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Summary points

® As problems in the eurozone threaten to spread more widely through the global
economy, in the run-up to the Cannes G20 Summit international policy-makers are
actively considering strengthening support measures for countries affected.

® Beyond the EU Heads of State agreements of 27 October 2011, both the
International Monetary Fund and regional financing arrangements (especially in
Europe and Asia) have a big role to play in avoiding fears that existing mechanisms
are inadequately resourced and too inflexible to deal with another systemic crisis.

® Consideration needs to be given to substantially augmenting the IMF's fire-power
(including allowing it to borrow from the markets), improving cooperation between
the IMF and regional arrangements, and setting up a multilateral system of central
bank swap arrangements.

® More flexible ways for countries to access the IMF's new borrowing facilities could
be achieved through automatic pre-qualification processes, and making clear the
scale of resources available.

® |t will not be easy to get agreement to these reforms, but the cost of not having
effective mechanisms in place to deal with systemic crises in future would be
enormous.
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Introduction

The global economic crisis that began in 2007 has high-
lighted the ongoing need for effective mechanisms to help
countries deal with financing problems, especially in the
face of systemic crises. As the problems in the eurozone
deepen and threaten to spread globally, action is required
to strengthen financial safety nets beyond what was agreed
by EU Heads of State on 27 October 2011.

The crisis originated in the financial sectors of advanced
economies but rapidly spread to other countries through
financial and trade linkages' (see Figure 1). Smaller coun-
tries with relatively large financial sectors (such as Iceland
and Ireland) or that were dependent on foreign-owned
banks (including Latvia and Romania) were hit hard. As
fiscal problems increased, countries with high initial debt
and deficit levels came under pressure.

The immediate response to the global crisis by the
international community was to channel liquidity through

a network of central bank swap arrangements, and to use

existing mechanisms to finance affected countries, initially
through International Monetary Fund (IMF) lending
and (as the crisis spread within Europe) through EU
financing mechanisms. IMF resources were substantially
increased following the London G20 Summit in April
2009. New types of programme, which made use of the
greatly enhanced financial resources, were quickly intro-
duced, in particular the IMF’s Flexible Credit Line (FCL)
and Precautionary Credit Line (PCL).> The European
Financial Stability Facility (EFSF) was set up to help euro-
zone countries.’

Despite these innovations, however, the financial
capacity of existing resolution mechanisms to deal with
another systemic crisis is in doubt. The new IMF FCLs,
which require no conditionality and were intended to
protect countries against contagion, were only taken up
by three countries (Colombia, Mexico and Poland). As
contagion spreads, more countries are becoming exposed

to market pressures and facing severe financing difficulties.

Figure 1: Systemic crisis index and countries under stress
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The aggregate systemic crisis index is a simple average of each country’s (normalized) systemic crisis index. A country is under stress if

1 The nature of crisis propagation and contagion in the increasingly interconnected world has been extensively documented. Recent work by the IMF shows
that while systemic crises tend to originate in large or more integrated economies, they are rapidly transmitted across national boundaries through trade and
financial interlinkages (http://www.imf.org/external/np/pp/eng/2011/053111.pdf).

2 For further details on the FCL and PCL, see http://www.imf.org/external/np/exr/facts/fclhtm and http://www.imf.org/external/np/exr/facts/pclhtm respectively.

3 For the European Financial Stability Facility, see http://www.efsf.europa.eu.
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The case for global financial safety nets
This situation has led to repeated calls, not least from the
G20, for more effective and more far-reaching mecha-
nisms - ‘global financial safety nets’.*

The reason behind these calls is clear from the experi-

ence of the last three years:

® After almost a decade during which crises were
largely absent, the catastrophic drying up of liquidity
world-wide following the bankruptcy of Lehman
Brothers in September 2008 re-emphasized the need
for global and coordinated solutions.

® Exacerbated by deeper cross-border financial link-
ages, there were unprecedented spillovers from
the core crisis countries to a wide range of other
countries, many of which had been seen as having
strong fundamental positions and policies - the
‘innocent bystanders’.

® The perceived past failures of crisis resolution mecha-
nisms (especially in the Asian crisis of the late 1990s)
were one reason why many emerging markets had
built up national foreign exchange reserves as a way
to self-insure against future crises.’ The resulting
current account imbalances, and capital outflows
from emerging markets, were seen as a contributory
factor behind the exceptionally low global interest
rates, the ‘search for yield’, and asset bubbles in many

advanced economies in 2006 and 2007.

These developments help explain the renewed policy
interest in global financial safety nets. Various ways have
been proposed to strengthen safety nets, but there is fairly

widespread agreement that global mechanisms should:

® provide fast-disbursing financial assistance in large

amounts to countries open to global capital markets

and facing liquidity problems (in particular the ‘inno-
cent bystanders’);

® reduce the demand for self-insurance through reserves
accumulation, by offering countries a realistic and
attractive alternative multilateral safety net; and

® reduce global imbalances (ultimately seen as crucial
for global growth).

Distinguishing between liquidity and
solvency

Distinguishing between liquidity and solvency problems
is important in the design of financial safety nets, but
the last crisis showed again that the distinction is not

clear cut.

If problems that start out as
liquidity-related can turn into
solvency issues, dealing with
them in their early stages can
help avoid the more damaging
(and costly) later stages

Liquidity problems tend, if they last for any length
of time, to lead to solvency problems. This is as true at
the country level as it was for banks in 2007 and 2008.
Countries facing high borrowing costs can quickly find
that their fiscal positions become unsustainable.

Proponents of stronger financial safety nets see this
as further justification for such measures. If problems
that start out as liquidity-related can turn into solvency
issues, dealing with them in their early stages can help

avoid the more damaging (and costly) later stages.

4 At the meeting of G20 Finance Ministers and Central Bank Governors on 14—15 April 2011, they agreed ‘to focus our work, in the short term, on ... an
improved toolkit to strengthen the global financial safety nets’ (http://www.g20.org/Documents2011/04/G20%20Washington%2014-15%20April%20

2011%20-%20final%20communique.pdf).

5 However, this was only one of a number of reasons. There have been fierce debates in recent years about how far the build-up of reserves in emerging

markets was due to the desire for self-insurance, and how far it reflected a deliberate policy to maintain under-valued exchange rates as a way to

stimulate export-led growth. Whatever the relative strength of these motives, the tensions that they have generated and the impact on global imbalances

are clear.
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Enhanced safety nets
Existing mechanisms for dealing with crises are seen as

being deficient in two respects:

® insufficient amounts of financial ‘fire-power’ to
provide sufficient liquidity to offset private outflows
and convince markets; and

® insufficiently flexible (and rapid) ways to disburse

funds.

The level of financial resources available for support
operations has been increased substantially in the last two
years, first through the tripling of IMF resources agreed at
the London G20 Summit in 2009,° and second through the
creation and strengthening of regional financing arrange-
ments (RFAs). The European Balance of Payments Facility
for non-eurozone countries, and the European Financial

Stabilisation Mechanism (available to all EU members),

were augmented in 2010 by an additional mechanism
to support eurozone countries in crisis — the European
Financial Stability Facility.” The Chiang Mai Initiative
(CMI), set up in the wake of the Asian financial crisis as a
mutual support mechanism among the ASEAN+3 coun-
tries, was substantially strengthened in 2010,% but as yet it
has not been used.

However, even after these reforms, the total quantum
of multilateral financial fire-power available through the
IMF, the European mechanisms and the Chiang Mai
Initiative has done little more than keep pace with global
GDP growth, standing at around 2-3 per cent (and has
fallen far behind the increase in global trade and financial
flows)® (see Figure 2). At the peak of the crisis, central
bank swap arrangements with the US Federal Reserve
added another $600 billion to the available resources, as
well as €250 billion in swaps provided by the European
Central Bank (ECB).

201 M Chiang Maij Initiative

IMF quota resources

IMF borrowing arrangements
157 M EFSF

M Central bank reserves

1971 1975 1979 1983 1987

Source: IMF (2011a)

Figure 2: Global financial safety nets as percentage of world GDP
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6 The G20 agreed to increase bilateral financing from $250 billion to $750 billion, including through the New Arrangements to Borrow (NAB). In addition
a general SDR allocation of $250 billion was agreed, ‘to increase global liquidity’. For details see http://www.g20.org/Documents/Fin_Deps_IFI_Annex_
Draft_02_04_09_-__1615_Clean.pdf.

7 The EFSF was launched in May 2010, and the increase in size to its current level of €440 billion has just been ratified by all eurozone countries. Under
current plans, the EFSF will be replaced in 2013 by a permanent mechanism, the European Stability Mechanism (ESM).

8 The Chiang Mai Initiative Multilateralization (CMIM) agreement was made operational in March 2010, as a ‘self-managed reserve pooling arrangement’ with a
total size of $120 billion.

9 IMF, ‘Strengthening the International Monetary System: Taking Stock and Looking Ahead’, March 2011, http://www.imf.org/external/np/pp/eng/
2011/032311.pdf.
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But by far the largest part of the resources available to
countries is their national reserves, which have grown
in total over the last ten years from about 5 per cent to
15 per cent now. However, these resources are spread
very unevenly, and (not coincidentally) tend to be
concentrated in countries that are less likely to suffer
financing problems. They are also costly for countries
to maintain, usually with substantial carry costs. And
as noted earlier, they have contributed to the growth of

global imbalances.

There are increasing calls for
an “international lender of last
resort” role, by analogy with
the role central banks play in
supporting essentially solvent
banks which face liquidity
shortages

IMF financial instruments were also redesigned to
better meet the needs of ‘innocent bystanders’, through
the creation of the FCL, and its cousin the PCL. The FCL
is designed to provide access to very substantial amounts
of financing on a contingent basis for countries with ‘very
strong policy fundamentals and frameworks’, to be drawn
down as needed but without any further review or condi-
tionality once a country has qualified. The PCL is designed
for less strong countries, and requires some extra condi-
tionality when funds are drawn on.

However, there remains a widespread view that much
more needs to be done. Countries are still counting the cost
of the crisis. In many cases their fiscal positions are much
more fragile than they were four years ago in terms of defi-
cits and debt levels, and the loss of output and slow growth

make them more vulnerable to financing difficulties.

The amount of money available to support these coun-
tries is still not seen as sufficient to deal with another
episode on the scale of the 2007 crisis (especially as the
eurozone crisis worsens and takes up more of the avail-
able resources). The IMF’s resources were substantially
augmented in 2009, but a significant proportion is already
committed to its programmes.'"” There have also been
very significant additions to the European and Asian
regional mechanisms, but much of the EFSF funds has
already been earmarked for the programmes for Portugal,
Ireland and Greece, while the central bank swap lines
introduced at the height of the last crisis have since been
wound back.

The extremely limited take-up of the FCL and PCL to
date suggests that they are still not fulfilling their desired
role as ways to deal with contagion and liquidity pressures.

In these circumstances there are increasing calls for

an ‘international lender of last resort’!

role, by analogy
with the role central banks play in supporting essentially

solvent banks which face liquidity shortages.

Moral hazard

Critics of any expansion in the crisis resolution toolkit
cite the danger of ‘moral hazard’: the possibility that the
ready availability of finance will encourage governments
and private investors to take excessive risks. But there is
no agreement on how important this risk is in practice;
and tighter financial regulation and more effective inter-
national surveillance respectively can help guard against
risky private behaviour and national policies.

Excessive risk-taking by private investors on the
assumption that they (or the countries they lend to) will
be bailed out is clearly a potential problem. But very
risky lending and investment behaviour was a real actual
feature in the run-up to the 2007 crisis, and the presence
or absence of effective international lending facilities does
not appear to have had a marked effect on private-sector
behaviour. Instead, excessively risky private behaviour
should be addressed through internationally coordinated

reforms to financial regulation and supervision.

10 At August 2011 the IMF's forward commitment capacity stood at just under $400 billion.
11 Stanley Fischer proposed just such a role for the IMF in the aftermath of the Asian crisis: http://www.imf.org/external/np/speeches/1999/010399.htm.
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The other potential source of moral hazard is that
making financing available to countries on ‘easy’
terms, with little or no conditionality, could encourage
poor national policies. The low-conditionality IMF
facilities (the FCL and, to a lesser extent, the PCL)
have only recently been introduced, so there is little
evidence on their effects. But the three countries that
have taken up the FCL are all generally thought to
have followed, and continue to follow, good policies.
The problem seems to have been not that too many
countries of the ‘wrong sort’ would take out FCLs, but
rather that demand from the ‘right sort’ of countries

has been insufficient.

Apart from running current
account surpluses, there is
no easy way for countries to
boost their reserves, especially
in the current difficult market
conditions for sovereign
borrowing

Options for reform

Reforms are needed to increase substantially the scale
of financial resources available if a global systemic crisis
hits again, and to introduce more flexible mechanisms
that would allow funds to be disbursed very rapidly. In
order to avoid a liquidity shortage turning into a solvency
problem, countries would need to be prepared to sign up

to financing facilities before the crisis hit.

Increasing finance
There are three lines of defence for countries facing
financing problems: domestic reserves, global mecha-

nisms and regional financing arrangements.

Many countries, especially emerging markets, have
through the last decade increased their foreign currency
reserves. However, they are concentrated in countries
that are less vulnerable to financial crisis (in part precisely
because they have built up their own defences). Apart
from running current account surpluses, there is no
easy way for countries to boost their reserves, especially
in the current difficult market conditions for sovereign
borrowing.

Potentially a Special Drawing Right (SDR) allocation
could be of use. But in practice a general allocation would
again provide reserves mainly to countries that have less
need of them. Moreover, in crisis conditions SDRs are less
usable than holdings of tradable currencies.

Access to IMF borrowing through its facilities is the
traditional route for countries facing financing difficul-
ties. This could either take the form of financing through
low-conditionality facilities such as the FCL, for countries
that lack access to short-term liquidity but do not require
policy adjustments, or it could entail a combination of
finance and policy adjustment. In either case, financing
would be needed.

So boosting the IMF’s financing capacity would
provide another line of defence. As a form of credit
union, the bulk of the IMF’s financial resources is
provided by quotas (in effect a line of credit from
countries with stronger financial positions). But a
general quota increase typically takes many years to gain
approval, since it has to be ratified by the great majority
of member countries’ legislatures. Another ad hoc
increase, giving bigger increases for some countries (as
G20 finance ministers agreed in October 2010') is also
unlikely to be implemented quickly, since it would need
to be part of the ongoing process of governance reforms
at the IMF.

The most straightforward way to increase IMF
financing capacity is through borrowing. Since 1962
the IMF has had in place arrangements to borrow from
a group of its members - the General Agreements to

Borrow (GAB) and New Arrangements to Borrow

12 G20 Communiqué (2010), http://www.g20.org/Documents/201010_communique_gyeongju.pdf.
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(NAB)." But it is likely to be difficult to agree another
increase in borrowing from members so soon after the
latest round. Almost all the advanced economies which
have traditionally provided most bilateral credit to the
IMF through the GAB and NAB currently face severe
fiscal constraints. While a number of emerging markets
have the capacity to lend to the IMF (for example,
through further note purchases), they favoured further
quota increases rather than bilateral financing.

Another route that should be considered is for the IMF
to borrow from capital markets.! There is provision for this
in the IMF’s Articles of Agreement,' and the G20 agreed at
the London Summit to ‘consider’ market borrowing by the
IMEF. The IMF has never yet used this option, but in current
circumstances it is worth looking at again. Given that the
IMF has super-senior status'® and that its financial structure
is underpinned by the backing of its members, it should
have no difficulty in borrowing from the markets (the
World Bank, which has similar backing from its members,
has $120 billion of market borrowing outstanding, and typi-
cally borrows around $30 billion a year at AAA rates).

Furthermore, market financing in the face of a global
systemic liquidity shortage is a logical solution. If private
investors are afraid to lend to entities that are seen as risky
(whether banks or sovereigns), borrowing by the IMF
could also help stabilize markets by creating assets that
would be virtually risk-free for investors. In effect the IMF
would have a similar role, at the sovereign level, to that
played by many central banks in the recent crisis in inter-
mediating between private-sector borrowers and lenders.

During the recent crisis, central bank swap lines provided
by the US Federal Reserve and the ECB also played an
important role in stabilizing markets. The Federal Reserve
swap lines with the central banks of Brazil, Korea, Mexico
and Singapore were particularly effective in restoring

a measure of confidence to these countries. But these

arrangements were very ad hoc and relied on the willing-
ness of the Federal Reserve and the ECB to use a substantial

portion of their balance sheets in this way.

Another route that should
be considered is for the IMF
to borrow from capital markets
. market financing in the face
of a global systemic liquidity
shortage is a logical solution

Institutionalizing a central bank swap mechanism,
and extending the range of countries that could benefit
from them, could be another useful tool for use in a
future crisis. But to maximize its impact in the event of
a crisis, it would be important to work out in advance
how it would operate.”” In particular, providing clarity
over the amounts available, the potential counterparties
and conditions for activation would send a clear signal
that large-scale liquidity would be available if needed.
Working out these details would not be straightforward,
since those central banks providing swap lines are likely
to prefer to maintain freedom of manoeuvre. But experi-
ence shows that having the mechanisms fully worked out
in advance is preferable to inventing them in the midst
of a crisis.

Regional financing arrangements could also play a
greater role in future crises. The latest increase in the
size of the EFSF to €44 billion has only just been ratified
by all eurozone countries, and the European summit in
the last week of October has agreed to further leveraging

of the Facility. But whatever the final size, experience to

13 For further details see http://www.imf.org/external/np/exr/facts/gabnab.htm. Also, following the London G20 Summit, the IMF agreed to issue notes which

were then sold to China.

14 This is one of the proposals from the Palais-Royal Initiative, http://www.global-currencies.org/smi/gb/telechar/news/Rapport_Camdessus-

integral.pdf.
15 See http://www.imf.org/external/pubs/ft/aa/index.htm.

16 In practice IMF loans to countries have preferred creditor status, and to date no country has defaulted on its loans to the IMF.

17  Farhi, Gourinchas and Rey (2011) propose a permanent network of central bank swap arrangements centred on the IMF; see http://www.voxeu.org/sites/
default/files/file/Reforming%20the%20International%20Monetary%20System.pdf.

www.chathamhouse.org

page 7




Global Financial Safety Nets

date with the European mechanisms suggests there is
anyway scope to improve their functioning. Moreover,
even though the Chiang Mai Initiative has now been put
on a fully multilateral basis, it has not yet been tested.

One of the lessons of the ongoing crisis in Europe is
that coordination between RFAs and the IMF needs to
be seamless. The CMI has instituted some of the neces-
sary coordination mechanisms: the bulk of its financial
resources will be available only in conjunction with an
IMF programme;' and the IMF is also heavily engaged
with AMRO, the new analytical body being set up in
Singapore to support the CMI.

In the event of a systemic
crisis there will need to be
rapid provision of financial
support in large amounts to
countries at risk of contagion.
That requires some degree of
pre-qualification

Within Europe all current support operations have to
date been carried out jointly with the IMF. But some of the
European institutions have been reluctant to accept this
link, and coordination with the IMF has not been smooth.
It would be in the interests of Europe to improve this coor-
dination. The IMF has considerable expertise in designing
adjustment programmes and, importantly, can bring
credibility (since the design of European programs has
been seen as influenced by political compromises within
the eurozone). Just as importantly, better cooperation
with the IMF can bring in additional resources. Given the
debates within Europe about how (and indeed whether) to
leverage the resources of the EFSF, being able to access the
IMF’s resources further could be essential.

Agreement in advance between European institutions

and the IMF on key issues — which institution leads on

design of adjustment programmes, what proportion of
financing is provided by each, and on what terms - will

help improve the efficiency of future lending operations.

Increasing flexibility

The IMF introduced a significantly greater degree of
flexibility into its facilities when it launched the FCL and
PCL in 2009 and 2010. These facilities were aimed at
strongly performing economies hit by external shocks - the
‘innocent bystanders’. They provided large-scale access to
finance on an as-needed (‘precautionary’) basis without the
need for further approval by the IMF executive board to
activate lending, after the initial pre-qualification process.

Nevertheless, as noted, so far only three countries have
applied for the FCL and one country (Macedonia) for the
PCL, which was designed for the next tier of countries.
There still seem to be barriers preventing countries from
signing up for these facilities. A major problem (as with
other attempts in the past by the IMF to design precau-
tionary lines of credit) is stigma — countries fear that
applying for these facilities would be seen by the capital
markets as a sign of underlying weakness, and as indi-
cating that the countries were in difficulties. The only way
to avoid this adverse signalling is to make qualification for
these facilities, and the level of financial support available,
as automatic as possible.

The issue of pre-qualification for IMF precautionary
facilities has been on the table for many years, but to
date major shareholders in the IMF have been unwilling
to accept going this far, arguing that this would generate
moral hazard and expose the Fund to unsustainable
financial risk. It was difficult to get agreement even to
the relatively light conditions for accessing the FCL and
PCL.

Nevertheless, in the event of a systemic crisis there will
need to be rapid provision of financial support in large
amounts to countries at risk of contagion. That requires
some degree of pre-qualification. The problem is how to
get round the fact that in advance of a crisis countries are
unwilling to apply, since to do so could risk sending an

adverse signal to markets.

18 In order to draw above 20 per cent of their CMIM allotment, countries must sign up to an IMF programme.
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One obvious mechanism for managing pre-qualifica-
tion would be the Article IV process.”” Part of the IMF
staff’'s judgment on each country’s economy could be to
signal whether it was strong enough to justify access to the
FCL or PCL if the need arose.?® This would take away the
stigma from countries applying for a financing facility. It
would still raise sensitive issues: publication of this judg-
ment could cause difficulties, especially for countries that
do not qualify (or lose their qualification). Nevertheless
the benefits of providing a core of countries with protec-
tion against contagion from systemic crises are very great.

The other proposal is to make clear ex ante the scale of
resources that could be made available to countries under
the FCL or PCL. In the three FCL cases to date the normal
rules on access to the IMF’s resources have been suspended.
This has avoided the situation where its programmes have
been prevented by access limits from providing a suffi-
ciently large scale of funds to resolve the crisis. But setting
a scale (or possibly a range) for the resources available,
even if only approximately, would be helpful. It would, if
set sufficiently high, provide confidence that the resources
were available to see countries through the crisis, and
thereby help prevent it from spreading. And it would go
some way towards allaying moral hazard concerns by
establishing a limit to the IMF’s exposure.

The size of the potential problem, and the political
difficulties that would be involved in reaching agreement
on a single mechanism of sufficient size, point towards
trying to make progress on a number of fronts. This
‘menu approach’ may not be the most efficient, and there
would clearly be problems that would need to be resolved
in coordinating different mechanisms. But the experi-
ence of the recent crisis suggests that the coordination
problem is much less severe than the problem of putting
new mechanisms in place in the middle of a crisis. The
difficulties faced by the Bush administration in getting
congressional approval for the Troubled Asset Relief
Program (TARP) in the United States in 2008 exemplify
this point.

Conclusions

Existing mechanisms are insufficient to deal with
another event on the scale of the 2007-09 crisis. Even
after the augmentation of IMF and RFA resources,
and the introduction of new precautionary facilities,
the potential scale of need for financing to protect
countries from another global systemic crisis is huge.
Already nearly half of the IMF’s total resources and
one-third of the enhanced EFSF capacity have been
committed.

Countries are generally now less able to withstand
contagion pressures. The crisis has weakened most
countries’ fiscal and economic positions, leaving them
more reliant on external borrowing, at the same time as
global capital markets are more reluctant to lend to any

but the highest-quality sovereign borrowers.

There are no guarantees that
reforms along these lines will
be sufficient to avoid similar
crises in future. But the risks of
another systemic crisis make
it worth taking measures to
reduce these risks and putting
in place measures to protect
countries from contagion

There are problems with both the quantum of finance
available and the disbursement mechanisms. In the event
of another global crisis many countries are likely to need
to borrow from multilateral institutions on a large scale
and in a flexible manner, and having in place mecha-
nisms to allow this outweigh any potential moral hazard

concerns.

19 The IMF produces an ‘Article IV’ surveillance report on the health of each country’s economy and policies, usually annually.

20 Edwin Truman proposes that every Article IV review should include a staff judgment on the policy conditions necessary for that member to access IMF finan-

cial assistance: http://www.piie.com/publications/wp/wp10-13.pdf.
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On financing, the most promising reforms are:

® allowing the IMF to borrow from the markets to
augment its traditional sources of finance from its
members;

® ex ante agreements between central banks for a
network of swap arrangements, deciding in advance
the amounts involved, the range of countries covered,
and the conditions under which the arrangements
would be activated;

® formalizing links between the IMF and the
RFAs, especially the EFSF/ESM and Chiang Mai
Initiative, setting out clear modalities for coop-
eration on programme design and co-financing

arrangements.

Flexibility of financing would be increased by:

® using Article IVs to assess whether countries pre-
qualify for FCLs and PCLs;

® making clear ex ante the scale of resources
that could be made available under these IMF

programmes.

In view of the political problems in reaching agreement
on any of the potential solutions, it is not prudent to rely
on any one element. Given that the problem is global in
nature, but solutions have to be implemented or ratified
at the national level, there are strong arguments for imple-
menting these measures as a package.

There are no guarantees that reforms along these lines
will be sufficient to avoid similar crises in future. But the
risks of another systemic crisis make it worth taking meas-
ures to reduce these risks and putting in place measures to

protect countries from contagion.
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