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Introduction

The key theme for this conference is communications and central banking. I would like
first to broaden the interpretation of “communication” to that of transparency and to
establish the overall framework for transparency. I will discuss the role of transparency
(or the lack thereof) in financial crises, and the IMF’s role in promoting its own
transparency, as well as in the development of the Code of Good Practices on
Transparency in Monetary and Financial Policies (Code) as an international standard
that prescribes a desirable transparency framework for the central banks an financial
agencies.. | will discuss what is meant by transparency in the context of the Code and
how the Code is structured. I then will focus on transparency practices for central banks
and will conclude with some observations on the relationship of transparency practices

and monetary policy.
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But first, what is meant by transparency? For the purposes of the Code, transparency for central
banks refers to an environment in which the objectives of monetary policy, its legal, institutional,
and policy framework, monetary policy decisions and their rationale, data and information
related to monetary policies, and the terms of central bank accountability are provided to the

public on an understandable, accessible and timely basis.

Transparency in Strengthening the International Monetary System and
Role of the IMF

Let me now turn specifically to the Code and its origin and context.

The successive financial crises in different regions of the world over the past two decades, and
the crises in Asia and Russia that spread across other regions in particular, have led to much
reflection and analysis in various international bodies on ways to strengthen the international
financial system. A consensus has emerged that inadequate transparency by national
governmental units, private sector entities, and to some extent also international organizations
was a contributing force to the serious financial disturbances that afflicted the global economy.
The conclusion was also reached that markets cannot function efficiently, and that they will
continue to be highly vulnerable to instability, in the absence of adequate, reliable, and timely
information from all quarters. Lack of accurate and timely information on economic and
financial developments and policies, particularly in an environment of economic and financial

weakness, aggravates the weakness and contributes to the emergence of crises situations.



Without adequate information about the state of the economy and the financial system,
policymakers cannot make informed policies and cannot react appropriately and promptly to
unforeseen developments. Uncertainty about the condition of the economy at a time of crisis and
the lack of information about the government’s policies, in turn, can lead to abrupt and
destabilizing market behavior. Thus, the Report of the Working Group on Transparency and
Accountability (1998, p.1) observes, “Greater transparency and better accountability can help to
reduce the frequency and severity of financial crises in a number of ways. From a
macroeconomic perspective, enhanced transparency and accountability can help to encourage
policy adjustments to begin earlier and occur more smoothly. And they can help to resolve crises

by reducing uncertainty...”

In the context of strengthening the architecture of the international financial system, much
attention has thus been directed to developing mechanisms to promote greater transparency. The
calls for greater transparency extend across a wide spectrum—to commercial banks and other
institutions and participants in financial markets, to governments and central banks, and to

multinational institutions, including the International Monetary Fund.

The IMF is playing a central role in promoting transparency in the global economy. The IMF
itself as an institution has made significant strides in ensuring greater transparency in, and
scrutiny of, its policies and policy advice to its member countries. In a pilot project for the
voluntary release of country staff reports—the foundation of the surveillance process—almost
one-third of the member countries have published their reports. The Fund actively encourages

members to release Public Information Notices (PINs), which describe the IMF Executive



Board’s assessment of a country’s economy and policies, and over 80 percent of the membership
now release PINs. These documents, as well as statistical data, and other economic policy

statements, are publicly available on the Fund’s website.

In addition, in collaboration with other bodies, the Fund has developed and strengthened
internationally adopted voluntary standards for transparency for areas of direct operational
concern to the IMF. Thus, in 1996 and 1997, the Fund’s Executive Board approved standards to
guide its members in the public dissemination of their economic and financial data. These are
embodied in the General Data Dissemination System, the Special Data Dissemination Standard,
and the 1999 adoption of the template for reserve data disclosure, which are now in effect. In
April 1998, the Interim Committee (the Fund’s high-level policy guidance committee, renamed
the International Monetary and Financial Committee) adopted a Code of Good Practices on
Fiscal Transparency. Over the course of the following year and a half, the Fund, working with
the Bank for International Settlements, and in consultation with a representative group of central
banks, financial agencies, other relevant international and regional organizations and selected
academic experts, and following extensive Executive Board discussion, developed the Code in

1999.,

On a voluntary basis, and initially begun as stand-alone assessments, detailed assessments of the
Code are now undertaken by Fund staff and outside experts as part of the Financial Sector
Assessment Program (FSAP). These are summarized in the Financial System Stability
Assessment (FSSA) report in the context of Article IV surveillance. 31 assessments had been

conducted at end August 2001, and the summary of 16 of these have been published on the



Fund’s web site as Reports on the Observance of Standards and Codes (ROSCs). Several other
subsequent initiatives within the Fund have used the Code in recognizing the value of
transparency, including the Guidelines for Foreign Exchange Reserve Management, the
Guidelines for Public Debt Management, and Safeguards Assessment: Staff Operational

Guidelines. These are available on the IMF’s external web page.

A number of other standard-setting bodies dealing with other financial sector-related areas (such
as accounting, auditing, banking regulation and supervision, bankruptcy, corporate governance,
insurance regulation, payment system and securities market regulation) are also active in
developing standards relevant for a better functioning financial system. The focus of these
standards typically is broader than transparency. However, transparency and disclosure practices
are covered in these standards as well, and thus have relevance to the Fund’s Code of Good

Practices on Transparency in Monetary and Financial Policies.

The Code — Its Underlying Rationale and Main Elements

The Code of Good Practices on Transparency in Monetary and Financial Policies is drawn from
a broad review of good transparency practices used in a number of countries and for which there
is a record of experience. Examples of such practices are given in a supporting document to the
Code. Consequently, the Code is applicable across a wide range of monetary and financial
frameworks, and is relevant to differing institutional arrangements with respect to monetary and

financial policies and legal conditions. The transparency practices in the Code have the



flexibility to be applied over time and over various stages of institutional development, and can

be viewed as a guide for countries that would aspire to introduce these good practices.

The Code covers both monetary policies and financial policies (i.e., the policies related to the
regulation, supervision and oversight of banking, insurance, securities, payment systems, and
deposit insurance). These two sets of policies are interrelated and often mutually reinforcing. The
full benefits to be derived from good transparency practices in the monetary policy area cannot
be achieved without complementary good transparency practices in the financial policy area, and

vice versa.

Since all of you are representing central banks, I will focus only on the part related to central
banks, or the first part of the Code. But first two words of caution on transparency and on the
Code. Transparency for central banks is not an end in itself, nor should transparency be
considered as a substitute for pursuing sound policies. Transparency and sound policies should
be seen complements. Moreover, the Code is not designed to offer judgments on the
appropriateness or desirability of specific monetary policies or monetary frameworks that
countries should adopt. At the same time, good transparency practices for the formulation and

reporting of monetary policies act as an incentive to the adoption of sound monetary policies.



The Code is organized into four sections, each representing an aspect of transparency practices:
(1) clarity of roles, responsibilities, and objectives of central banks; (2) the processes for
formulating and reporting monetary policy decisions; (3) public availability of information on

monetary policies; and, (4) accountability and assurances of integrity by the central bank.

Without going into detail, let me just make a brief point about each of these areas. (1) In making
public the objectives of monetary policy, the central bank enhances the public’s understanding of
what it is seeking to achieve, and provides a context for articulating its own policy choices,
thereby contributing to the effectiveness of monetary policy. (2) By providing the public with a
clear description of the considerations guiding monetary policy decisions, transparency in the
policy process generally makes the monetary policy transmission mechanism more effective, in
part by ensuring the more efficient formation of market expectations. (3) This can only be
enhanced by the public availability of timely and regular data, which further ensures that markets
have sufficient information on which to base their decisions. Also, by publishing adequate
information about its activities, the central bank can establish a mechanism for strengthening its
credibility by matching its actions to its public statements. (4) Central bank accounting and
reporting systems must be set up in such a way that the central bank provides the public with
meaningful and transparent information. It is difficult to overstate the importance of the role of
transparent disclosures in ensuring the maintenance of central bank independence and

discharging its accountability obligations.



Chairman Alan Greenspan of the Federal Reserve Board, at the Tercentenary Symposium of the
Bank of England in 1994, reflected on the case for transparency for central banks, and its

relationship with accountability, in the following insightful manner:

“.... if we are going to have independent central banks then implicit in that independence
is accountability. You cannot in a democratic society have an institution which is fully or partly
dissociated from the electoral process and which has powers that central banks inherently have.
So the question really amounts to how does one position the central bank with respect to the

issue of disclosure and accountability—which are related questions.

“The position that we [the Federal Reserve] take is that the burden of proof is against the
central bank: that is, we have to demonstrate that either delayed disclosure or non-disclosure is a
policy which is required for us to implement our statutory goals. We have struggled with this,
and have concluded that we should make available to the electorate what it is we think, why we
are doing what we are doing and in a general way under what conditions we would behave
differently.” ( pp. 252-253, Forest Capie, Charles Goodhart, Stanley Fischer and Norbert

Schnadt, The Future of Central Banking, Cambridge University Press, 1994)

Mr. Greenspan has not changed opinion since 1994. Very recently, at the opening of the
economic policy conference on transparency in monetary policy held at the Federal Reserve

Bank of St. Louis last month, he expressed similar sentiments and went on to say:



“Simply put, financial markets work more efficiently when their participants do not have
to waste effort inferring the stance of monetary policy from diffuse signals generated in the day-
to-day implementation of policy. And being clear about that stance has not constrained our

ability to adjust the stance of monetary policy in either direction.”

Central banks use a variety of methods to disseminate information to the market. These include
press releases, periodical policy announcements, regular and ad hoc publications, speeches by
top management, interviews with the press, and more recently used as a venue, the web external
site. In choosing the vehicle, a central bank will need to be mindful of the target audience, and
there are several, including regulated entities, participants in the financial markets, financial
analysts, academia, government and Parliament, and finally the public at large. It will in practice
be difficult to separate these groups, so a concrete challenge will be for example how to design a
web site that provides the information and detail required to professionals, yet still is accessible

to the general public.

A trusted and tried vehicle remains the annual report of the central banks with high quality
financial accounts certified by an independent auditor. The importance of transparent reporting
practices for central banks extend beyond their immediate institutional interests as they make an
important contribution to establishing the credibility of a nation’s financial system. Also, clear
and transparent reporting by the central bank can have an important demonstration effect—i.e.
central banks can lead by example. As economies evolve and seek to establish their positions in
the international marketplace, the national reporting framework becomes important to an

expanded group of users. Central bank financial statements are published or posted on the
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Internet where they can be read by both national and international parties. Opinions formed on
the robustness of financial reporting frameworks from access to such documents contribute to

judgments about the integrity and stability of the financial system.

Let me say a few words about recent trends in Western Hemisphere countries, which has
mirrored the international trend toward greater transparency in monetary and financial policies.
Two of the most notable features of the recent reforms that have been undertaken throughout the
region are the general restrictions to the monetization of the fiscal deficits and the instrument
independence granted to central banks.' As a corollary to instrument independence, increased
attention has been given to transparency and accountability. Let me cite just a few, brief
examples. Often within the context of an inflation targeting framework, substantive progress in
openness and disclosure has been made by central banks in reporting to the public on monetary
policy through quarterly inflation reports, notably Mexico, Brazil and Colombia. Starting in
2000, the central bank of Mexico has provided well-written and thorough inflation reports. The
introduction of the inflation targeting strategy in Brazil was also accompanied by the publication
of the minutes of the Monetary Policy Committee (COPOM) with an increasingly shorter delay.
Brazil— whose inflation targeting framework is supported by a variety of models aimed at
simulating the transmission mechanisms, forecasting inflation and dealing with forecast
uncertainty—has made valuable efforts to explain the workings of the models and their role in
the decision-making process, including the public release of the general outline of the small-scale
structural model. In Peru, the central bank has begun providing, on a monthly basis, public

information on intermediate monetary policy operating targets and explaining short-term changes

" Luis I. Jacome H., Legal Central Bank Independence and Inflation in Latin America
during the 1990s, IMF Working Paper, 2001.
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in policy targets. In the Dominican Republic, the authorities have embarked on an effort to
update the regulatory framework through a comprehensive Monetary and Financial Code, and
the central bank has developed a strategic plan for medium-term reforms that would result in a
modification of current practices, including an increasing reliance on indirect instruments and a
gradual withdrawal from non-core activities. Their Monetary Code will also improve
mechanisms of accountability of the central bank, which should increase the autonomy of the

central bank, such as in the conditions for removing the central bank governor from office.

Regarding reform of financial policies, in the area of banking supervision, the National Banking
and Securities Commission of Mexico is preparing regulations to develop a prompt corrective
action program for problem banks, and in the Dominican Republic, the authorities have begun an
effort to update the institutional framework for banking supervision (with the help of a technical
assistance agreement with the IADB) and a strengthening of prudential norms (based on a
diagnostic performed by an international consulting firm). Recent legal reforms in the Mexican
securities markets have involved regulations requiring that all public companies must disclose
once a year their observance with a code of best practices of corporate governance designed by
major market and industry participants, and the Mexican National Banking and Securities
Commission was granted the power to investigate actions that violate Mexican securities
regulation, including visits and obtaining personal statements, as well as exchanging information
with foreign financial authorities. Also in Mexico, the National Insurance and Sureties
Commission (CNSF) is in the process of improving its publications program and there is
increased public consultation by the IPAB (Institute for the Protection of Savings) on the issue of

the clean-up operation of deposit insurance.
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Ladies and gentlemen, you are all aware of these recent developments, so let me not bother you

with more detail.

In concluding, I would like to leave you with just three key thoughts on which there is now broad
consensus. At the international level, experience has highlighted the importance of transparency
for the efficient flows of international capital. At the domestic level, transparency can further
serve to enhance the credibility and independence of the central bank, improve the transmission
mechanism, and thus strengthen the efficient conduct of monetary policy. Central banks are

moving towards a higher degree of transparency.



“The position that we [the Federal Reserve] take is
that the burden of proof is against the central bank:
that is, we have to demonstrate that either delayed
disclosure or non-disclosure is a policy which is
required for us to implement our statutory goals. We
have struggled with this, and have concluded that we
should make available to the electorate what it is we
think, why we are doing what we are doing and in a
general way under what conditions we would behave
differently.” Alan Greenspan, 1994

Financial Disclosures

High Quality Audited Financial statements
important

Lead by example
Provides international credibility

Contributes to integrity and stability of
financial system

In conclusion

At the international level, experience has
highlighted the importance of transparency for the
efficient flows of international capital.

At the domestic level, transparency can further
serve to enhance the credibility and independence
of the central bank, improve the transmission
mechanism, and thus strengthen the efficient
conduct of monetary policy.

Central banks are moving towards greater
transparency

Forms of Reporting

 Variety of methods
* Need to be mindful of target audience

Recent Trends in Western
Hemisphere Countries

* Move towards instrument independence
mirrored by increased transparency

« Inflation targeting accompanied by
increased transparency

 Also progress in transparency of financial
sector policies
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