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Creating an International Economic Environment
Conducive to Domestic Development:
International Financial Architecture Reform

Chantavarn Sucharitakul

Executive Summary

The economic and financial crises of 1997 brought about unprecedented changes
in the international financial architecture as well as domestic financial and economic
system, International financial institutions such as the IMF, World Bank embarked on
comprehensive reforms, with a view to preventing future occurrences of crisis as well as
expediting resolution of crises. New initiatives have been launched in the areas of
international standards and codes, whilst discussions on the new international debt work
out are being intensified both in the public and financial circles. At a regional level,
cooperation in the arcas of trade, finance, as well as surveillance have also come into
prominence, especially in the East Asian region. Policymakers as well as concerned
agencies therefore need to prepare themsclves for greater cooperative activities and
outreach with international and regional bodies.

The paper presenis a discussion of the reforms of the international financial
architecture and initiatives that have transpired since the Asian crisis. On crisis
prevention issues, early warning systems, information disclosure, as well as swap
arrangements initiative namely the Chiang Mai Initiative are being discussed as important
initiatives to pre-empt future crises. Global efforts by the IMF, the World Bank and the
Financial Stability Forum on the adoption of comprehensive sets of international
standards and codes also pose challenges for developing countries in the process of
recovery and restructuring. The assessments of individual country practices against
international best practices are undoubtedly of great benefit in terms of self assessment
and benchmarking. Nevertheless, it 1s important to underscore the differences in each
country’s system, historical as well as socio-economic developments. Other issues such
as capital account liberalisation and the choice of exchange rate regimes, though less
controversial now, have also been mentioned as part of the reform of the international
financial architecture, as well as global measures on anti-money laundering/combating of
tinancial terrorism, which has gained interest following the events of September 2001.

Concerning crisis resolution, emphasis is placed on reforms of the two Bretton
Woods Institutions (BWI} and their policies response to the crisis. The IMF’s lending
conditionality, which had been strongly criticised following the Asian crisis, has been
systematically reformed and streamlined, with a significant input from developing
countries. Critiques of the BWI’s governance, and efforts are currently underway in



improving the governance structures are also discussed as measures to accommodate the
interests of developing countries through quota formula changes and quota reviews.
These reforms have yet to take concrete shape due to the resistance of industrial
countries, and will pose a challenge for policymakers in their strive to foster an
environment conducive to growth and development. Finally, the paper will discuss the
IMF’s most recent initiatives in involving the private sector in the resolution of crises: the
establishment of a sovereign debt restructuring mechanism and the use of collective
action clauses in international bond contracts.

Given these significant changes underway in the reform of the international
financial architecture, developing countries have to prepare themselves for the challenge
of reform, the adoption of international best practices and resolution of crises. As the
reforms begin to bear fruit, it is hoped that an international environment is created, which
would be favourable to the development of a country’s domestic economy.

vi
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Macroeconemic Policy and Data Transparency
Monetary and financial policy (1) Code of Good Practices on Transparency -
NIV NI
transparency in Monetary and Financial Policies
(2) Caode of Good Practices in Fiscal -
Fiscal policy transparency DBV UNTI TN
Transparancy
(3) Special Data Dissemination Standard / -
Data dissemination NENYVIUAT TN
General Data Dissemination System
Institutional and Market Infrastructure
(4) dsdemvdninausiuazuamigaty
Insolvency suAslan
Insolvency
Corporate govermnance (2) Principles of Corporate Governance OECD
International Accounting
Accounting (8) International Accounting Standards (IAS)
Standards Committee (IASC)
International Federation of
Auditing {7} International Standards on Auditing {ISA)
Accountants (fFAC)
{8) Core Principles for Systemically Important Cemmittee on Payment and
Payment and settlement
Payment Systems Settlements Systems (CPSS)
{9) The Forty Recommendation of the Financial Financial Action Task Force

Market integrity

Action Task Force

183 FSF

Financial Regulation and Supervisicn

Banking supervision

{10} Core Principles of Effective Banking

Supervision

Basle Committee on Banking

Supervision (BCBS)

Securities regulation

{11) Objectives and Principles of Securities

Regulation

International Organization of
Securities Commissions

(I0SCO}

Insurance supervision

{12} Insurance Supervisory Principles

international Association of

Insurance Supervisors (IAIS)
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