue |essle|inw
S2UIQUIOD "** ‘9DUB|[I9AINS JO}DSS [BUISIXD SUBPROI] SISAjeur 8y "
‘wea) [eyuswiledspiaiul ue Aq pauoddns si yaiym ‘syuswiniedsp

eale pue |euoldoun) wolj seAlreluasaldal jo Buinsisuod dnouo)
Buneuipioon) Hoday J010ses |euieixg ue Aq paiedaid ae spodas asay |
"9AI109}40 SI0W SSUE[ECUII [BUISIXS JO dUR|[I9AINS BubRW JO Wie

SU1 YUM €10Z PUB Z10g Ul panssi aiam s¥YS310|1d *(7102) dINd YIxIS

‘eale oina ay} sn|d salwouods Jolew gz Joj suonisod 1asse

ubla.o) 18U pue ‘(uonuaAlalul Buipn|oul) seaiasal ‘smoj) |erided ‘se1el
abueyoxa ‘SJUNOJDE JUS.LIND JO sjuswssasse Juasald Ajpusiedsuely ||im
podal ¥YS3 8y ‘Y3oD Bunusws|dwi uo syssp o} esuepinb [esnoeld
paonpoud sey 1uswiiedsq Ydleasay eyl ‘uoieulwsssip abpajmous|
a10woid pue sseupspueyuaAe 8dueyUS 0} ‘uonippe u| ‘diysisquiaw
a1 ssouoe ADUs)sISUod 8unsus 0} Y37 O} SiuswsduUeyuS 8d13oeld
1s8q Buluiwexs Ajpuaiind st yeis -o1gnd syl pue senuoyine Anunod
ay1 Joj saibojopoylaw Juswssasse a1el abueyoxa Jo uoneue|dxs pue
Aous.edsuely usiealb pepuswiwiodal ¥S1 | L0z @Yl (2102) ¥INd YiHd

"/00Z 429010 Ul Bunels ‘eoueuly Ul Buiules) ou Jo

S| Y1m 1slliouods e palabie) 8siN0d 3Ysam-auo e spiroid
os|e ||Im SN| pue ‘Ajaanoadsal gooz Alles pue /00z @ie| ul
pa12adxa SaLBAISP 151} SUL YHM U8k e SISILOU0DS sop
pUE sja1yd uolIssiw )9 Inoge Aq pspusie g 0} pejoadxs
$95IN0D }99M-aUO0 Mau om} Burinies) welBoid Buiuiesy
90UE||I9AINS J0308s [edueUl e dn Builss ale NDIA pue SN|
'ISAOSIO| "92UE|[ISAINS JO S6.)S JSIjieS UB 1B |\DA WO}
syndul [eo1uyos) AjoAloe alow yess o) pabeinodus Bulag
Os|e aJe swea) Jjels pue ‘pasealdul Bulag si SUOISSIW A
a1y Ul Je1s INDIA Ag uonedidied ‘swil JoAO swes) Jels
JO XIW [[1S @Y} @AW ||IM SUOISSIW A| S[21HY/ Ul 9si1uadxe
101995 |elduBUl UsyIBuails 03 seAneliul BuloBuQ (q)

‘suolssnosip Ao1jod

o1ul Indul ue aq pjNom YIym ‘syuswsiels Aojjod siedsid
01 pabeinodus 8q PINOD SSLIUNOD JaqUIBW 'MaIASY
8oUue||I8AING |BlUUBIG $00Z Y3 Ul pa1sebbns se ‘uonippe
u| ‘eoue)sisse |edluyosl ybnouyy pappe-anjen |einusjod
995 S9I1LIOYINE S} SISYM SESI. S ||9M SE '8dUE.||ISAINS
1o} sndoj ay1 9 p|noys eyl sanssi Adljod oo uo
sanJoyine ayy woly sindul y@8s 03 ‘s|qises) JsAsusYM
‘pabeinodus aq ||IM Je1S ‘sanuoyine syl yum Absiens
Juswabebus ay1 uo snooj Ajues ue Buibeinoous si sepusbe
82UE||I8AINS JO [00) MaU 8y ‘sepusbe adue|laAINg (e)

,,/92UE||I2AINS JO 1DNPUOD BY} Ul SBNSS| |ISIOA0IUOD
aslel 0} Jjels 0} saAlluadUl Buipiroid 01 pue sisquiaw Yiim
anBojelp Jo ssauanndays ay1 Buiroidwi o) peiejal suoloe
Buikjuie)o 1o) edoos mes |eienag ‘Juswabeuew pue Jels Aq
UONRUSIE [NJIED JBYLNY JISW Jey) sea.e Juepoduwl swos
pa1ybiybiy,, si0192.1q 8AINdeX] dIIN @Y3 Buissnosip u|

dI Ul pesodoud uonoe op|

*,,SHoys Jayuny
Buuinbai se Auew Ag
uoas sem’ "asiadxa
pue sj|ps Jo x1w 3yBu

2y} AeY SUOISSIUI
1ey) Buunsug,

,-enbojelp ay1
JO ssauaAdays
ay1 anoidwi 01
sal3unpoddo
Buikynuspi o1
yoeoudde oiberenS
e 01 AjJejnon.ed
‘eale siy} ul
sUOIjepUSWILLIODS]
O3l ey o1
uoleIBpPISUOD SAIB
01 1uswsbeuew
pabeinoous
sioalIq,

., Bale siy1 ul suoye
Jayuny 1o} pa||ed pue
"' ssaupapueyuars
1o ye| jo uondsdiad
Aue ssaippe o} pue
'S91U3UNOD JaquiaWw
yum anbojelp ayr
anoidwi 03 skem
Jayuny alo|dxe o1
2dods sulewsal a1ay}

1ey) peaibe sioaliq,

‘Paplemal pue paulep
a9 p|nom enbojelp
aAoaye Bulnsus jo
$5920NSs 8y} ‘sseooid
|esiesdde eouewopad
ay1 u| ‘spaau Jejnoied
01 abessaw ay} jo
1ewJoy ay1 buneiqies
Usym pue suoIssnosIp
ul sbebus 01 woym
Buluue|d ‘esiuadxe

Jo puny 1ybu syl sey
wies} jeis ay1 buunsus
SA|OAUI OS|B P|NOM SIY |
'$J030841(] SAIIND9X]
wioy} ‘Aiessadsu usym
‘poddns yum pue
1uswabeuew Joluas
Buinjoaul ‘enbojelp
8y} JO SsaULAnDBYS
ay1 enoidwil 01
sanunuoddo Ajuspl
01 yoeoudde oibe1enS
e dojensp p|noys
Juswebeue\N—

‘921npe 1ybu ayy
Buidojenep se 1yblam
yonw se paubisse

o9 p|moys >jser siy |

*S: oyine yum
anbojelp aAndaye
Bulinsus o} uopuaye
491e246 yonw anib

pinoys juswabeuey "¢

ANNEX 2



‘JJe1s [ans|-yy Buowe uswiamodwa pue
Buiel 3su o uonenjeas ayy ul synsal Jood pamoys AsAIng yeis €10z
a1 ‘yeis Jojuss Aq pariodal ssaiboud s1idse *(§1.02) HINd YIusaas

"aoue||19AING Bulusyibus.ig uo JusWwele)s S.1012911 Buibeue|p|
2y} Ul palsl| sdals 8y} eIA PaseaIdUl 8q P|NOD UOIDE] Jey) pue Jopued
Js1e816 J0) posu sy paziseydwa YS| | LOZ @YL *(2102) HINd Y44

‘(1 "A9Y '/2/80/44Ng) SUI82UOD S} BuledIUNWWOD

Ul 9AI1ISSSE 910W pUe ‘(sawil poob ul A||e1oadss) sjuswissasse s1l ul
[E2111ID BI0W H|A|| UB suolsiAuS 8y 1ey) Jeded suondaliq o16e1e1g
Sly ul Jes|d> spew sey Joyoalig Buibeueln ay| *(8002) HINd PuUodos

‘peruswa|dwi Buieq aie pue a10u aduepinb

paiepdn ayy Ul papn|aul usaq aAey asay | “adiApe Adijod 1sed uo dn
MO||0} sHodal Al 921y Buirey pue SuoIssIW A] 8|21y 01 Joud senss|
K83 uo sanLoyINe Yim smaln Buibueyoxe Aq Buipnjoul Juswabebus
anoiduwl 01 sdays papusWIWOdal YS | | L0Z SYL |oAS| [elsisiuiw sy} 1e

2(SHINd) S14O43Y DONIYOLINOW DIaOI¥3d

‘pausyibuans ssyuny

a0 01 pa1oadxa S| 8due||I8AINS Ul Jopued Buioddns ul ajo.
spleog ay1 ‘uoisida( 8dUe||I9AINS MaU 8y) Jo uondope

SU1 YU 'PIEOg Sy} 1B JO SSIILIOYINE YIIM SUOISSNOSIP Ul
papasu usym uoddns spiroid ||im Juswabeuew pue ‘senssl
|e1si@n0u0d Ajjenusiod uo Jels Ag user suonisod ayr

1oy oddns su sjeubis Apeauje spodal yeis Jo edueles|d
siuswabeuR|A *9DUR|[ISAINS Ul PBISAOD PUE Pasiel
A|e1enbspe ag pjnoys—sauo |eisiono0uod Bulpnjpul—sanss!
[B211142 1B} SUOIIEIDSdXS S1I '9913IWIWOD SDUR|[I9AING B4} Ul
uonedidijed sy ybnouyy ‘s|dwexs 10} ‘Jyeis 01 Jes|d axew
[|'M 1uswisbeue|A ued s1 Aejd 01 pesu [|IM 001 pieog syl
pue ‘edue||i@AIns ul Jopued ajowoud djay ||im Juswabeue||
:Juswabeue|p woly poddns pue suoieidadxs Jaies|D)

"90ue||I9AINS 8)ed sBueyoxs

ul siskjeue 101085 |eldueUl 81eIBa1Ul pUe SaNsS! 81ed
abueyoxa Jo sbuluuidispun 1e3ew 8y Jo Bulpueisiepun
usyibuans djay ||Im Xiw ||1s ul JuswaAociduwl sy |

£00Z ‘9L 1SNONV
W(dIIN) NV1d NOILVLININT NI LNFWIDVYNVIA HINI

,'SSeupspueyuSAS
ainsus 01 pue
1111oyine [euoileu
o 1ulodmaln ay1
pueisispun Jsneq o1
‘salluoyine syl yim
S8NSS| |RISISA0IIUOD
asiel 0} pafeinoous

89 P|noys jes,,

£00Z ‘6 AVIN
ISNOJS3Y A¥vOod

's

IAILNDIX3

'S9NSS| [BISISAOIIUOD
asleJ 0] S8AUSdUI 8L
1snlpe o1 psau pieog

a1 pue Juswsbeue|\—

NOILVANININODIY
o3l

» IMF EXCHANGE RATE POLICY ADVICE | 2017 EVALUATION UPDATE 33



‘Juswibpn( ysep ueyl Jayies slel sbueyoxa

ay1 Jo Jolaeyaq aAne1uENb Sy1 U Paseq ale SUONeDNISSe|D 88y |
'suooLsay abueyoxg pue syuswabuelly abueyoxg uo Hoday [enuuy
Sy} Ul suonedlyisse|o a1el abueydxa 0198} 9p JO 31si| B s9|1dWod NDIA

.Co_umu_twmm_u alel wmeMLuxw OHUMUF w—u wr_u UFO COEQCwa_U me_u e _UML
spodal pajduies jo Jusdiad 94 PUNOY ¥S | 800Z YL *(Z210Z) HIAd YHd

“Hoday [enuuy 00 SINI B4} Ul PUe Y33V 6002 Yk Ut paysiignd
aQ ||IM UO[1BDIISSE|D PSIABI 8| "PAIIPOW U8 MOU Sey walsAs
uoIedlISSe[D J4els A Bunsixe sy ‘paie|dwod sjuswabuely aley

abueyox3 Jo UoNeDNISSe|D) UO WalsAs Jo malray *(6002) ¥INd PAIYL

‘@2Ue||19AINS 81kl 8BUeYIX8 UO UoieulwassIp abpajmous| Buipuedxe
0 1x@1u0d 8y ul paledaid Bulaq si suonesado 1a3iew sbueyoxs
ubla10} Jo sisAjeue pue uonediisse|d swibal sbueyoxs ubieio)

uo NDIA Aq Bululel] ‘uonesiisse|d swibal a1l abueyoxe syl Jo
Buiiodal uo yeis o1 eduepinb Buimojjo) pausyibuains ssedoid malnasy

‘s10108.1g Aq paisanbal jI goOz Ul Je1e| aoe|d

a3 e1 Aew ‘uonewojul Aieruswa|ddns uo paseq ‘sanssi UOCILDIISSE| JO
uolssnasip pieog Jayuny e 'go0z |Udy Ul pjay sem sjuswaBueiny a1ey
aBueyox3 Jo uonedyISSe|D) Yl UO JBUIWSS PJeoq [eUlIojul Ue ‘sanss|
[e2160jopoyisw UQ */00Z U! Po18|dWod Sem S|0IIU0T) PUe ‘SUONDLIISSY
‘sjuswiaBuelly sBueydxg JO MaIASY By | ‘OM) Ul H|ds sem maInay ay |

'800¢ ¥snBny
ul paysiignd pue gpoz A|Nf Ul panssi UoisiDa( adue||IaAINg /00Z
ay1 jo s1oadse [euonelado uo sdueping *(800Z) ¥INd Puodas

‘WO Agq
suoneolyisse|d-al ¥Jy3yy pasodoid uo ‘suswipiedsp
eale yum Buoje ‘Bunusuwiwod Ajaunnos mou ydad Yim

‘pausyibuais usaq sey sawlibal 0108} op Jo uonduossp
pue uonedlIssed Jo sanssi Uo Ydd Pue NDIN usamiaq
UOI1eUIPIOOY) '$s8201d MSIASI [eUISIUI Ul SNSSI UO SND04 (2)

‘'sswifa. 0108} 8P JO UONEDNISSe|D

Bunsixs sy} aroidwi 03 sainsesw esodoid pue ‘sswibe.
abueyoxa ubialo} ul spuail JuUsdal Malnal ||im Jaded els
9y "¥IV3IYV Y1 1o} pasn sswibai 0108} 8P JO UOILDIISSE|D
ay1 ul sepusIdep Bunsixe sseippe 01 Alunuoddo

ue aq ||m '£00g +equisidas tof pauueld (NYVIY)

S1934B|\ PUR ‘suonoLisay ‘syuswabuelly ebueyoxg Jo
Mmalney Buiwoddn ay] “/00z J1eqweideg ul s1edie|p pue
‘suonoLlsay ‘syuswebuelly abueyoxg Jo malray (q)

¥3V3dV 800¢ *4t

yum Buluuibaq sswibal ebueyoxs ainf ep uo uonew.oyul
ysiignd pue 199||02 ||Im NDIA 'S dwibal ebueyoxe aun(

ap 8y 1eyMm ‘suoiiejay pun4 uo xipuaddy ay3 ul 1ses| 1e
‘a1edipul pjnoys spodal jeis 1eyy Ajed osje [Im NDS 8y |
‘suonuaiul Ao1jod Bupjoo|-piemioy senioyine syl Ajues|d
Buissnosip Jo eouepodwl 8yl 8102si8puUNn 0s|e [[IM 1] ‘NDIA
AqQ pauielulew uoneoyisse|d ay) wodj syndul yum ‘saioljod
91e. abueyoxe 0108} ap Bul0o|-piemydeq Jo uondudssp
|ngated e Ajuewd sauinbau swibel a1el sbueyoxe o1oe)
ap ay3 suodau yeis ul BuiAiuspl jo 1uswaiinbai Bunsixe
ay11ey1 AjLied |jim 1| “sswibai aunl sp pue o1oe} ap Jo
siskjeue pue uondLossp uo sauljepinb Jes|d spircid |[Im
NDS PasiAai 8y} 910N 82UepIinc) adUE||ISAING PaSIASY (&)

,’suoneaiyisse|d aunl
ap pue 010} 8p aYy1
DEEINETEELIVEIETHTe
BuiAjiepun sio1oe)
sy} pueisispun
Ja118q 01 pasu

ay1 palodsispun
os|e s1010alIg

Kue|p -owibal

a1eJ abueyoxa
0108} 8P 8U] JO
uonduossp Jegpd e
Jo @ouenodwi ayy
pauwuiyeal sio012a.i,

"1l @siAal 10 uondudsep
Bunsixe ay1 a1epijenal

P|NO2 SUOI1e}NSUOD
Al @211y 1usnbasgng
‘pieog a1 o1 Aies|o
paquasep aq p|noys
MBIA JO S9DUBISYIP 1O
‘iJe1s pue ssniioyine
ay1 Aq 01 psalbe aq
p|nod uondussep
ay] -eonoeld url syom
1 moy Buipnpul
‘swibau senuoyine
ay1 jo uonduosep
snonBiquieun ue
aABY 0} 8q p|noys
Koud ey ‘(sbad

piey pue saies Buneoj}
Kauspuadspul 1nqg |[e)

sswibau a1eIpaWILlUl
Y1IM S8111UN0d 10}
suodal Jje1s A oIy

104 's|age| ‘_m_ju_u._mQ 10

ewbns sayy Buinows.
SA|OAUI P|NOM pUE

pieog eAnndex3 eyt Aq

panoidde Bulaq wouy
Jyauag pjnom punoy
SI UOIIN|OS JaASIBYAA
‘uonedyissed
swibai Jo anssi

ay3 1an0 AjnBiquie
pue sapuajsisuodul
9A|0saJ pjnoys
pieog aAindex3 oy}

pue juswabeuey

ANNEX 2



'S92UR1SWINDIID DH1Dads
-A13UN0OD puUe SUOIHPUOD DIWOUODS0IBU JUNODDE OJul Buie}
sswiBau a1e. abueyoxs uo adIApe spiroid swesy Aunod)

‘a1eJ abueYOXS 8U] JO JolABYS] SAnelIIUBND

SU1 UO paseq e SUoIedlisse|d 9say| ‘suoioLisay abueyoxg pue
sjuswabue.lyy sbueydxg uo Hoday [enUUY 8Yi Ul SUOIIEDIISSe|D
1e. oBueydx® 03084 B 40 3s]| B s3[1IdWod NDIN *(Z10Z) ¥INd YHd

"600ZA4 Ul pe1ejdwiod aq o1
pa1oadxa si sarel aBueyoxs Jo walsAs ayy o A1ljIgels 8yl Jo malnal By |

‘uoisida 00z @Yp Jo s1vadse |euoiesado uo

2oUepINB By} Ul PEPN|DUI SEM SUOIFR}NSUOD Al B|DIHY Ul SJUSWSSasse
a1eJ sBuBYIXS J0f SUOILIDSdXS UO 8dUBPIND) “UOISIDaT /00 SY} §O
uonejuawa|dwl 8y} Jo Ixa1U0Dd By} Ul pauayiBuails ssedoid malnay

‘(9A0Qe 985) UoBUIWSSSIP 86pPa|MOUS| UO SSaIb0Id

“4S1 2y} JO UOISSNOSIp pleog Jale panss| 8q 0}
910N 92uepIng adue|IvAINg pa1epdn 'gp0z 1snBny ul paysiignd pue
(¢11/80/44Ng '9€2/80/NS) 8OOZ AN U1 panss| uoispaQq edue||iering
£00Z 2Y3 Jo sadse jeuoiiesado uo sduepino) *(800z) ¥INld pPuodas

2(SHINd) S14O43Y DONIYOLINOW DIaOI¥3d

‘eale siy1 ul 8dusliadxe AIJUN0D-SSOID 199]|0d pue aduepinb
|eanoeud ||asip djay pjnoo—gpQg Ul serel abueyoxe
Jo wiaishs ayy Jo Ajige1s syl Jo mainal ‘Ajaaineius| (p)

'ss@20.ud MalAal [BulalUl Ul 8NSSI UO SN204 ()

Hsgem s ydd
uo paoe|d aq ||Im sswibal abueyoxe Jo siskjeue jo ssjdwexa
ao1oeud 1599 ‘(9A0CE 885) UoIEeUIWSSSIP abps|mouy| (q)

‘@ousliadxa A13unod-ssold AQ pawilojul 8q pue ‘quens|al
usym senss| uonelusws|dwi 01 uoiusne Aed ‘sedueISWNDIID
Aiunod 1unod2e ojul a3l pjnoys ‘eAlsusyaidwod pue
‘padueleg ‘pIPUED 84 PINOYS 8210y swibal Jo sisAjeue 1eyy
$S811S ||IM pue sisAjeue Joj suoisuswip A ay1 01 1ulod ||im
NDS PasiAal 8y "910N 92UepIng) 9dUE|[ISAING PASIASY (e)

‘sawiBal abueyoxs jo
sishjeue usyiBuails O] Sea.e [eJaASS Ul SPeW 8] [[IM SHOYT

£00Z ‘9L 1SNONV
W(dIIN) NV1d NOILVLININT NI LNFWIDVYNVIA HINI

., 9dusadxs Aiunod
-SS0JD 8|geISPISUOD
spun4 ayr Aq
pauwojul 8q p|noys
921ApE Je1S 1ueAs|al
Aj|eaiwouodsoioew
usym sanss|
uonelusws|dwi pue
'SM3IA Sal3lIoyine
Sy} 'seoueISWN2UID
A1unod junoooe
ojul Burel ‘suod
pue soid ay3 jo
uolssnosip [eanAjeue
aAlsusyaidwod aiow
Aqg pauuidispun
Apioijdxe aq
‘pPalueliEM JaASUBYM
‘P|NOYS sSMmaIA
s,Jje1s 1eyy pealbe
siopauIq ‘|essuab uy,

. 'Yoeoidde
oisiueyosw e
Buipioae sjiym
SJUBWISSISSE JJels
plpued siow
10} 9doos mes
sioallq ‘'sowibal
a1eJ sbueyoxa Jo
sa2l0YD slaquua
JO JUBWISSasSEe

sy Buipiebay,

£00Z ‘6 AVIN
ISNOJS3Y A¥vOod
IAILNDIX3

“dom onhjeue
Aq Apidxs atow
dn paypeq aq pjnoys

sawibas ajes sabueydxs
uo adiape Al 'S

NOILVANININODIY
o3l

» IMF EXCHANGE RATE POLICY ADVICE | 2017 EVALUATION UPDATE 35



padojansp sey ydS ‘seiaunod \yyg3-uou o3 AGojopoyiaw g3

aU1 JO 8sn sy} pusixs 0| 'saidljod pue soNsiis1oeIRYD |, [BIUSWEPUN,
WwioJ) suoiINQLIUOD 01Ul pasodwodep aq ued sdeb pue suoN
'S8111UN02 (OG puno.e 1o} sdeb a1es sbueyoxe sAndaye |eal pue JUNodde
1US.ND JO 81BWIISS 1US1SISUOD A|jesa1e|injnw e sepiroid Juswiedsq
yoieasay ayr Aq padojensp yoeoidde \yg3 ay] *(S102) YN YIusAss

"pazZijeul) S| S91IUN0D \yg3-Uou Joy ABojopoylaw 8y} 92U0 PaIdNPUOD
9q ||IM sieulwas Bululel] "S8LIUNOD SWOdUI-MO| PUE 1a3iew Buibisws
J0 19s Jepeoiq e 0} ABojopoyraw g3 ayi Bulpusixs uo Bujiom
A[UBLIND SI Y4S "SIUSISSASSE 101DaS |eulalxe adueyus djay pjnod
1By} SONsS| B1EP SWOS SI9PISUOD pue uswbpnl syl Jusws|dwod

01 swea) A1punod Ag pasn aq p|noo 1ey) s|00} snolieA sjussaid

os|e uaded ay| ‘sssupspueyuana pue ‘Aoeindoe ‘Aousisisuodul
|eJa1e|inW Inoge suonsanb asies Asyy ‘parueiiem Ajjesnaiosyl aq
Aew syusuisnlpe sjiym 1eyl sepnpuod Jaded sy ‘s8LUNOD 8say} Joy
SlUsWSSasse [euIaIxa 0} saydeoidde Jusiaylp smalaal (17]0g Aenuer
‘ladey |eruswiieds HIA)]) ,S95eD) [e109dS Ul SJUSWSSaSSY [euialxT,
uo Jaded Je1s Jusdal \y "S82UrISWNDIID D1j108ds-A11unod 109|481

01 salbojopoliaw vyl Isnfpe usyo swesl Aiunod ‘sofsiialoeleyd
[eroads Y1Im SSILIOUODS 40§ ‘UORIPPE U] "YIDD) 8yl Jspun padojersp
asoy1 se yons ‘ssyoeoidde Jsp|o uo Ajai Ajjessusb g3 spisino
SaLIUNOD) 'SYST 10|14 @Y1 Ul syndul se pasn a1e Y2IYM ‘S2ILoU0d
1931ew Buiblswse pue padueApe 4 Jo dnoib e toj sdeb sbueyoxe pue
S1UNOD2E JUBLIND 10} sejewlss seplroid ABojopoyiaw g3 101d 9y L

‘saidijod Jo s|ol 8y} Jo sisheue Jspeolq

e Buipnjoul “yg3 8y JO UOISISA padueyus ue pajelodiodul y53 10|14
puo2as a1 10|id 1s11} Y} UO PBAISDaI 3ORgPa8) PUB 10} Yyoraiino
ue BuImo||o4 ¥IDD SHIAI Y1 O3 10SS82NS e S| ydIym ‘yoeoidde g3
10|14 @Y1 JO UOISIaA 1sil) B PasN YS3 10|Id Z10Z 94} ‘Se1es sbueyoxs pue
SJUNODJDP JUBLIND JO JUBWISSasse ayl 01 Indul Ue sy/ *(11.02) dIAd Y3xIS

(s491u8d |e1duUBUY ‘siol0dXa |10 ““68) sedueISWNDIID

oyoads ul selpuNod 01 siskjeue a1el ebueyoxe Bundepe pue eo1oe.d
1s8q Bunowoud aie syuswinedsq ealy pue Yds ‘(Yg3) 1Uuswssassy
aoueeg |BUISIXT MBU BY} eIA saydeoidde Y357 eyl aroidwl

01 109(01d Jofew e usyepspuN sey yoieasay *(z102) ¥INd Y44

‘(enoqge @8s) uolispeq /00Z @Y1 JO uoneluswa|dull 8yl JO 1X81U0D 8y Ul
pausyibuains sseooid mainay ‘Bulobuo si (selaunod Buiuodxs |10 1oy
sjlewyouaqg a1el abueyoxe |eal) yad pue (sdnoib Bunjiom psiedipsp

ybnouyy) syuswiniedsp eale Ul 3IOAN ‘(9AOQE 885) UoleulIWassIp
abpajmous| uo ssaiboid ‘(roge 99s) Jiom Y39 (8002) HINd PuUodes

‘uolsipa due||1sAINS /00Z SY}
Jo 1nsal e se 1noqe Buiwod Apealle si siseydws |euonippe

SIY] 'S|oAs| 81l 9BURYIXS JO SJUSWISSSSSE UO siseydws
8y 9seaIdUl—ss920.1d MBI [BUISIUI Ul 8NSSI UO SND0- (P)

‘dDIA Ul pejeniul usag sey sisonpoud |10 Joy

JuswIssasse a1eJ abueLIXD JO 8NSSI 8] UO 3iom [ednkjeuyy
‘'sasA|eue aAljeli|enb pue ‘SelUNOD [ENPIAIPUI 0} PaIO|Ie}
salbojopoyiaw aAine1nuenb ssylo AGojopoyiaw Y39 syt
wouy syndur Buisn ‘@due||I@AINS [B181e|Iq JO 1X81U0D 8y} Ul
SJUSWISSaSSe 1) 8BurYIXS UO IOM |euoiippe Buluue|d ale
sjuswiiedsp ealy ‘DA Ul s1eonpoud |10 uo yiom Aiunod
-sso.d Buipn|oul ‘suswiedsp eale Ul ydleasal [eUORIPPY ()

‘(9n0qe 9985) UoNEUIWSSSIP 8bpa|Mmou| (q)
‘(se2unosau a|giasneyxs Jo siednpoud pue

S9LIUNOD BWOodUI MO| A8 01 1l puedxs pue saibojopoyiaw
aulau Buipnjoul) suom ¥y3o7 eroidwi pue puedxd (e)

., 'S91e4 abueyoxs
wnugiinbs jo
S91eWI1Se paseq
-|epow uo ssuel|al
-19A0 1suleBe
pauoiined sioalig
M3} B 'IX81U0D SsIy}
u| ‘sjuswssasse
HEDD) Lo [pEsEd
asoy1 Buipnjoul
‘sjuswiubijesiw pue
se1el abueyoxs
wnugijinbs uo
sBuipuly s3I uo
SUOI}EDIUNWILIOD
2l|gnd s,pun4 ay1 ul
uoilned paledoApe
S1010911( |e4onas
'S9LIUNOD
Buidojensp o1
18dsal yum
Buipnpul ‘eale siy3 ul
sllomaulel) [eonkjeue
ay1 Buidojanep jo
JuoujalI0) oYy 1e Aexs
P [RILInS] X =Rl
O31 341 yum paaibe
Kj|essusb sio1dauq,,

‘sased
Anunod |enpiaipul
JO uoIssndsIp 03
jueAs|ad sl 3ey3 ad1Ape
ojul ssibojopoyiaw
Bunsixe Bune|suesy
AjIngsseddns siow
a|Iym jaomawedy
|eannfjeue papoau
ay3 buidojsnsp jo
juo.ya104 8y} e
o9 pInoys 4Nl 343
‘|oAs| o1ea abueydxa
a3 jo sjuswssasse
anoidwi o] '9

,'SisA|leue

ay1 Jo Auljlenb a1

ul Juswiaoidull Joy

adoos paulews

2181} S95ED |BlaASS Ul

ybnoyie ‘pancidwi

pey s|ans| a1ed

abueyoxa Jo siskjeue

1eyy Buipuly syy
pawod|am si012ali(,,

ANNEX 2



‘@oue||IsAINS chu_.mcwb.m O} spaau elep aining
pue eiep Jo abesn 9yl ssssse ||Im wwwOO_‘_jn_ 2dug||IsAINg 10} pun4 syl

03 UOISIAOI4 Ble(] JO MaIASI B ‘7|07 Joqwierdas U] *(Z102) ¥INd YH!d

'(09/80 'ON NId) JUsWwieail PaPUBYUSAS PUE JUS1SISUOD 9INSUS

01 ‘G UoIAS ‘|||A 3PIY YHm BulA|dwod aq 10u Aew Jaquisw e eyl
UI92UOD e S| 818y} Usym moj|o} 01 sdais Bulpiebal Jjeis 01 souepinb
Ajuiepd 03 [esodoid sy pasiopus Asy| aslie SUISDUOD 819UM S9SeD Ul
Ajsnonipadxa dn moj|o} 1snw Jeis 1eyl passails pue ‘quswanoiduwl

« Pund syi

03 uoisinoid eyep jo
MmalIAal Buiwoodn
2y} 0} piemio}
pa3o0| Asya ‘sny |
‘saipawal a|qissod
pue [A)]ige|ieae
e1ep Jo] we|qoid

‘panoidwi aq ued
S24N3dNJ3s SAUSDUI

MOy pue ‘adue|[19Ains

10} uoisinoid erep
jo swe|qoud snoties

» IMF EXCHANGE RATE POLICY ADVICE | 2017 EVALUATION UPDATE 37

JoJ eale Ue se Sased yons Jo Buljpuey s jels ul @duelieA spim ayl 01 ‘eale syl ul seipawal 8|qissod pue wa|goid sy Jo ay1jo adoos syl  Apussedde sy3 puiysq
lanamoy ‘parulod Aey | Aijige iy Jo 1s8q ayy 01 elep Buleys eq  8dods ay) Jayuiny Jepisuod 01 Ajlunuioddo ue 81n11ISUOD [|IM Jayuny 1episuod 01 S91| 3eYyM J9YIny
10u Aew sisquiawi 1ey1 suIsdU0d Bulajosau ul aAndaye Ajabie| usaqg /00 81e| Ul pun4 ayi 01 uolisiroid erep Jo mairal pauue|d uoljepuswWIWIOdal J8pIsuod p|noys
sey sieak 1usdal Ul pamo||o} yoeoidde sy1 18yl pa1oU si01d8II] ay] "abus|jeyo e sulewsal pun4 ay1 o} uoisiroid erep a1 pawod|em pieog aAindax3 ay3
“(9/£/80/INS) 800Z KeA ul peis|dwod mainay *(8002) ¥INd Puoas Buinoidw| */00g 81| Ul pun4 ay) 01 uoisiroid e1ep Jo malnay “** si010811,, pue juswabeuel 2

‘8due||I8AINs [elale|iq
Yim pajelBaiul 191199 pue 1US1SISUOD S10W YST 8yl ew pue
s}oadse |edifojopoyiaw aAoidwl 01 PeNUIIUOD SARY SUOKT

'SjUSISSSSe 91kl SBURLIXS PUE JUNODDE JUSLIND I0) SO2IN0SAI

pue ‘s|oo1 ‘eduepinb [euonesado sspiroid abed Juswssassy 10109G
[BUleIXT [BUISIUI Uy 'SD)|T 10} ABO|OPOLISW JUSWUSSSSSE J01D8S |eUISIXd
adA1 @11]-\yg3 ue Buidojersp Joj 8doos ayy ssesse 01 Akemuspun

ale spoyg  seibojopoylaw paseq-y3n7) soe|dal 0} 81l-yg3

2(SHINd) S14O43Y DONIYOLINOW DIaOI¥3d

£00Z ‘9L 1SNONV £00Z ‘6 AVIN | NOILVANIWNWODIY
W(dIA) NV1d NOILVININT NI LNIFWIDVYNVIA 4INI | ISNOLSIE ddvOod O3l

IAILNDIX3




"SUOI1B}NSUOD A| SPIHY

Yam s1onpoid soue||iaAIns [eiaie|ilnw a1elbaiul djsy o1 Aj|eonewsisAs
aJow pasn aq p|nom suodal 191sn|d pue sisAjeue jeuoifal ‘uonippe

U] "9dUE||I9AINS [BIS1E|Iq OlUI 9DUB||ISAINS [R4S1R[IHNW JO UoneIBalul
Jayuny 1eyj1oe) 0} sisAjeue [euoiBai/A1Unod pue seoue|jiaaIns
[BA91B[1}NW USSMIS] SESPI JO MOJ) ABM-OM) SAID8)4S Ue 810U oid

01 9peuW ale S}OoYS 1By} Palou ddue||1aAINg Buluayibuang Joy ue|d
s010811q Buibeue|p ay| ‘sieno||ids piemul Jo sishjeue syl usyibuais
pue ‘suoissnasip Aoljod o1ul syoeqjj|ids pue siaAo||ids piemino
a1elBalul 19119q 0} PaPasU Bl SHOYS PaNURUOD 1ey) paziubodal
os[e ¥S1 710z @Yl ‘Hoday 1oA0|(idg Y1 Ul S8IWOU0dS d1WSIsAS Jo
abeianod Aq pepoddns ‘suoie)NSUod Al 8|21MY Ul (S19A0||IdS piemino
Buipnjoul) sisAjeue sanoj|ids pue abeianod ysi jo dods syl palylie|d
as| 210z 3y "YSL ¥10Z Sy Ul peiou sy *(§102) HINd Yyruenes

"@2Ue||19AINS [elale|i}NW

Japeoiq s,pun4 ay1 ojul Indul Ue pue sUoISSNISIP A| |RIMY Ul
padojansp sul| £o1jod ay1 01 eAdedsied peppe ue spiroid o1 wie
Key] "se1e1§ pa1iun eyl pue ‘wopbuly pallun syl ‘ueder ‘eale
0ina ays ‘euly) Buisiidwod seiwouods diwslshs aAl ul saioljod
D11SSWIOP JO S109)48 |eUISIXS Sy} sulwexs spodal 8say] €10z pue
‘2102 'L 10g Ul panss! a1om suoday 19A0||IdS *(#102) HIA YIxiS

'ssa00.4d 9oue||I9AINS By} Ul SI9A0||IdS O JUNODDE 1811

oe1 01 paubisap si Uoisida ddue|IaAINg palelBaiul pardope Ajpusdal
8y ‘suodal A| 9|21y Ul SI9A0||IdS pJemIno pue piemul Jo sbessanod
1911846 sebeinodous 910 22UBPINGD) P1S PASIASI B ‘SUOIEPUSWWODS]
¥S1 | L0Z Uo paseq 's10a)s Aiaunod-ssoud Jo Junodde Buiiel ‘Kem
1US1SISUOD A|[eJa1e|l}|NW B Ul S9oUB|R] [BUISIXS SUILEXS [[IM 1Byl
paiedaid Bulaq si oday J0109G [BUISIXT BY| 'SIaquIaW JOYIO UO

od J1ay} Jo 10edwi 8y} PauUIWEXS SSILOUODS Jolew SAl J0}—Z 07
ur urebe pue | |0z ul peonpoid—spiodsy 1ano1dS *(Z102) ¥INd Y3

"9DUE||I9AINS [RJB1R[Ig Ul 9ADadsIad |esale|inw

e a1el691ul 01 S9ARIIUI BWOS sauljino Jaded suondaliq d1b6areng

sJ0108.11q Buibeue|n 8y "YS1 @Y1 ul pue ssedo.id Buisnoojal sy ul
siseydwa pamaual paledal sey swsyl siy] *(8002) ¥INd puodas

. ‘Paziseydws os|e sem sarel sbueyoxs pue

smojy [euded usamiaq ul| ayi Jo sisAjeue Jodasp Joj pasu
Syl """ @dUe||IaAINS [euoiBal pue [eiale|iq 01Ul siaAo||ids
a1elBa1ul Jen1aq 01 palueLIEM 8] 1YBIW Uonoe |euciippe
eyl pe1sabbins os|e si010a11g aWos,, ‘d|IAl Y3 Buissnosip uj

‘pauue|d aie saAnenul

M8U ou pue ‘sio1oallq Ag pawiodjom alam seAnelliul 8say |
TERCIA 2281 [[EGRID) [PUF (PR SILCLeRE] [[ZE[ef[S) SiRuin]
SU1 JO SN paseaudul WOl paljausq sey siano||ids jo
siskjeue 8y ‘s81IUNOD dIWa1sAs woly Buneuews siano||ids
pue ‘adue||IdAINS [eUOIBaI puE [BJS1e|IlNW Ul SISAjeue sy} uo
Buimelp Aqg se1nunod [enpialpul Bundsye siano||ids 183ew
[BIOUBUIL PUB DILIOUODS [BUISIXD JO 1USWISSSSE J811aq
's3j00)1no |euoibau ybnoayy spuaiy [euoifal ||e18A0 UO SN0y
B 9pPN[oUl SSABIIUI 8Y | "SNUIUOD ||IM S |A| Y} Jo siBse
BU1 Japun saAleIIUl JUSLIND 8Y] S |A 8yl Jopun saAlleniul
Bunsixs jo uoneluswa|dwi PENURUOY) "SSAIIRIIUI MBU ON|

. ABareng wis|
-wnips|\ 8y Jo
sibae ay1 Jopun
eale sy} Ul uayel
Kjpusoai seAneniul
a1 pawod|am pue
@due||I9AINS [BIB1R|Iq
pue |euoiBal ojul
s1ano||ids Ao1j0d
Jo sishjeue ayy
Bunesodiooul Jen1aq
1o @ouenodwl
ay1 palodsispun
sloalIq,,

‘saljIoyINe YoM

UOISSNOSIP 0} 81NCLIAUOD

pue a2IApe Jje1s wiojul
01 palinbal aq Aew
asiadxe 193w
|e1oueul) ue1ealb ‘sased
Auew uj "sio|dxa 03
|ngasn puly pjnom Asyy
1eyy—uonsanb 1i
1BYM,, 8Y1—Ss>oeqpas)
Ao1j0d uo edinpe aAIb
01 pavse aq p|nod
S$911]UNOD JagquIaW Ul
s|eld1yo Joluss Jo |sued
e ‘selbojopoyiawl
Buiysixa anoidwi 03

>JoMm |eruswiiedaplalul

0} uonippe uj
*adue||IaAIns |euolbau
pue |esaie|iq
o3ul s1aAo[|ids jo
uoneiBbajul ay3 1o}
acuepinb juswajdwi
pue dojansp 03 uanib

99 p|noys saAiuady| "8

ANNEX 2



‘soAnpadsiad [eiole|inw pue |essie|iq jo uoneibalul

191199 e yess spoday 101995 [eulalxg pue JaAo||ids sy ‘swil swes
a1 1y 's9210} 3sel pue sdnoub |eruswiiedspisiul Buipuels Jo Jaquinu
B Ul UOM12el9lul PanuiRuod ybnoayl pausyibualls sem uoljeloge||od
[elusWedepialul pue padweAss Sem 9911IWWOD) SdUR|[ISAING BY |
'seapl Jo sbueyoxs salj e pue uonesadood sjowoid o) usyel siem

suonde [R12ASS 'Y 158 BY Ul PRIEdIpUl SY *(§10Z) dIAd Yruenes

‘Sluswssasse A1l|ige1s [eulsIxa uo uolssas Bululen

uiof s¥4S/aD) e ‘sjdwexs 1oy ‘sysep 03 senbiuyssl 9say) Jo uoisnyip
pue sanbiuydal |eonkjeue usneq buidojansp uo usaq sey sndoj ay |
‘e1enidoidde pawesp aie sein1onis wesl bunsixg *(Z102) YINd Y4

'sased juepodu]

Ajjea1weisAs ul Ajje1oadsa ‘suoiielnsuod A 9oy 0lul saAidadsiad
[eqo|b e1eiba1ul 01 sHoYe 88519A0 0] pa1dadxa s pue pausyibuais
Buiag sl sa11WIWOY SdUe||IBAINS 3Y] *(8002) ¥INd PU0d9s

‘syuswipedsp ssouoe Bulieys
uoljewlojul Buunsus pue sejel sbueyoxs pue sedue|eq [eUlaIXa
,Slaquisw uo smalA BuneiBajul 1oy ssedold [eruswiliedsplaiul mau e

10430]1d e sem dnoig Buneuipiood ¥S3 @Yl *(€1/2102) ¥INd Y4
2(SYNd) SLYOdTY DONIYOLINOW D1d0I¥3d

“YIDD PuE S81IWWIOD) SDUB||ISAING SY) JO 8|0 pausyibusng

Isuodsal pue uoneziueblo |eyuswipiedsp ul ssbueyd oN

£00Z ‘9L 1SNONV

W(dIIN) NV1d NOILVLININT NI LNFWIDVYNVIA HINI

“SJiom [ednsiiels
pue ‘yoiessal Ao1j0d
Joj epusBe teakinnw

e Buipnjoul i 8y1

SSOUDE WO} SaAneIUl

pue sanss! Aoijod a1el

. ABaieng wis|
-wnipsy ayk Aq
pabesiaua se ‘(YJHD
Sy} pue 981IWIWOD)
ERIVEIIENIIS
a1 Butpnjoul)
swisiueyosw
Buneuipiood Bunsixe
ay1 jo Bulusyibus.is
Jayuny pabeinoous
siopallq,

., /9dUB[[I9AINS pun4
03Ul SaNSss| 10309S
[e1oueuly s1elbayul
01 >lom Bulobuo
UMM wspuey ul
‘A|loAnoaye psbeuew
pue paziuebio si
pun4 ayj sso.oe
>JIom 81el sbueyoxs
ey} ainsus p|noys
Juswiebeuew 1eyy
uonepuUsWWOodal
ay1 yum paaibe

si01911Q,,

£00Z ‘6 AVIN
ISNOJS3Y A¥vOod

IAILNDIX3

sbueyoxas aznoud
01 8q p|noys
21noNnJ1s a1 Jo 9|0l
Aoy v ‘senndadsiad
pue smalA JualayIp
10 A1aLieA e ssnosip
0} pue ‘sanss| Ay
uo snooy Jadoud

9INSUS 0] 9911 WWOD)

SoUE||I9AINS By}
93|I| WinJoj e asn
Ajoanoe pue sanssi

Ko1j0d e1e1 sbueyoxe

Jo} Aijigeaunoooe
pue Ayjigisuodsai
Ajiep pjnoys
JuswsbeueN—

‘sajed abueyoxa

uo >aom |ednhjeue

8y} 0} sndoy 1anaq

Buliq 01 moy ssaippe
pinoys uswabeue ‘6

NOILVANININODIY
o3l

» IMF EXCHANGE RATE POLICY ADVICE | 2017 EVALUATION UPDATE 39



"sanlIoyINe Aunod Yum passnasip ad ||ImM ya1ym ‘syoeq|jids

pue siano||ids piemino jo 10edwil ayj jo uonedsyiuenb isiesb spnjoul
[|!M s1aA0||1ds o1we1sAs aney 01 Aja)1| ae sadljod 8soym SeIWOU0dS
10} SUONBYNSUOD A| 821y 1yl pabesiaus eoue||iening Bulusyibuang
10} Ue|4 UOIDY S008I0 BuiBeue|y 8y ] *(S102) ¥ Yruarss

‘pleog sy yum paieys aq Aew uonewloyul leym Buipiebau
panssi usaq aney sauljspinb [euonippe oN *(€1/2102) HINd Y

(8007 'z Jeqwisde ‘wnpuelowsw

1850\ ,,'onuan areudo.idde ue ui o1doy siyy dn Buiyel pieog syy

01 pJeMIOJ S}00| DAJ 8Y] "S82IN0Sal puUN4 JO 8SN JO S8Sed Ul Sanss|
p21e|aJ U0 UOIIBWIIO)UI [BIUSPIUOD) UO 881}IWWOY) d0H PY Splieog
aU1 4O 31om ay1 01 dn moj||0} 8y1 Jo 1ed se palspIsuod ag p|Nod
suonoe Jayuny 1eyl sebesiaus ue|d uonejuswsa|dwi sjuswabeuew,,

'$®2Jnosal pun4 Jo

« PABOg 8y}
01 psuodal 10u
ale 1ey] saiiAloe
1Je1S pun4 mainal
Ajjeaipoliad Aved
juspuadspul ue
aAey 0} uolisebbns
OE| =
SUJadu0d pey
si030811q Auey,,

,’Slaquisw o}
JosIApE |enuspiuod
e se aAISS O}
Juswisbeuew pue
1je1s ay) Joj pesu
ay yum Aanp siy
SSUIQWIOD 3 MOY
10} pieog aAnNdaXg
2y} 03} 8|qeIUNOdDe
S| pue ‘edue||ldAINs
1oNpU0d 01 spasu

11 1By} UoneWIOUl
SALP |2 YA [RAEOR]
SAIIND8XT] 8y
Buipiroid ioy
s|qisuodsai s|

‘pieog aAnNdax3y
oy} 0} pojeanal aq
J0U pjnoMm 1 ey}
Buipuelsiapun Jes)
Sy} Uo saiLIoyINe 3y}
pue yeis usamiaq
passnosip usaq

aAey 0} poojsiapun
aq Aew jeym pue
‘sbuneaw pieogq je
AjjeJo pauonusw aq
Kew 3eym ‘q1odau
HEIS Al 3PV 843

u1 uoisndul Joy

18U} PEI0OU DA 343 /(8007) ¥INd PUO28S By Buissnasip u @SN Ul S8Nss| peje|a) Uo Hodal e UO UOREBWIOLU| [BIRUSPHUOD 1uswabeuew suoneadxs ayy ase
UO 9911IWIWOD) D0H PY §,P1e0g 81 JO UOISSNISIP 8yt 1ey) peziseydwa 1BYM UO papaau sI
"aduaIajal ON *(8002) ¥INd Puodas Buipuad 1ses) 1e ‘awi iy} 1e pauue|d SaAleRIUI MOU ON 51012211 1SO|A,, Buipuejsispun uy Q|

2(SHINd) S14O43Y DONIYOLINOW DIaOI¥3d

£00Z ‘9L 1SNONV £00Z ‘6 AVIN | NOILVANIWNWODIY
W(dIA) NV1d NOILVININT NI LNIFWIDVYNVIA 4INI | ISNOLSIE ddvOod O3l
IAILNDIX3

40 ANNEX 2 <



‘xdseuepeayn|njy/sebed/os)/Bio juwi-oarmmm//:diay 1e s|qe|iene aie spodai [iny Y3 geis JIN| Aq pasedaid syNd Y3 woyy s3dieoxs sapiaoid uwinjod sty ,
4pd£09180/6us/£00z/dd/duy/|euieixe/Bi0"jwuIrmmm//:dny 1 d|qe|ieae Juswnoop 833|dwo) |

‘sebessaw aoue||IoAINs

[B4S1E|1}[NW JO SDUBIBYOD PuUe Alie|d ay) UsiBusils 0} ¥S45) ayi pue
O3M @Y1 ul paresodiodul 8q |[IM 1oday JaA0||IdS 8yl pue ¥S3 eyl
wouj sebessaw Aa3 sy 1eyy pasodoid sdue|jiening Bulusyibusng
10} Ue|4 UOIDY S.J012alIQ BuiBeuely ay] *(§102) HIANd Yruaras

‘BBIE SIU Ul US> e] US| aneY sda3s [euolippe ON *(Z102) dINd Y¥id 'siohe|d Aoy
1sBbuowe snsuasuod
'seoloeld 1seq Jo 195 e ,'SeAndalgo p|ing 01 ue|d oiBaens
QO_®>®U ol wUCJUF Lu_mw\s C®_®L®>Om £u.>> QOHNC_U\_OOU _Ucm LOHNH___UMUF se ml@LwO r_UNO U—O e ®>_O>C_ _Ucm SOlIBUSOS
">IOM 0} SAIIRIIUI S,H|A]| DYl POWOD[BM DA @Y1 ‘0S| ‘Paruswa|dwil "pasn 8Q 0} BNUIIUOD [|IM }| “SUOISOd S 1810 Buipueisispun Jo sisA|eue Buijjadwod
Kjpidel aie suonoe Aoijod pasibe 1eyy pue paieys Ajaaiosye aie yoes o pue senss| oy} 4o spuedidiped Buowe Bulpuelsiepun ,siexewoljod pue snoiobll uo paseq
SISID 8yl WOoJ) SUOSS3| 8yl 1eyl ainsus O] |ellussss aq ||Im sailioyine ﬁw>OLQCL_ ue quCLO‘_Q 0} pue ‘wucm___mzjm |edaie|i3nw pund m>0‘_0_rc_ ol Uwa_wr_ Cle| ..tmo_ 1sow ayj 1o}
|euoneu pue .mw_UOO_ mwc_ﬁ_.mmup_m_ucﬂ.w .mpcmc\_w_tbw |euoneuwsiu| cwawmﬁ Ucm wucmr_cm 0} JuswinJisul w_sz_m> e sl _ﬁm__QQm \Amr_”_. 9snNedaq 13|00} \U_SOr_m JIOM sy |
1o} yjueg ey ‘wWinio4 AJ|IGeIS [BIDUBUI SU) UM UOIBIOCE||0D pun4 A|qIXa]} “1BYL UMOYS SEY S|2IYSA UO[1B}NSUOD [2iale|i}jnw @due||I8AINS 8y1 01 *sndoy Juswabeuew
©S0|D PaNuUIIUOD 1eyl palodsispun DH|A| ay3 um_Ju_tm& u| "uonoe ayl .w._._\/_ 9Y31 Japun pPauoISIAUS se paleal) .wucmtOQE_ uonippe |njesn e u_mwu.m‘_u.m >wv_ e
Umt&ucOo _m._wpm_ _DE m\__swum\_ pmr_p Seale \_mr_u_.o ul m:@O_m__O wr_u _mco_mm\_ §le) U_C._mum\Am “—O sanss| Uuo mamﬁmﬁ OH_.OEO‘_Q 01 ®0_ (o2} mco_pmu_schU wn (o2} wzwmwv
Buney|ioey ul sjos |njasn e Buike|d osje si pun ay] ‘suodau A S[21YSA A3 B 8¢ O} SNUIRUOD ||IM SUOIFE}NSUOD [BISIR|IH NI |eJare|nw uoioe paliaduod
w_u_t< ucm>®_®\_ ®_.._H ul CO_HNH_JwCOU _m‘_wu.m__u_j_\/_ wr_u UFO mCO_m_J_UCOU ﬂum‘_mﬁ_wcou _NL@HW__H_SE _N_u.:w“_.OQ
ay1 jo Bunojuow panunuod sl aiay] *(8002) ¥INd Puoaas "9[21Y8A UOIILY|NSUOD [BIS1E|I}|NW Y} JO &SN PanuiUO)) $1010811J 1SO|A,, Joy seiiunyioddQ "L

2(SHINd) S14O43Y DONIYOLINOW DIaOI¥3d £00Z ‘9L 1SNONV £00Z ‘6 AVIN | NOILVANIWNWODIY
W(dIA) NV1d NOILVININT NI LNIFWIDVYNVIA 4INI | ISNOLSIE ddvOod O3l

IAILNDIX3

» IMF EXCHANGE RATE POLICY ADVICE | 2017 EVALUATION UPDATE 41


http://www.imf.org/external/np/pp/2007/eng/081607.pdf
http://www.ieo-imf.org/ieo/pages/Multiheader.aspx

42 REFERENCES <

REFERENCES

Blustein, Paul, 2013, Off Balance: The Travails of Institutions that Govern the Global Financial
System (Ontario, Canada: Centre for International Governance Innovation).

Boorman, J., and T. Ter-Minassian, 2014, “External Study: Report on Interviews” (Washington:
International Monetary Fund).

Callaghan, M., 2014, “Evenhandedness of Fund Surveillance” (Washington: International
Monetary Fund).

Fischer, Stanley, 2008, “Mundell-Fleming Lecture on Exchange Rate Systems, Surveillance, and
Advice,” IMF Staff Papers, Vol. 55, pp. 367-83.

Ghosh, Atish R., Jonathan D. Ostry, and Charalambos, Tsangarides, 2010, Exchange Rate
Regimes and the Stability of the International Monetary System, IMF Occasional Paper No. 270
(Washington: International Monetary Fund).

Guitian, M., 1992, “The Unique Nature of the Responsibilities of the IME” IMF Pamphlet Series
No. 46 (Washington: International Monetary Fund).

Habermeier, K., A. Kokenyne, R. Veyrune, and H. Anderson, 2009, “Revised System for the
Classification of Exchange Rate Arrangements,” IMF Working Paper No. 09/211 (Washington:
International Monetary Fund).

Independent Evaluation Office of the International Monetary Fund (IEO), 2007, IMF Exchange
Rate Policy Advice (Washington: International Monetary Fund).

, 2009, IMF Interactions with Member Countries (Washington: International Monetary Fund).

, 2012, International Reserves: IMF Concerns and Country Perspectives (Washington:
International Monetary Fund).

, 2013, The Role of the IMF as Trusted Advisor (Washington: International Monetary Fund).

, 2015, The IMF's Approach to Capital Account Liberalization: Revisiting the 2005 IEO
Evaluation (Washington: International Monetary Fund).

, 2016, Behind the Scenes with Data at the IMF (Washington: International Monetary Fund).

, 2017, Multilateral Surveillance: Revisiting the 2006 IEO Evaluation (Washington:
International Monetary Fund).

International Monetary Fund (IMF), 2007a, “The Chairman’s Summing Up, IEO Report on the
Evaluation of Exchange Rate Policy Advice, 1999-2005,” May (Washington).

, 2007b, “Review of the 1977 Decision—Proposal for a New Decision, Companion Paper,
Supplement, and Public Information Notice,” June (Washington).



, 2007¢, Executive Board Meeting Minutes, “Review of
the 1977 Decision—Proposal for a New Decision,” 07/51-2,
June (Washington).

____,2007d, “Implementation Plan in Response to Board-
Endorsed Recommendations Arising from the IEO Report
on The Evaluation of IMF Exchange Rate Policy Advice,
1999-2005,” August (Washington).

, 2008a, “Review of Data Provision to the Fund for

Surveillance Purposes,” March (Washington).

, 2008b, “Triennial Surveillance Review—OQOverview
Paper,” September (Washington).

, 2008¢, Periodic Monitoring Report on the Status of
Implementation Plans in Response to Board-Endorsed IEO
Recommendations,” October (Washington).

, 2009, “The 2007 Surveillance Decision: Revised
Operational Guidance,” June (Washington).

,2011a, “2011 Triennial Surveillance Review—
Overview Paper;” August (Washington).

,2011b, “2011 Triennial Surveillance Review—Review
of the 2007 Surveillance Decision and the Broader Legal
Framework for Surveillance,” August (Washington).

,2011c¢, “2011 Triennial Surveillance Review—Health
Check and Statistical Information,” August (Washington).

,2011d, “2011 TSR—External Report on Interviews
with Country Authorities,” August (Washington).

,2011e, “Managing Director’s Statement on
Strengthening Surveillance, 2011 Triennial Surveillance
Review;” October (Washington).

, 2012a, “Modernizing the Legal Framework for
Surveillance— Building Blocks Toward an Integrated
Surveillance Decision,” March (Washington).

, 2012b, “Modernizing the Legal Framework for
Surveillance—An Integrated Surveillance Decision,”
June (Washington).

,2012¢, “Modernizing the Legal Framework for
Surveillance—An Integrated Surveillance Decision—
Revised Proposed Decisions,” July (Washington).

___,2012d, Executive Board Meeting Minutes,
“Modernizing the Legal Framework for Surveillance—
An Integrated Surveillance Decision—Revised
Proposed Decisions,” 12/72-2, July (Washington).

, 2012e, “2012 Review of Data Provision
to the Fund for Surveillance Purposes,” SM/12/229,
August (Washington).

, 2012f, “Guidance Note for Surveillance Under Article
IV Consultations,” October (Washington).

___,2012g, “IMF Executive Board Discusses "The
Liberalization and Management of Capital Flows—An
Institutional View,” IMF Public Information Notice No.
12/137, December (Washington).

,2013a, “2013 Review of the Fund’s Transparency
Policy,” May (Washington).

, 2013b, “Data Provision to the Fund for Surveillance
Purposes—Operational Guidance Note,” SM/13/155, June
(Washington).

, 2013c, “The External Balance Assessment (EBA)
Methodology;” IMF Working Paper No. 13/272, December
(Washington).

, 2014a, “2014 Triennial Surveillance Review—
Overview Paper,” July (Washington).

, 2014b, “Are Global Imbalances at a Turning Point?”
World Economic Outlook, October (Washington).

, 2014c, “2014 Triennial Surveillance Review—
Managing Director’s Action Plan for Strengthening
Surveillance,” December (Washington).

,2015a, “Assessing Reserve Adequacy—Specific
Proposals;” April (Washington).

, 2015b, “Guidance Note for Surveillance Under
Article IV Consultations,” SM/15/71, March (Washington).

, 20164, “Methodological Note on EBA-Lite,”
EBS/16/8, February (Washington).

IMF EXCHANGE RATE POLICY ADVICE | EVALUATION UPDATE 2017



___ ,2016b, “Reference Note on Unconventional
Monetary Policies and Foreign Exchange Intervention
Under Disorderly Market Conditions,” SM/16/38,
February (Washington).

, 2016¢, “Evenhandedness of Surveillance—
Principles and Mechanisms for Addressing Concerns,”
March (Washington).

, 2016d, “Guidance Note on the Assessment of Reserve
Adequacy and Related Considerations,” SM/16/125,
June (Washington).

, 2016e, World Economic Outlook,
October (Washington).

, 2016f, “Selected Issues Papers,” IMF Country Report
No. 16/349, October (Washington).

, 2016g, “Management Implementation Plan for the
2016 IEO Evaluation of Behind the Scenes with Data at the
IMF;” SM/16/305, October (Washington).

____,2016h, “IMF Executive Board Discusses Review of
Experience with the Institutional View on the Liberalization
and Management of Capital Flows,” IMF Press Release No.
16/573, December (Washington).

REFERENCES

, 2017a, World Economic Outlook, April (Washington).

, 2017b, “Increasing Resilience to Large and Volatile
Capital Flows—The Role of Macroprudential Policies,”
July (Washington).

,2017¢, “Euro Area Policies,” July (Washington).

,2017d, 2017 External Sector Report,
July (Washington).

, 2017e, “IMF Executive Board Discusses the 2017
External Sector Report,” IMF Press Release No. 17/303,
July (Washington).

Obstfeld, Maurice, 2017, “Assessing Global Imbalances:
The Nuts and Bolts,” IMF Blog, June 26. Available at
http://www.imf.org.



STATEMENT BY THE
MANAGING DIRECTOR

ON THE INDEPENDENT EVALUATION OFFICE REPORT
ON IMF EXCHANGE RATE POLICY ADVICE:
REVISITING THE 2007 IEO EVALUATION

OCTOBER 20, 2017

I would like to thank the Independent Evaluation Office (IEO) for preparing this informative
and timely report, which provides an update on the IMF’s progress in its approach to exchange
rate policy advice since 2007. I am pleased with its main finding that the IMF has substantially
overhauled its approach to exchange rate policy advice, and concur that some issues need our
continued attention. I would like to note that management and staff remain fully committed to
the role of the External Sector Report (ESR) in Fund surveillance.

Exchange rate assessment and policy advice is central to the Fund’s mandate. The Fund is
charged by its Articles of Agreement to exercise firm surveillance over the exchange rate

policies of member countries. This update by the IEO is informative and timely given the
central role of the IMF in this area and the extensive past and ongoing work to refine the
scope and modalities of external sector surveillance, including to reflect lessons over the

last decade.

I am pleased with the report’s findings that the IMF has substantially overhauled its approach
to external sector assessments and exchange rate policy advice since 2007 and enhanced its
work in an area central to its mandate. Indeed, as the IEO points out, the 2012 Integrated
Surveillance Decision provides for a broader approach to exchange rate analysis that aims

to address the interrelationships between economies, including assessing external positions
in a multilaterally-consistent manner, paying greater attention to the connections between
domestic and external stability, and assessing external positions taking into account broader
considerations. Moreover, the IMF has refined its methodological tools to enhance this
analysis and its consistency across countries; and the ESR provides a multilaterally-consistent
picture of the external balances of major economies and the policy actions needed to address
excess external imbalances and reduce global risks.

Recognizing that the ESR is a well-accepted framework for external sector surveillance, the
report points out that some areas continue to be contentious. The Fund has acknowledged
since the inception of the ESR the importance of the transparency of the External Balance
Assessment (EBA) models and the process for deriving external assessments and has made
further progress in increasing transparency, including in explaining staff judgment when
adjustments are needed, and will continue its efforts to refine the EBA models. Overall, I
would like to note that management and staft remain fully committed to the role of the ESR
in Fund surveillance. The findings of this report provide useful insights that can help us
further improve moving forward.
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