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DEVELOPMENTS IN THE INTERNATIONAL FINANCIAL
ARCHITECTURE, 2004

SESRTCIC

The reshaping of the global financial architectigran issue that is still being
pursued by different international players. Bota tlevelopments in the global
financial markets and the risks inherent in therwelt as the progress made in
the financial architecture will have implicationa the direction of resources
between country groups. Thus, the study reviewsrélsent developments in
the global markets as well as the steps taken gshape the international
financial architecture.

Although robust growth dynamics and the speciadit@mns that emerged
due to the low interest rates contributed bothhe growth and external
financing of the OIC countries, the interest ratdsch are on the rise in the
global financial markets impose certain risks cgnthin terms of the available
global funds as well as their cost level. In additio the risks developing due
to the global financial conditions, the study rewsethe pieces of the global
financial architecture such as Collective Actiona@es (CACs) and the
Contingent Credit Line Facility. In addition, théudy gives an updated
account of the International Conference on Finanéor Development (FFD)
and initiatives taken by the concerned internaticoenmittees to contribute to
the operation of the financial architecture.

1. INTRODUCTION

The financial crises observed on the global scatind the last decade
were of a different nature than the ones experimealier. They were
almost all capital account crises with numerous eeidtively smaller
stakeholders. Hence, compared with the former debes that were
mainly problems of sovereign debt rollovers agamstlatively small
number of official or private borrowers, the managat of the new
generation of crises requires a more sophistics¢¢af approaches and
policy tools.
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The new era renders imperative taking the necessapg to prevent
crises rather than recover from them since theimemic and social
burdens are relatively high compared to the eaxdiees. This new
orientation necessitates establishing a new staicitamework which
would allow the economies to operate efficientlyvesll as increase
their financial absorptive capacities. In this @i pursuing the
concepts of sustainability and stability regardegpnomic growth has
become an integral factor in utilising the benefiitan integration into
the world economy while eliminating the risks likdb be incurred by
it. To this end, the implementation of sound macoo®mic policies
and vigilance against all types of imminent riskstloe part of domestic
policy makers along with increasing the instituabrand absorptive
capacities are vital.

Apart from the responsibilities falling on the shimrs of the
domestic authorities in this regard, it is impottdhat international
institutions be ready to determine beforehand iglefactors both at the
national/regional and global levels and desigmiaeessary mechanisms
for preventing or surviving the distress/crisisuation. Evaluating the
risk factors likely to develop and monitoring thewly-established
mechanisms in this regard are also important ferntember countries
of the Organisation of the Islamic Conference (OiC}heir efforts to
integrate into the world economy.

In this context, this report aims to touch upontieeads developing
in the global financial markets, particularly thoeé the emerging
markets. Section 2 reviews the prominent develogsnanthe global
financial markets related to the developing cowstrifinancing,
examines the OIC member countries’ fund situationthe global
market and reflects upon possible risk areas mlate the OIC
countries’ growth dynamics and access to the firdnmarkets.
Section 3 reviews the current state of the impanaechanisms in the
international financial architecture while Sectirbriefly reviews the
new studies made by the international standarehgetbmmittees and
draws inferences for the banking sector of the @i€mber countries
whose data are available. Finally, Section 5 wrgpshe whole report
and draws inferences from the cited developments the OIC
economies.
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2. RECENT DEVELOPMENTS IN FINANCIAL MARKETS
AND POSSIBLE RISKS

It is important to monitor the changes in the whs#é of global financial
mechanisms in order to understand their implicatiddeing aware of
the yet unfolded risks is also equally importanhu3, this Section
attempts to review the recent basic developmentisarglobal financial
markets, particularly emerging market financingluading those of the
OIC member countries since 2000.

The global growth prospects, which acceleratedesihe second half
of 2003, still hold firmly. Such dynamics are sgthithat the annualised
growth rate for the second half of the said yeas realised as'@ercent,
thus raising the growth rate for the whole yeaB1® percent, a marked
increase from the 3 percent of the year 2002. Athimyear 2004, despite
a number of hampering factors, growth dynamics sl strong as
projections on world output increased from 4.6 t0 percent in the
subsequent 2004 issues of the IMF’'s World Econdbuittook.

Though growth prospects are currently firm, thekigagund of this
pick-up was gradually established during the praaegiears especially
with the help of the accommodative monetary pddicgieplemented by a
number of industrial countries and the resultinglide in short-term
interest rates and increased liquiditPwing to this background, after
the Asian financial crisis of 1997 and its follogimdverse conditions,
the global economy started to experience a recosemge late 2001,
which then showed signs of deceleration due to géaml risks. As
those risks vanished by mid-2003, the long-befataldished medium
of abundant liquidity, accommodative monetary pecand record low
levels of short-term interest rates along with teferred demand in
individual economies served the worldwide springriowth dynamics.

Due to the decline in short-term interest ratesiriéng with the
year 2001 till the second quarter of 2003 (Table ihjernational
investors faced relatively lower yields in the nratfinancial markets.
This situation, in turn, served as a factor indrepshe risk appetite of
those investors whose risk perception had heightdmne the global

L IMF, WEO, 2004a, p. 1.
2 For a detailed discussion of the subject, see IMEO, 2004a and 2004b; IMF,
GFSR, 2004a and 2004b.
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crises experienced in the late 1990s. As a reduhase conditions, a
relative liquidity abundance and lower vyields ardsethe mature
markets. Hence, in the face of such developmdmtsspreads at the cost
of which the emerging markets use the funds nardowkile more
liquidity headed to those markets (Table 1).

As the recent developments helped emerging marggetstheir
shares from the abundance of global funds at lowests through
offering debt (i.e. bond issuance and loan takarg) equity instruments
at advantageous asset valuation on the investms; the developing
countries managed to reflect those developmentthem economies’
growth. Although, following the recent global cissemost of the
economies have been undergoing structural reformdscamplying with
the basics of transparency, this development oétherging economies’
enjoying liquidity abundance raises questions ash# correct asset
valuation in such markets. The debate focuses oetheh the asset
prices in the emerging markets really reflect thedaamentals of those
markets or whether they are at an advantageoukdaeeto liquidity. A
connected question is whether the fundamentalseoéinerging markets
could allow them to use a similar proportion of dgnwithin the
available total in the face of a speculative funghap.

Another point to be mentioned as a risk factorhe tmbalances
regarding the distribution of funds in the globalahcial markets and
deficits in the various economies. Such imbalamcedikely to pose a risk
to the whole financial system in the face of a geaim conditions if they
are not guided and managed adeptly on the globkd.da addition to such
a need, global growth dynamics and its moderatisnwell as the
requirements of the changed conditions in indiideanomies throughout
the recent years call on authorities to take soolieypdecisions.

Parallel to these conditions in the global markigts noticed from
Table 1 that the gross issuance of the total amounbnds, equities and
loans increased to US$ 197.9 billion in 2003. Tigarkes of the first two
quarters of 2004 show that the total gross issuah@merging market
financial instruments is still on the rise. Of thgsoss issuance, it is
observed that the relative importance of bond issga&ompared to that
of loans increased between the years 2000 and B8] issuance of
the emerging markets reached its highest leveD082A similar picture
should be expected in 2004 as an important shar¢hefplanned
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financing of the emerging markets is realised tgtobond issuance in
the first months of the year.

On the other hand, when amortisation and net dssbiance of the
emerging markets in 2001 and 2002 are considerésl,observed that
almost all the debt issuance was used to amohésans. Despite high
amortisation, as the liquidity directed to the egimey markets increased,
the net volume of fund-using also increased. Thahghfigures related
to the first two quarters of 2004 give a similactpre as in the gross
issuance case, the total picture could differ herwhole of 2004.

Table 1: Emerging Market Financing

2003 2004
2000| 2001| 2002| 2003| Q1 Q2 Q3 Q4 Q1 Q2

Iss_u_ance 216.4 | 162.1| 1356 1979 350 460 532 637 673 546
(Billion US$) ' ) ' i ' ' ' T
-Bonds 80.5 | 89.0| 61.6| 97.4 201 279 246 247 38 2.9
-Equities 41.8 | 11.2| 16.4| 287 1.2 2. 74  18}4 132 13
-Loans 942 | 619| 57.6| 718 137 16] 215 206 157 1p.3
Amortisation ) ]
(Billion USS$) 114.3 | 148.0| 129.3] 1242 221 343 296 382 384 273
-Bonds 522 | 60.0| 59.8 618 105 175 15§86 182 250 1f.9
-Equities 0.0 0.0 0.0 0.0 0.0 0.0 0.4 0.p 0.0 olo
-Loans 62.1 | 88.0| 695| 624 116 168 140 200 135 1pb.3
Net Issuance
(Billion USS) 102.2 | 14.2 6.4| 738 124 11.fy 236 295 288 2B.3
-Bonds 283 | 29.1 1.8| 35.6 9§ 10.4 0 6l6 134 4.0
-Equities 41.8 | 11.2| 16.4| 287 1.2 2. 74 18}4 132 13
-Loans 32.1 | -26.1| -11.8 9.4 2.1 0.1 5 05 2[2 40
Interest Rates
and Spreads (%)
EMBI Global*| 735 728 725 403 626 511 486 403 414 42
Federal Fundg

6.25 | 1.75| 1.25| 1.00 1.2% 1.0p 100 1.00 1po 125
Rate
U.S. 10 yr

512 | 505| 3.82| 4.25 380 352 394 425 480 4133
trea.bnd**

Source: IMF, GFSR, 2004b, p. 28.

* Emerging Market Bond Index, spread in basis points.
** Yield in percent on 10-year U.S. treasury bonds.
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After having examined the total issuance of finahaistruments in
the emerging markets, the situation in the OIC tdes is shown in
Table 2. The share of OIC countries’ total assstiasce in the total
emerging market financing was 15.9 percent by tik @& 2003. This
share is lower than the level achieved in 2000. élew, it is observed
that the highest share which was recorded in 2Q(26( percent)
matched with the drop in the total emerging mafketncing. When the
total of the first two quarters of the year 2004lxserved, it is noticed
that the share of the OIC countries was recordd® &t percent.

Table 2: Gross Issuance by Type of Assets in the Emging Markets
and the OIC Countries (Billions US$)

2003 2004

2000 | 2001| 2002 2003 Q1 02 Q1  OfF
EM. Total * | 216.4 | 162.1| 1356 197.9 350 460 67.356.5
-Bonds 80.5| 89.d 616 974 2001 2749 384 2.9
-Equities 418 114 164 28F 12 2o 132 1p.3
-Loans 942 619 57.6 718 137 141 157 1.3
OIC Total 38.8 | 23.6| 26.6] 315 8.4 6.1 134 72
-Bonds 136 99 97 89 25 35 77 41
-Equities 2.8 04 1.7 1.6 0op o2 o5 do
-Loans 224/ 133 157 21p 61 24 §2 B.1

Source: IMF, GFSR, 2004b, p. 28 and Table A.1 e@Ahnex.
* E. M. stands for Emerging Market.

It is observed that despite the increase in theesbfabond issuance
relative to loans for the total emerging markeafioing throughout the
period 2000-2003, the OIC countries followed th@agite direction by
increasing their share of loan relative to bondrficing. However, in the
first half of 2004, the OIC countries’ level of kbfinancing surpassed
their level of loans. On the other hand, when egdibancing is
considered, it is noticed that both its level ahdre are still far from
satisfactory when compared to the emerging madtat t

When the performance of the OIC countries is exarhiat the
individual country level (see Table in the Annek),is noticed that
Turkey, Malaysia and Indonesia take the lead. i ¢hse of Turkey,
while loans were predominant in 2000 and 2001, bsdance has
become a predominant means of financing startiogn f2003. In the
case of Malaysia, however, the opposite is trughasshare of loan



Developments in the International Financial Arebitire, 2004 7

financing has been higher throughout the periodeuraahalysis. When
equity financing is considered, Malaysia is fouade the country with
the best performance. On the other hand, Indorsssans to use all
three financing instruments in a balanced manner.

As emerging markets utilised the augmented glabahtial pool in
financing their economies, this was done at lovpeeads, thus at lower
costs. As shown in Table 1, the Emerging MarketBbrdex (EMBI)
Global, giving the level of emerging market spreadcreased
gradually from its level of 735 basis points in 2G0 728 and 725 basis
points in 2001 and 2002 respectively. The shrinktioé spread is
remarkable in 2003 where the reduction is 3.22qrdege points. When
the spread is followed through the first two quastef 2003, a falling
trend is observed, albeit with a slower pace in4200 fact, similar to
the liquidity directed to the emerging markets, EMBI spreads could
reverse to a certain extent.

Two basic factors allow emerging markets to usatinaly cheaper
funds. The first is the falling trend of risk-fregtes as seen in the 10-yr
US treasury bonds which went down, with fluctuasioto reach 4.33
percent in the second quarter of 2004. The othetorfas the falling
spreads due to liquidity increase. However, both dniven to a great
extent by the path of the short-term interest rafemajor economies, a
representative of which is the federal funds ratehe U.S. Federal
Reserve System. The latter, which was 6.25 perine200, dropped to
as low as 1.00 percent in 2003 (Table 1).

As the global growth conditions picked up more sty since the
second half of 2003, an attached risk to this sptmvth appeared: the
growing imbalances in the world economy, i.e. timeven distribution
of capital account deficits/surpluses. The accutmga inflationary
pressures in the face of strong global growth waddd raising interest
rates at a point in time. The higher the interagt rises, the higher are
the risks threatening the stability of the globahfcial market. As those
risks would stem from the sudden reflex of investtw adjust their
portfolios, they need to be adeptly handled.

Therefore, in order to eliminate such expectedsristm interest rate
hikes in the future both on the global and nati@@nomic scales, the
Federal Reserve (FED) started to give the markewirection via
signalling in the first months of 2004 whose intgnscreased by 20-21
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April 2004 through June. The signalling made its expecteetefin the
speculators, thus allowing some of the market ptagach as the hedge
funds to close positions before an interest rissuwed. As the FED’s
Chairman signalled a likely increase in the fedarads rate (ffr) and the
uncertainty regarding its level of rise helped sgeors and investors
redistribute their portfolios on the global scdleg causing a soft curb in
the imbalances of the international funds, the firsraise came on 30
June 2004 by 25 basis points increasing the rate to 1.28euer The
second raise in ffr came on 10 August 208dain by 25 basis points, this
time raising it to the level of 1.50. Finally, ahet 25 basis-point raise
came on 21 September 26@daking the ffr level 1.75 percent.

As interest rate increases started by the endeo$déicond quarter of
2004, their shift to a faster pace imposes higksr@n managing global
imbalances as well as on emerging market finarweleieh would in turn
threaten the stability of the global financial st However, in case of
inflationary pressures as a result of high growghainics, an increased
pace of interest rate rises could become the owdcdAence, both
combating inflationary pressures as well as mamagire imbalances
could become interrelated for preventing bids fmtHer risk premium
on long-term bonds.

In this context, oil prices are another factor deisg a close watch,
considering that they have been increasingly detethvia financial
contracts along with demand and supply conditiétesace, apart from
the decisions of the producers or market condititaxgors affecting the
risk premium on oil contracts, such as the onesragyifrom geopolitical
risks, have been asserting their importance.

In parallel with the increased global growth raté, prices rose in
2003. However, the rise in the last 9 months of42@8ached record
levels, despite OPEC’s quota increasing decisiondune and August
2004 . Hence, the average oil prices which were US$%Ba8rel in 2003

% “Statement of Chairman Alan Greenspan before tha@ittee on Banking, Housing,
and Urban Affairs, US Senate” and “Testimony of i@han Alan Greenspan before
the Joint Economic Committee, U.S. Senate”.

* FRB Press Release, 30 June 2004.

> FRB Press Reease, 10 August 2004.

® FRB Press Release, 21 September 2004.

" In June, OPEC increased its daily production byilion barrels. In August, this

increase was followed by a further increase oflilbon barrels.
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rose to US$ 33/barrel by mid-June and then reatt8i44.71/barrélin
a matter of one month. Despite the swings, thedtianoil prices was
upwards so that they reached US$ 52.67/BaoreB October 2004.

Despite OPEC'’s decisions of quota increases, sieeimioil prices due
to geopolitical risks imposes certain risks both terms of global
inflationary prospects and the growth prospectsnaom-oil producing
economies. Although some other underlying infladignfactors, such as
wage increases exceeding productivity increasesstdl relatively weak,
the robust global growth and persistently highpoites could become a
serious risk. On the other hand, considering theamg pressure on oil
prices, it could be said that this could imposksrisn fiscal matters due to
higher needs of financing in the face of increasieamport bill as well as
the debt sustainability issue of the non-oil pradg®©IC members.

3. DEVELOPMENTS IN THE INTERNATIONAL FINANCIAL
ARCHITECTURE

This section reviews the most important developsiemtd changes in
the various mechanisms of the international finain@rchitecture,
particularly the recent steps taken regarding sagardebt restructuring
issues and contingency financing. It also providesaccount of the
follow-up to the Conference on Financing for Deyslent or
Monterrey Consensus. Finally, a number of studievdrious fora or
committees regarding reforming the financial amttitire is highlighted.

3.1. Developments Related to Sovereign Debt Resttudng

Issuing sovereign debt in the international markegsoses a number of
risks on the parties involved in the transactionsidering the diverse
character of the borrowers in the new era of gishibn. Among those
risks are: the macroeconomic stability of the being country and

creditors’ capital losses and/or contagion. Theatielon the widespread
risks stemming from the sovereign debt is stillngpbn and a global
scheme related to the restructuring of that debtilisbeing shaped. The
debate originally focused upon the following points

8 WEO, 2004b, p.59.
® Settle price for Light Crude per barrel for 4 Noueer 2004 future contract on 8
October 2004 transactions on cnnfn.com.



10 Journal of Economic Cooperation

- devising a scheme ensuring that the distressedreigneand a
gualified majority of its creditors reach an agrestwhich binds
all other creditors of the same restructuring pssce

- comprising a stay period allowing the debtor cogprtrtime of
relief during restructuring negotiations,

- setting measures to protect creditor rights whilegrating the
debtor’s interests through the consent of a qealifhajority,

- providing financing to the distressed sovereignirduithe stay
period while sharing this burden more with the igarbr market
players, and

- setting up an independent dispute resolution fotarsettle the
possible disputes along the process.

In fact, the decision process related to the ocveslistance on debt
restructuring is vital both for practical reasomsl dor eliminating the
disadvantages which stem from one of the partieg\da sovereign.
Another issue is that the comprehensive schemeiresqua broad
consensus and implies difficulties regarding thengdiate practice. The
focus in this regard nowadays has been confinetinwihe limits of
integrating the Collective Action Clauses (CACs)iathgive creditors
and the distressed sovereign a chance to implera@ntorderly
settlement of debt problems by performing modifmas on the initial
terms of the contract, by a qualified majority voiato the bond
issuance contracts.

When bonds issued on international markets are idemsl, a
“sovereign bond” stands for debt instruments oixad maturity issued
in a fixed number and guaranteed by a state @eit$ral bank, while an
“international bond” is an issuance governed bgva bther than that of
the issuer and whose claims are to be settled uadreign court
jurisdiction. Thus, today, many emerging market bonds supjii¢ide
international markets are in the form of internasibsovereign bonds.
Most of these are issued under the laws of New Yérigland, Japan or
Germany. This distinction is important in terms thie claim the
creditors would enjoy or the bond modification tethat would be
applicable at the time of distress.

19 IMF, 2002a, p. 3.
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The CACs might be classified into two categoriesvfsions of
majority restructuring and provisions of majoritpfercement. The
former allow a qualified majority to bind the restthe bondholders to
the agreed terms of restructuring either beforafter a default case,
while the latter allow a qualified majority to peawt the minority from
exercising their rights following a default. Thuscalling the inclusion
of CACs as a simpler and quicker way of handlingeseign debt
restructuring problems the G-10 formed, in June22@working group
on the matter of resolving sovereign debts andBkecutive Board of
the IMF also started to encourage their wider uSamilarly, in
September 2002, the International Monetary and rfeilah Committee
(IMFC) welcomed the related dialogue with the seigms and the
private creditors in the G-10 and other platforms.

Table 3a: Emerging Market Sovereign Bond Issuance
(In number and billion US$)

2001 | 2002| 2003 2001 Q2002 Q32003 Q32004 Q3
\With CACs
No.of issuanc 36 17 55 2 2 10 16
Volume of issuance 14.4 6.9 34.8 1.8 0.9 6.4 a1
\Without CACs
No. of issuanc 57 44 32 6 5 7 2
\Volume of issuance 25.1 25.7 18.3 3.8 3.8 3.p 1|5
Total
No. of issuanc 93 61 87 8 7 17 18
Volume of issuance  39.5 32.% 52.6 5.6 4.2 9.p 1016

Source: IMF, “Progress Report to the Internatiddahetary and Financial Committee
on Crisis Resolution”, 20 April 2004, p. 4 and IMProgress Report to the International
Monetary and Financial Committee on Crisis Resoiiti28 September 2004, pp. 2, 3.

The volume of bonds issued under the New York Ladadpup since
1994. That meant an increased placement without CAlOwever, as
the inclusion of CACs into the international sovgrebond contracts
was welcomed beginning in 2082 the first practice has been the
issuance of Mexican bonds under the New York aoday, under
the jurisdiction of the New York Law, an importastiare of sovereign
debt issuance is performed and, since March 200&rsign issuers
resorted more frequently to the inclusion of CA@sler this law. When
the figures in Table 3a are considered, it is matithat the share of

2ipid., p. 7.
2 IMF, 2003c, p. 3.
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bonds including CACs both in the total number ofeeging market
issuances and the total volume under differensglictions jumped in
2003. When issuances made in the third quartetiseofecent years are
considered, it is observed that this trend acceddrim 2004.

In addition, when the outstanding debt as at 23eBeiper 2003 is
examined, it is noticed that 43 percent of thedases and 41 percent of
the volume of debt include CACs under differenisictions (Table 3b).

Table 3b: Outstanding Emerging Market Sovereign Bods
(as at 23 September 2004)

Issuances Face Value of Issuances

Number Percent Billion US$ Percent
Total 715 100 425 100
Including CACs 306 43 176 41

Source: IMF, “Progress Report to the Internatidiahetary and Financial Committee
on Crisis Resolution, 28 September 2004, p. 3.

In fact, new issuances of sovereign debt have heemasingly
inclusive of CACs. For example, during the periodgést 2003-April
2004, 11 emerging markétbond issuances under the New York Law
included CACs. Of those 11 countries, one is a neenah the OIC,
namely Turkey. As seen in the previous section,sfame of the OIC
member countries, bond financing from the inteoral market is
becoming more important. Hence, as the practic€A€s has been
widely demanded by a number of agents of the iateynal financial
network, the integration of such clauses would bezaan issue of
concern for the OIC countries as they issue sogeréionds in the
international market. When the OIC countries arangred in this
regard, it is noticed that in addition to Turkeygyit, Lebanon and
Qatar included terms of CACs in their issuancesedion2000-200%.
Thus, as this inclusion tends to become a marlkattige, it should be
expected that more OIC countries which are to nsernational bond
financing are likely to follow this practice.

As the share of sovereign debt increases, it shoeldoted that the
designs of those CACs are not standard with resfmedhe specific

13 IMF, 20044, p. 3.
4 IMF, 2003c, p. 5.
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terms. However, neither the inclusion of CACs itite contracts nor the
non-standardisation of the terms seems to signifigaaffect the risk
premium on the bonds of the country concerned.itSe, evident that
introducing the relevant terms neither puts extnarden on the
sovereigns nor entails any extra benefits.

Furthermore, the terms under which a restructucamsge applies are
on issuance basis rather than on the whole debk sib sovereigns.
Thus, it should be expected that even if the pradliecomes a common
one or a rule imposed by market expectations, itldvéake some time
to reach a debt stock with a 100-percent CACs. Aeroshortfall of the
CACs is that they do not provide the aggregationvafing across
instruments issued by a sovereign, rather thanrigatthe creditors to
negotiate on an issuance basis. Therefore, orfeeaigks implied in the
CACs system of debt restructuring, in the absentesupporting
mechanisms, is the decline of a great majorityretlitors to enter in a
restructuring process hoping to collect the amdheay claim based on
the original provisions of the issuance contract.

In this context, as a remedy to certain failurekgisnherent to
sovereign debt restructuring efforts through CA@s, approach to
develop the guidelines of a voluntary Code of Gdoohduct was
welcomed by the G-7, international institutions andrket participants.
The working group, which was led by the Banque danée and
Institute of Finance, has been studying the priesipf information
sharing and transparency, creditor-debtor dialogne cooperation,
good will actions during the restructuring procemsd equal treatment
to the participants of the process since 2003.0Algfh the studies on the
Code are still in progress, the latter might noergually work as a
strong complementary mechanism for the sovereidn oestructuring
process due to its voluntary nature, but ratheiaresias a weak rule-set
of goodwill actions.

3.2. Expiration of the Contingent Credit Line Facilty

Contingent Credit Line (CCL) is a short-term pretwen facility

established by the IMF in 1999 with the aim of meting a contagion
incidence in the face of global crises. Actuallye hotion of providing
the member countries with a special facility aghittse risks of
speculative attacks goes back to the 1990s. Attilmat, the internally
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debated facility was given the name “Short-TermaRiing Facility

(STTF)” by the IMF. However, the STTF was nevervded for the

use of the member countries due to problems ofsasgge the need
correctly. However, during the Asian financial egsof 1997-1998
when the risk of contagion threatened the stabilftthe global financial

system, the need for creating a facility was movedent. Thus,

eliminating the adverse effects of external shamkseconomies which
could otherwise operate well was the intention wlubnstructing the
CCL and putting it into implementation by the sprih999. The basic
motivation of the facility, to distinguish it fromther types of financial
means provided by the Fund, was its mission of mgegxtraordinary

financial needs under the IMF’s eligibility assessitnof the most recent
Article 1V surveillance of the country that demards

As CCL received no request from any country stgrfnom the first
date it was initiated, a number of modificationsswaade by the IMF on
the original scheme in November 2000 with the afnmeaking it more
attractive. The modifications were related to redgahe formalities of
the initial requirements criteria, enhancing thévation of the facility
and lowering the initial surcharge of using theilfigcfrom 300 to 150
basis points and the commitment fee that the resipcountry is
charged from 25 to 10 basis points in excess ofpd6ent of quota

The criteria for member countries’ qualification use the facility
are challenging. For example, the candidate courgryequired to
pursue sound and strong policies and is expectedwe no need for an
assistance from the IMF except that due to theazpon risk. Another
criterion is making good progress in policies todvanternationally
accepted standards as well as commitment to a fasstsy
macroeconomic and financial programme and theiessssent by the
Fund. Good relations with private creditors on adill basis which
reduce the risks of external vulnerability are alseded.

Even after the modifications made on the CCL in@0th use of it
was reported. One reason is that it requires agtezonomic position
even during the crisis situation. Another possiid& factor attached to
the facility is related to the market sentimenteTharket's perception
of the economy using CCL might turn negative sd tha applicants’

15 IMF, 2003; p. 7.
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will to use the facility is also hindered. Anothexason for the lack of
demand for the facility might be attributable t@ thmeliorating global
conditions which reduced the need of countriestmh a facility.

As the CCL was not used by any country, it wasesttep to another
review by the IMF in 2003. Having discussed thaultssof the review
related to the CCL as well as the options of extemdmodifying or
terminating the facility on its meeting of 26 Noveemn 2003, the
Executive Board of the IMF fell short of the ne@ygs85 percent
majority vote for any of the other two options, wlinilead to the expiry
of the facility on 30 November 2003 due to the val@ automatic
clause.

Following the termination of the CCL, the possiblays of
satisfying the need of providing precautionary nseahnfinancing in the
face of a contagion are being discussed. Discussioe concentrated on
extending necessary lines for precautionary puiposéthin the
framework of exceptional access facitftyOne side of the argument
favours a new design of exceptional access politlyinvthe domain of
precautionary assistance whereas the other argumesis upon
extension of the already existing exceptional azcegeria to include a
measure of contagion prevention. To this end, tbe of the facility
named the Supplemental Reserve Facility (SRF) wggested. SRF is
a facility that was established in 1997 to provadkirge-scale financial
assistance to the countries experiencing balangayients problems
due to sudden loss of market confidence. Whilerdeteng the level of
SRF, other financing means received by the disttegzonomy from
other creditors are taken into consideration byilthe.

3.3. Follow-up to the Implementation of the Monterrey Cansensus

The International Conference on Financing for Depeient, which was
held in Monterrey, Mexico, in March 2002, is an onant link between
the financial architecture and developmental camceThe Monterrey
Consensus, which was adopted by the said Conferecmabines
developmental issues and external trade with theniial architecture

16 «Exceptional Access” is the term which defines &mding whose access is above 100
percent quota on an annual basis or above 300ntes€¢he quota cumulative, (IMF,
“Access Policy in Capital Account Crises-Modificats to the Supplemental Reserve
Facility and Follow-Up Issues Related to Exceptigkecess Policy”, 2003, p. 5).
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and reflects a balanced view implying the cohereotéhe matters.
Thus, in compliance with paragraph 72 of the Cosssnthe UN
published a report on the follow-up and implemeatabn 16 August
2004. This sub-section aims to reflect the impdrtaews expressed in
the mentioned document and highlight the recen@asin in the OIC
member countries.

Table 4: Net Foreign Direct InvestmentMillion US$)

2000 2001 2002
OIC-LDCs 1,479.0 1,555.3 2,655.5
OIC-MDCs 6,145.0 9,277.0 9,115.0
OIC-FECs 1,624.0 2,788.0 3,938.0
OIC-Total 9,248.4 13,620.3 15,708.5
Developing Countries 162,170.0 175,035.0 147,086.0
T R 8 10.7

Source: SESRTCIC Annual Economic Report, 2004.

In the section titled “mobilising domestic finankciesources for
development”, the follow-up report expresses camdbat despite the
increased level of governance and fiscal managenteatdeveloping
countries are still vulnerable to external shoakshie global economy.
In addition, despite the vivid global growth coialits, the high
unemployment levels in many developing countries warderlined. On
the other hand, in the section titled “mobilisimdeirnational resources
for development: foreign direct investment and otpavate flows”,
attracting FDI, which is concentrated in larger egiveg markets, to the
least-developed countries is recognised as a nudjallenge. To this
end, the development of the physical infrastructsrexpressed as one
of the important factors to attract FDI to the depéng countries in
collaboration with the public and private sectdréhen the issue of
attracting foreign direct investment to the OIC nbem countries is
considered, it is observed that the OIC-MDCs is ltlest performing
group among the three OIC sub-grotp&able 4). Of the three sub-
groups, the OIC-LDCs is the one which attracteddast amount of net
FDI. However, when the OIC total is considereds gvident that during
the period under analysis, the total volume of &&ll increased
markedly. This remarkable increase, combined with fall in the FDI

" LDCs: Least Developed Countries]DCs: Medium Developed Countrie§ECs:
Fuel Exporting Countries.
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flow toward the developing countries, helped inseethe share of the
OIC total in the net FDI flow to the developing odtes from 5.7 in

2000 to 10.7 percent in 2002. Despite the incremsehe share

throughout the last two years, the OIC countriels sted a higher

volume of FDI to finance their development. Consaly, importance

should be given by those countries to the recomatgons of the

follow-up report in this regard and their implenegitn.

The section titled “international trade as an eador development”
recalls the commitment on eliminating subsidies agricultural
commodity exports, for which no date has been §ipeciRecalling the
liberalisation of textile trade in 2005 and thélditprogress made to this
end by the developing countries, the risk of madigtuptions following
the start of the implementation is also underlingd.addition, the
follow-up report draws attention to the increasmgmber of regional
trade agreements and emphasises their role armthibe functions they
assume in regulatory standard setting and leati@grtember countries
to adopt higher standards in the areas of investmssmpetition,
government procurement, environment and labourdsias. Finally,
this section focuses on the instability of the Warbmmodity prices and
the need for restructuring and strengthening conityagctors in the
commodity exporting countries.

Table 5: Total Merchandise Exports(FOB, Million US$)

200(¢ 2001 200z

OIC-LDCs 15,801.0 15,554.0 15,848.0
OIC-MDCs 244,615.0 231,309.0 248,445.0
OIC-FECs 266,828.0 247,660.0 238,579.0
OIC-Total 527,244.0 494,523.0 502,872.0
Developing Countries 2,334,700.0 2,221,900.0 23WP
Share of OIC in developing

countries’ total (%) 36.7 36.2 373

Source:SESRTCIC Annual Economic Report, 2004.

In this context, it would be useful to present sdrasic facts on the
exports of the OIC countries (Table 5). The expantformances of the
medium-developed OIC countries (OIC-MDCs) and thel-£xporting
OIC countries (OIC-FECs) compete throughout thery&aile that of
the least-developed OIC countries (OIC-LDCs) is muweaker.
Altogether, the OIC countries, as a group, reali8@@ percent of the
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total exports of the developing countries in 20D2spite this overall
performance, the problem of the OIC countries ia thgard is that the
bulk of their exports is concentrated in a few does where 7
countries only account for almost 60 percent oftdtal exportt®. This

implies that there is still a need for export daiication in many
countries in order to achieve a better integratioto the world

economy.

Under the section titled *“increasing internatiorfalancial and
technical cooperation for development”, the follap+eport elaborates
on Official Development Assistance (ODA) and poindsthe slight
increase in the share of ODA in the gross natiomame (GNI) of the
donor countries. However, it underlines the loweleaf that assistance
in relation to the UN ODA targets for the LDCs. Retjng the latest
commitments made by the OECD’s Development Assigt&ommittee
(DAC), it is explicitly stated that in 2006, ODA mExpected to reach
US$ 77 billion, a 32 percent increase in real teoosipared to 2002.
However, the report calls for a further substarntiatease in ODA to the
developing countries to at least twice its 200klevwn order to achieve
the Millennium Development Goals (MDGSs). As farths OIC member
countries are concerned, it is observed that th&-KMCs collected
between 49.5 and 54.6 percent of the ODA amongl@s during the
period 2000-2002 (Table 6).

In the “external debt” section of the follow-up oep the self-
insurance function of reserve accumulation agaégernal financial
stability is mentioned. It also refers to the numbkgHeavily Indebted
Poor Countries (HIPC) and the importance of thésRalub in the HIPC
Initiative. Furthermore, for the countries whichveaemerged from the
HIPC process and for other low-income countries,débt sustainability
approach proposed jointly by the World Bank andIME is mentioned.
Recalling the financial stability and debt susthifity as important
factors for crisis prevention, the Financial Sed®aform Program run
by the same institutions is also referred to. Far debt restructuring
process, the use of CACs is encouraged. As addltimeans to these
procedures, the issuance of more flexible extedeht instruments, such
as allowing real indexation or more local-currergnomination to
relieve the distressed sovereign debtor, is recamen:

18 SESRTCIC, Annual Economic Report, 2004.
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Table 6: Official Development Assistance (ODA[Net Million US$)

2000 2001 2002
OIC-LDCs 6,157.0 6,997.0 9,434.0
All LDCs 12,450.0 13,633.0 17,282.0
Developing Countries 35,673.0 38,650.0 45,710.4
OIC-LDCs as % of
All LDCs 49.5 51.3 54.6
Developing Countries 17.3 18.1 20.6

Source: Unctad, 2004, p. 346.

Considering the figures on the external debt simabdf the OIC
member countries (Table 7), it is observed thastiae of OIC external
debt in that of the developing countries is aroRigercent. Of this, the
major portion belongs to the OIC-MDCs. Considetting importance of
external debt as a means of growth and developntentanagement
and allocation toward productive areas are impoitsues that the OIC
countries are recommended to take into consideratioile improving
standards regarding external debt management.

Table 7: Total External Debt (Million US$)

2000 2001 2002
OIC-LDCs 72,384.6 68,887.6 74,201.6
OIC-MDCs 478,954.0 468,895.0 502,789.0
OIC-FECs 76,351.0 71,800.0 72,000.0
OIC-Total 627,689.0 609,582.6 648,990.6
Developing Countries 2,304,964.0 2,266,744.0 2B8R0
Share of OIC (%) 27.2 26.9 27.7

Source: SESRTCIC Annual Economic Report, 2004.

Finally, in the section titled “addressing systensisues: enhancing
the coherence and consistency of the internatioraietary, financial
and trading systems in support of developmentériatia, the need for
the formal representation of the developing coestrin the Basel
Committee on Banking Supervision (BCBS) is reitedat This is
important in terms of the standards developed ley BKBS and the
implications of their implementation for the devglog countries as
briefly discussed in the following section.
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4. OTHER INITIATIVES TAKEN BY THE INTERNATIONAL
COMMITTEES AND THE FINANCIAL STABILITY FORUM

The global financial architecture is being shaped e number of
international institutions, committees and foraeTdommittees formed
under the Bank of International Settlements, Ir@domal Organisation
of Securities Commission (IOSCO) or Financial StgbForum (FSF)

might be given as examples to such bodies. In ghigion, selected
studies, debates or recommendations made by affédvose bodies are
considered.

Committee on Payment and Settlement Systems (CPSS)

e The CPSS and IOSCO published in March 2004 a joepbrt
entitled “Recommendations for Central Counterpatti@he report
sets standards for risk management by a centrahtemarty,
meaning the central parties which become the bioytre seller and
vice versa in financial transactions. Thus, thelgtims to eliminate
risks relating to the securities settlement systems

Financial Stability Forum (FSF)

* In its meeting which was held in Rome on 29-30 Ma2©04, the
FSF discussed three topics: vulnerabilities in the&rnational
financial system; offshore financial centres; ararket foundations
and corporate governance. Relating to the firstictopf
vulnerabilities, the Forum expressed an optimisiew regarding
the financial markets. For the second topic, stieagng regulatory
and exchange standards at the off-shore centres digasissed.
Finally, related to the last topic, the Forum apgked the reforms on
the audit-related standard setting activities aeldptby the
International Federation of Accountants (IFAC). Tieposal by
IFAC also comprised creating an independent Pulbhiterest
Oversight Board to monitor progress in this regddh the other
hand, the Forum noted the improvements of the eélatandards
made by the International Accounting Standards @o@ASB).
Lastly, IOSCO'’s decision to formulate a code of awct for credit
rating agencies was applauded.

Basel Committee on Banking Supervision (BCBS)
» Compliance with the laws, rules and standards pomant for banks
as the failure in application in this field bearmancial and
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reputational risks. Hence, calling this as the damnpe risk, the
BCBS published in October 2003 a document entitf@the
compliance function in banks”.

e In January 2004, the BCBS published a document tlexhti
“Modifications to the capital treatment for expettnd unexpected
credit losses”. This paper describes how expeaisgek are to be
treated in the internal ratings-based (IRB) appnoac

e In January 2004, the BCBS published another doctireatitled
“Changes to the securitisation framework”. Thisdgtuaims at
commenting on the ways to revise the IRB approashted to
securitisation risks.

* In January 2004, the BCBS published another docureatitled
“Principles for home-host recognition of Advance adarement
Approach (AMA) for operational risk capital” whidls a study of
defining how a banking organisation should cal@ithe operational
risk capital requirements of the subsidiaries.

* In June 2004, the BCBS finalised a Revised Capgttaimework
(Basel 1l Accord) to replace the capital measurensstem that
was introduced in 1988 known as the Basel Capitalofd (Basel I).
BCBS members are expected to follow the simplehositlogy out
of the ones proposed by the BCBS by the end of 28@ér that,
they are likely to shift to the application of theore sophisticated
methodologies by the end of 2007 while completadping the
new framework after the end of 2009.

Despite the new and improved methodologies it cisepr the Basel
Il Accord brings a number of hardships when thaadion of some of
the developing countries is considered. As an itambrportion of the
developing countries are still far from pursuing triteria introduced
by the BCBS in the “Core Principles for Effectivearking
Supervision{Lg published in 1997 and developed in 1999 undetitiee
“Core Principles Methodology”, it is hard to compisth the state of the
art contained in Basel Il. Hence, in the quest d@veloping the
international financial architecture, the pragmaipproach would be to

19« 50 percent of the countries are compliant onmlth a maximum of 10 of the 30
Basel Core Principles (BCPs)...and one third aregiant only with a maximum of 5
BCPs” (Powell, A., 2004, p. 4).
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bring or help bring the developing countries tddwl the guidelines laid
in the Basel Core Principles first.

Table 8: Ratio of Bank Regulatory Capital
to Risk Weighted Asset4%)

Bank Regulatory Capital to Bank Provisions to Non-
Risk Weighted Assets (%) performing Loans (%)
2000 | 2001| 2002 2003 2000 2001 2002 2do3

Bangladesh 6.7 6.7 7.5 . 59.160.5 55.8
Egypt
Indonesia 21.6 18.2] 20.1 22.3 88.894.0 | 119.6| 143.2
Jordan 19.4 17.4] 16.7 15.9 34.636.4 36.7| 38.9
Kuwait 22.2 22.0 | 19.7 18.4 50}1 53.7 64.3| 724
Lebanon 16.9 18.0] 19.4 22.3 72.569.3 68.2| 73.3
Malaysia 12.5 13.0] 13.2 13.7 41.037.7 38.1] 38.9
Morocco 12.8 12.6 12.2 10.1 45.7 53.0 57.1| 66.5
Nigeria 17.5 16.1 497 73.6 60.9
Oman 16.5 15.6| 16.9 71.9 68.5 79.7
Pakistan 11.4 11.3] 12.6 11.1 53.953.2 58.2| 64.7
Saudi Arabia| 21.0 20.3| 18.7 19.0 99.007.0 | 110.4| 118.9
Tunisia 13.3 10.6| 10.6 dooo
Turkey 9.3 20.8| 25.1 30.9 631 48.9 64.2| 88.5
U.AE. 20.2 20.0 | 18.9 18.2 deo
Uganda 20.5 23.1| 23.7 20.5 50.5

Source: IMF, GFSR, 2004b, pp. 216, 217, 222, 223.

Table 8 presents the ratio of the bank’s regulatapital to risk
weighted assets and the ratio of provisions tonttreperforming loans
in the OIC member countries for which the dataarailable. The two
ratios might be used as proxy for the capital adeguof the OIC
member countries along the Basel criteria of chmtdequacy. The
figures indicate that except for Bangladesh, thieeotmembers are
successful enough to attain relatively high capitdlos compared to
their asset risks. However, it is worth noting ttlabughout the period,
while only two member countries, namely Turkey dmbanon, were
able to raise their bank capital compared to thegighted risks, the
banking sectors of Jordan, Kuwait, Morocco, Saudibfa, Tunisia and
the UAE could not keep up the capital ratio, arel lthnking sectors of
member countries such as Malaysia, Indonesia, akisnd Uganda
were able to retain a certain level. On the otlardh it is observed that
Indonesia and Saudi Arabia appear as countriesavbasking sectors
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work on comparatively high provisions. In contrasydan spares the
lowest provisions in relation to its non-performit@ans. In addition,
Indonesia, Kuwait, Lebanon, Morocco, Turkey, Palistand Saudi
Arabia can be distinguished as OIC member counttiegse banking
sectors have steadily increasing provisions contpame the non-
performing loans during the period under analy3isus, when the
information reflected by both parameters are comadbinit can be
concluded that the OIC member countries are tallieghecessary steps
to strengthen their financial sectors. Such anrgffan the other hand,
gives hope regarding the member countries’ convemgeto the
internationally-set criteria in relation to the asdtshment of a sound
financial system.

5. CONCLUSION

Current global crises emerge through the capitabaat channel with a
contagion effect. Thus, in order to minimise theessive costs of the
new generation of crises, taking preventive steysdeveloping means,
standards, facilities and mechanisms to this eneé lgained priority. In

this task of preventing crises worldwide, surveida and monitoring the
developments in order to determine the risks witiéy are still low are

no less important than devising new mechanisms rtbamce the

international financial architecture. Evaluating thsk factors likely to

develop and monitoring the newly established meishasin this regard
are also important for the member countries of@mganisation of the

Islamic Conference (OIC) in their efforts to intaty into the world

economy. From this perspective, thé"23lamic Conference of Foreign
Ministers (ICFM), held in 2000 in Kuala Lumpur, Ngkia, requested
the SESRTCIC to follow up this matter and preparepart on it.

A first step for monitoring should be to take asdolook at the
global financial developments and emerging finagaonditions. This
is important because the direction taken by theseldpments indicates
the global risks likely to emerge. In this contetkiis report considers
such developments since 2000 and then reviewsd¥venaes regarding
the international financial architecture.

The world economy is undergoing an expansionarys@hahich
accelerated since the second half of 2003. Therlyialg conditions of
the current robust growth dynamics developed grdbaginning with
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the last years of the 1990s owing to the accomniaglahonetary

policies. Such policies were accompanied by deslimethe interest

rates beginning in 2001. As the yields in the matomarkets lowered
due to the fall in the interest rates, the liquidivailable in the global

financial markets also became abundant. Those o@velnts led the

international investors to re-discover the emergiragket assets. On the
other side of the coin, the developing countriesing able to find an

increased amount of accessible funds in the globatket, found

themselves in a better position to finance theawgh with more funds

at low yields.

Considering the favourable conditions in the globarkets, the
gross issuance of the total amount of bonds, eguénd loans increased
to US$ 197.9 billion in 2003, marking the highestuance compared to
the two preceding years. The relative importanceboind issuance
compared to that of loans increased in 2000-200&ddition to gross
issuance, when the amortisation and net debt issuahthe emerging
market debt instruments are considered, it is adtithat in the years
2001 and 2002, almost all debt issuance was usathtotise the loans.
Despite high amortisation, as the liquidity directe®® such markets
increased, the net volume of fund using increased.

In the case of the OIC countries, it is observed their share in the
total emerging market financing was 15.9 percenthgyend of 2003.
When the total of the first two quarters of the ry2@04 is considered,
where due to the tightening signals internationaéstors adjusted their
portfolios, it is noticed that the ratio of the OtGuntries was realised as
16.6 percent. Although the share of bond issuaataive to loans for
the total emerging market financing increased thhowt the period of
2000-2003, the OIC countries followed the opposlieection: their
relative share of loan financing with respect todbéinancing increased.
When the equity financing in those countries isesbsd, it is noticed
that both its level and share are still far frontis$actory in relation to
the total emerging market performance.

As liquidity became abundant and global growth breged, the
imbalances in the financial markets developed. Henn order to
eliminate the possible risks, the adept managemwietitose imbalances
became important. In this context, one of the irtgudr players in the
global economy, the Federal Reserve (FED), staimedypril 2004
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through signals of interest rate increases. Thgmhag by June 2004,
the FED increased the federal funds rate, the g@ort interest rate, in
three consecutive steps from 1.00 percent to levéept.

When the risks to the financial markets are comeilein the
presence of robust global conditions and upwardsqunees on the
commodity prices, inflationary pressures might kentroned. However,
the risk hidden in the rapid increases in interagts is related to the
management of the imbalances as elaborated iretie the expected
tightening of funds in the financial markets wogde way to a more
selective approach with relatively higher spreads tbe part of
international investors while making funds avaiablo emerging
markets.

In addition to the developments and risks contaimethe global
financial conditions, the Report also considers theent important
advances in the international financial architeet@ne such topic is the
Collective Action Clauses (CACs) which give creditoand the
distressed sovereign a chance to implement therlprdettlement of
debt problems by performing modifications on thiiahterms of the
contract, in the presence of a qualified majorittey into the bond
issuance contracts.

Since 2001, the share of bonds, including CACsh hotthe total
number of emerging market issuances and total wlurder different
jurisdictions, jumped in 2003. When issuances madkee third quarters
of the recent years are considered, it is obsemed this trend
accelerated in 2004. In addition, when the outstandebt as of 23
September 2003 is traced, it is noticed that 48querof the issuances
up to the mentioned date and 41 percent of thenwelof debt now
include CACs under different jurisdictions. On théher hand, new
issuances of the sovereign debt including CACs Hmeen increasing.
For example, during the period August 2003-ApriD2011 emerging
market bond issuances under the New York Law iredu@ACs, one of
which (Turkey) is a member of the OIC. However, pgy ebanon and
Qatar also included terms of CACs in their issuandene in 2000-
2001.

Another important development in the global finah@rchitecture
is a precautionary means of financing called thatidgent Credit Line
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facility (CCL). Since the facility was establishig the IMF in 1999, no
country utilised it. As CCL was not used, it wabjsated to a review by
the IMF in 2003. Having discussed the results ef tbview related to
the CCL as well as the options of extending, madgyor terminating

the facility in its meeting of 26 November 2003¢ tBxecutive Board of
the IMF fell short of the necessary 85 percent migjwote for any of

the other two options and let the facility expime 80 November 2003
due to the relevant automatic clause.

On the other hand, the Report aims to review thm paints in the
follow-up report to the Monterrey Consensus andmafits to link it to
the situation prevailing in the OIC countries.

According to the section entitled “mobilising domesfinancial
resources for development” of the follow-up repatespite the steps
taken toward increasing governance and fiscal n&magt, the
developing countries’ vulnerability to the globabsks is underlined. In
the section entitled “mobilising international raswes for development:
foreign direct investment and other private flonattracting FDI, which
is concentrated in larger emerging markets, to l#eest-developed
countries is recognised as a major challenge. \\F2hflows to the
OIC countries are considered, the indications enftilow-up report are
verified as the OIC-LDCs require a much higher flofaFDI to finance
their development. On the other hand, as to “eatedrbt”, the follow-
up report recalls debt sustainability and finansiability as important
pillars of crisis prevention. When the situation timee OIC member
countries in this regard is observed, it is notiteat the amount of this
liability amounted to USD 649 billion in 2002. Réang such a level,
external debt constitutes a burden especially er&tC-LDCs and OIC-
MDCs. With this amount composing 27 percent of tbel external
debt burden of the developing countries, its mamage should be an
important concern for the OIC countries.

The Report reviews the other studies and initigtiveadertaken by
the concerned international committees. Among théme, Revised
Capital Framework, Basel Il Accord, which was fisatl by the BCBS
in June 2004, is a milestone after the introductibthe Basel | in 1988.
The BCBS members are expected to fully apply thes Mecord after
the end of 2009. At the same time, it is suggestatithe OIC countries
comply more with the Basel Core Principles criterihich might be
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defined as a preliminary step in enhancing the rsigmy capacities.
Such an effort gives hope regarding the membertdeshconvergence
to the internationally set criteria in relation tlee establishment of a
strong and resilient financial system.

In the light of the developments related to thehagéng of the
international financial architecture, as explairsabve, the following
recommendations could be put forward for considemaby the OIC
member countries to reap the maximum benefit frohose
developments.

- In order to stabilise their share of fund using nirothe
international financial markets in the face of asgble
tightening up of international liquidity, it is remmended that
member countries continue with restructuring tleeionomies as
well as implementing sustainable macroeconomicciesd|

- As the primary commodity producing member countrés
expected to benefit financially from the sustaitegher prices
due to the robust global growth conditions, theye ar
recommended to take this as an advantage in rasing their
economies,

- OIC-LDCs are recommended to make use of the Mayerr
Consensus follow-up meetings to call upon the OD#ad
countries to fulfill their commitments,

- As external debt is an important means of growthd an
development, its management and allocation towaodyztive
areas are important issues that the OIC countries a
recommended to take into consideration while imprv
standards in this regard,

- As mentioned in the “systemic issues” section &f Monterrey
follow-up document, a scheme/mechanism supportiegneeds
of development finance to increase public and peiva
investments should be studied,

- As the criteria on banking supervision and regatatieveloped
by the BCBS become an important reference in agjidins, the
OIC countries should, in order to have a say in thiéeria
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setting, get more involved in the process througtking firm
contributions to the technical surveys as well earching for
other means of involvement,

- OIC member countries are called upon to play a raotie role
in the whole process of reshaping the global fifgnc
architecture as well as in the process of the ftatran of a
Code of Good Conduct to be able to integrate thiews into the
sovereign debt restructuring process.
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ANNEX
Issuance of OIC Countries by type of Assets
(Millions US$)
2003 2004
200C | 2001 | 200z | 200: Q1 Q2 Q1 Q2
Algeria 50.C 150.( 40.C 40.C
-Bond:
-Equities
-Loans 50.C | 150.C 40.C 40.C
Azerbaijan 16.C 997.(
-Bond:
-Equities
-Loans 16.C 997.(
Bahrain 1,391.(| 207.c| 665.0] 1,750.(] 500.C| 1,250.
-Bond: 188.E 325.(] 750.] 500.C| 250
-Equities
-Loans 1,202.8|  207.C| 340.C| 1,000. 1,000.(
Brunei 129.0] ...
-Bond:
-Equities
-Loans 129.(
Cameroor 53.€ 100.( 100.(
-Bond:
-Equities
-Loans 53.€ 100.C 100.C
Chad 400.C
-Bonds
-Equities
-Loan: 400.C
Céte d'lvoire 15.C
-Bond:
-Equities
-Loans
Egypt 919.4| 2,545.(| 670.C| 155 200.
-Bond: ... | 1,500.(
-Equities 319.
-Loans 600.C | 1,045.(| 670.] 155( ...| 200
Indonesiz 1,283..| 964.¢| 974.| 5486.6] 2,927 686.1| 2,158.( 95.1
-Bond: ..| 125.] 375.(| 609.c] 29271 4166 1,30C 25.2
-Equities 28.2| 347.2| 281.C| 1,008. 270.1| 338( 19.€
-Loans 1,254.¢ |  492.€| 318.| 3,869. 520.( 50.C
Iran 7571 887.(| 2,666.| 700. 152.E
-Bond: 986.:
-Equities
-Loans 757.i| 887.C| 1,680..| 700. 152.E
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Issuance of OIC Countries by type of Asset&ontinued)

(Millions US$)

2003 2004

200( 2001 200z 2002 Q1 Q2 Q1 Q2
Jordan 60.C 80.¢
-Bonds 80.¢
-Equities
-Loans 60.C
Kazakhstan 429.€ 573.F 743.5 | 1,475.( 30.C 50.C 202.( 219.C
-Bond: 350.( 250.( 209. 100.C 100. 100.
-Equities
-Loan: 79.€ 323.F 534.5 | 1,375.( 30.C 50.C 102.C 119.C
Kuwait 250.( 770.C 750. 365.( 300.(
-Bond: 750. 200.(
-Equities
-Loans 250.( 770.C 165.( 300.(
Kyrgyzstan 95.C
-Bonds
-Equities
-Loans 95.C
Lebanon 1,752.« | 3,300.( 990.( 160. 1,268.(
-Bond: 1,752.« | 3,300.( 990.( 160. 1,268.(
-Equities
-Loans
Libya 50.C
-Bond:
-Equities
-Loans 50.C
Malaysia 4506.. | 4,432.¢| 5597..| 5497.¢] 1,825 742.1 9125 | 2,114
-Bond: 1,419.7| 2,150.C| 1,880.( 962.F 325.( 550.(
-Equities 15.4 891.2 618.2 7.7 104.2 11.2
-Loans 3,086.. | 2,267.(| 2,826.0| 3,917..] 1,818.: 742.1 483.2 | 1,553.
Mali 150.¢ 287.€
-Bonds
-Equities
-Loans 150.¢ 287.€
Morocco 56.4 136.1 474. 474.
-Bond: 464.¢ 464.¢
-Equities 56.4 6.8
-Loans 129.2 9.8 9.8
Mozambique 200.( 35. 35. 222.¢
-Bonds
-Equities
-Loans 200.( 35.E 35.E 2224
Niger 27.C 27.C
-Bonds
-Equities
-Loans 27.C 27.C
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Issuance of OIC Countries by type of Asset&ontinued)
(Millions US$)

2003 2004

200( 2001 200z 200¢ Q1 Q2 Q1 Q2
Nigeria 100.C 960.( 488.( 488.( 30.C
-Bonds . . . . . . .
-Equities
-Loans 100. 960.( 488.( 488.( 30.C
Oman 685.( .. | 2,332 818.: 98.€ 360.(
-Bonds 250.(
-Equities 23.€
-Loan: 685.( ... | 2,332.( 818.: 75.C 110.C
Pakistan 182.F 289.1 185.F 500.(
-Bond: 500.(
-Equities
-Loans 182.f 289.1 185.F
Qatar 1,980.( 913.(| 1,536.; 880.¢ 71.C 53.€ [ 1,1125.( 719.C
-Bonds 1,40C 665.(
-Equities
-Loans 580.( 913.(| 1,536.; 880.¢ 71.C 53.¢ 460.( 719.(
Senege 40.C
-Bonds
-Equities
-Loans 40.C
Saudi Arabia | 2,200.¢ 275.( 280.( 569.E 400.( 718.(
-Bond:
-Equities
-Loan: 2,200.¢ 275.C 280.( 569. 400.( 718.C
Tunisia 94.7 533.( 740.5 485.; 357.( 12.2 544.F 30.C
-Bond: 462.( 650.( 357.( 357.( 544.F
-Equities
-Loans 94.2 71.C 90.t 128.2 12.2 30.C
Turkey 20,385« | 6,405.0| 6,376.(| 9,349.0| 1,728.6| 2,412.0| 3,128.¢ | 1,320.(
-Bond: 8,490.¢ | 2,158.1| 3,259.6 | 5,253.¢| 1,626.| 2,377..| 2,768.: 750.
-Equities 2,423.¢ 71.4 106.5
-Loan: 9,470.¢ | 4,246..| 3,044.8| 4,095.; 102.0 34.¢ 253.¢ 570.(
U.A.E. 2,045.( 520.7 370.C| 2,133. 168.( 300.C | 2,066.(
-Bond: 230.( ... | 1,400.(
-Equities
-Loans 2,045.( 520.7 140.0 | 2,133. 168.( 300.( 666.
Uzbekistar 40.C 30.C 46.C 37.¢ 2.8 35.C
-Bonds
-Equities
-Loan: 40.C 30.C 46.C 37.€ 2.8 35.C

Source: IMF, GFSR, 2004a, pp. 196, 197, 198, 199, 201 and GFSR, 2004b, pp.
208, 209, 210.



