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Code of Good Practices on Transparency in
Monetary and Financial Policies

This article discusses the Code of Transparency Practices for Monetary and Financial Policies adopt-
ed by the International Monetary Fund’s Interim Committee in autumn 1999. The member countries are
not obliged to adopt the Code although they are encouraged to follow its spirit.

At a meeting in autumn 1999 the International Moneransparent economic policies may be expected to
tary Fund's Interim Committee adopted a Code dkad to more focused strategies and facilitate market
Good Practices on Transparency in Monetary arnghrticipants and the public in identifying the eco-
Financial Policieg.Earlier, it had already adopted anomic position and prospects.
similar Code of Good Practices on Fiscal Trans- The IMF developed its Code of Good Practices
parency? on Transparency in Monetary and Financial Policies
To some extent the background to the Code is tlie cooperation with the Bank for International
financial crises which have struck various parts dbettlements and in consultation with central banks,
the world in the past few years, most recently in Asifinancial agencies and other international and region-
where a chain reaction ensued in Russia and varicalsorganizations and academic experts before their
Latin American countries. In the wake of theseadoption in autumn 1999.
crises, systematic efforts followed aimed at strength- Members of the IMF are not obliged to adhere to
ening the architecture of the international financiathe Code, but are encouraged to implement it where
system, with the IMF playing a key role. One of thepossible. Central banks of many industrial countries
targets of these efforts was to increase transparerttgve already adopted procedures which are consis-
in public administration, which in many places wagent with it, others have generally made less progress,
inadequate. Lack of transparency may have coand some very little. The following article outlines
tributed to concealing the reality behind economithe section of the Code addressing monetary policies
developments and policy implementation, for examand is largely based on its introductory chapter.
ple in the Asian countries which experienced trou- The Code “identifies desirable transparency prac-
bles in 1997 and 1998. tices for central banks in their conduct of monetary
In recent years systematic action has been undg@elicy,” as the Introduction to it states. The guiding
taken to increase transparency in economic policigginciple behind transparency is to provide the pub-
in many parts of the world, in particular in the industic with understandable, accessible and timely infor-
trialized countries. Transparency increases undemation about its legal, institutional, and economic
standing of governments’ policies and actions anflamework and about central bank accountability.
serves to impose restraint on them. In the long term, The transparency principles focus on: (1) clarity
of roles, responsibilities and objectives of central
banks and financial agencies; (2) the processes for
2. The Code is published on the IMF website wimiorg under the sec- formulating and reporting of monetary policy deci-
tion Standards and Codes sions by the central bank and of financial policies by
3. Also published on the IMF website. financial agencies; (3) public availability of informa-

1. The author is Assistant Governor of the Central Bank of Iceland.
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tion on monetary and financial policies; and (4)
accountability and assurances of integrity by the cen-
tral bank and financial agencies.

Highlights of the IMF Code of Transparency
Practices:

32

The case for transparency of monetary and finan-
cial policies is based on two main premises. First,
the effectiveness of monetary and financial poli-
cies can be strengthened if the goals and instru-
ments of policy are known to the public and if the
authorities can make a credible commitment to
meeting them. In making available more infor-
mation about monetary and financial policies,
good transparency practices promote the poten-
tial efficiency of markets. Second, good gover-
nance calls for central banks and financial agen-
cies to be accountable, particularly where the
monetary and financial authorities are granted a
high degree of autonomy.

In making the objectives of monetary policy pub-
lic, the central bank enhances the public’s under-
standing of what it is seeking to achieve, and pro'-
vides a context for articulating its own policy
choices, thereby contributing to the effectiveness
of monetary policy. Further, by providing the pri-
vate sector with a clear description of the consid-
erations guiding monetary policy decisions,
transparency about the policy process makes the
monetary policy transmission mechanism gener-
ally more effective, in part by ensuring that mar-
ket expectations can be formed more efficiently.
By providing the public with adequate informa-
tion about its activities, the central bank can
establish a mechanism for strengthening its cred-
ibility by matching its actions to its public state-
ments.

The benefits for countries adopting good trans-
parency practices in monetary and financial poli-
cies have to be weighed against the potential
costs. In situations where increased transparency
in monetary and financial policies could endan-
ger the effectiveness of policies, or be potentially
harmful to market stability or the legitimate
interests of supervised and other entities, it may
be appropriate to limit the extent of such trans-
parency.
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In the case of monetary policy, the rationale for
limiting some types of disclosure arises because
it could adversely affect the decision-making
process and the effectiveness of policies.
Similarly, exchange rate policy considerations,
notably, but not exclusively, in countries with
fixed exchange rate regimes, may provide justifi-
cation for limiting certain disclosure practices.
For example, extensive disclosure requirements
about internal policy discussion on money and
exchange market operations might disrupt mar-
kets, constrain the free flow of discussion by pol-
icymakers, or prevent the adoption of contin-
gency plans. Thus, it might be inappropriate for
central banks to disclose internal deliberations
and documentation, and there are circumstances
in which it would not be appropriate for central
banks to disclose their near-term monetary and
exchange rate policy implementation tactics and
provide detailed information on foreign exchange
operations.

With regard to informing the public about mone-
tary and financial institutions and their policies,
an important issue concerns the modalities that
these public disclosures should take. In particular
with regard to monetary policy, should trans-
parency practices have a legislative basis in a
central bank law, or be based in other legislation
or regulation, or be adopted through other means?
The Code takes a pragmatic approach to this
issue and recognizes that a variety of arrange-
ments can lead to good transparency practices.
On matters pertaining to the roles, responsibili-
ties, and objectives of central banks (and for prin-
cipal financial regulatory agencies), it recom-
mends that key features be specified in the
authorizing legislation (e.g., a central bank law).
Specifying some of these practices in legislation
gives them particular prominence and avoids ad
hoc and frequent changes to these important
aspects of the operations of central banks and rel-
evant financial agencies. Information about other
transparency aspects, such as how policy is for-
mulated and implemented and the provision of
information, can be presented in a more flexible
manner. However, it is important that such infor-
mation be readily accessible, so that the public



can with reasonable effort obtain and assimilateought to use its annual report as a platform to pro-
the information. vide more detailed explanations of various aspects of

« While good transparency practices for the formui-tS operations than before.
g P yp Several years ago the IMF designed a Special

lation and reporting of monetary and fmanmatbata Dissemination Standard, SDB$lembers of

pollc:gs P:ielip tothcogtrgautie r:o ttge iaﬂggt'&nof? the Fund were given the opportunity to subscribe to
§odu m pnc: c Er?th € Or N r? ¢ ?1 esogr desirabili%e SDDS formally, whereby they would be obliged

judgments on the appropriateness o % publish detailed statistics in a specific format and
of specific monetary or financial policies Oraccording to a preannounced schedule. Iceland

frameworks fchat countrie.s. should .adOpt'undertook the SDDS obligations in 1996 and the
Transparency is not an end in itself, nor is tran%entral Bank fulfils them

parency a substitute for pursuing sound policies;

;ztgﬁré;rigfnp;ree;gtznd sound policies are bett‘IeFle Central Bank’s statgs vis-a-vis the Code on
' Good Transparency Practices
« Monetary and financial policies are interrelated’he provisions of Chapter 1 (on clarity of roles,
and often mutually reinforcing, with the health ofresponsibilities and objectives of central banks for
the financial system affecting the conduct omonetary policy) are not entirely fulfilled in Iceland.
monetary policy and vice versa. However, thélthough the Bank’s ultimate objectives are stated in
institutional arrangements for these two types dArt. 3 of the Central Bank Act, these are extensive in
policies differ considerably [...] To take accountcharacter and not entirely self-consistent, besides
of this, the Code is separated into two parts: gooahich it is questionable whether the Central Bank
transparency practices for monetary policy byan fulfil them all with the instruments at its dispos-
central banks; and good transparency practices, nor does the Bank have full authority to utilize its
for financial policies by financial agencies. Themonetary policy instruments to attain policy objec-
basic elements of transparency for both policiesves. Suffice it to mention in this context that
are, however, similar. changes to required reserves are subject to ministeri-
al consent. Item 1.2.1 refers to government over-
The Central Bank of Iceland and transparency odlrafts with central banks. Under the current Central
monetary policy Bank Act, the Treasury is authorized to overdraw on
In recent years the Central Bank of Iceland has beé&s current account with the Bank. An agreement
striving to adopt transparency-orientated proceduresade with the Minister of Finance in 1992 (and
which have established themselves in many coutwice renewed since) suspended this authorization,
tries. To this end, the Bank attempts to provide thas Central Bank publications have frequently pointed
clearest possible explanations of its monetary policgut. Issues covered under Item 1.3 (on agency roles
monetary policy instruments and assessments of thea behalf of the government) have also been
economic and monetary position and outlook. Onaddressed in the Bank’s publications, in particular its
main channel for the Bank to present such assessinual report.
ments is its publications, now in particular in its The provisions of Chapter 2 (on the open process
quarterly Monetary Bulletin. This assessment is usédr formulating and reporting monetary policy deci-
as the basis for the Bank’s monetary actions. Thgtons) are largely met in Iceland. The monetary poli-
Bank announces its actions in press releases bothcinframework has been explained in the Bank’s pub-
Icelandic and English, in connection with which thdications and Governors’ speeches. The same applies
Governors are consistently ready to face the media monetary policy instruments. Various regulations
and explain the underlying principles of the actiondssued by the Bank, concerning for example its trans-
Furthermore, the Bank makes a weekly update of the
statistical data on its website, thereby facilitating bublished on the IME website weimsf ord and on dsbpimf o The
market participants in monitoring economic anc - Central Bank of Iceland described thé SDDS to the Ic;elan'dilc public in
monetary developments. Finally, the Bank ha itsannual report for 1999, pp. 38-39.
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actions with counterparties, are made public on i@bility of information on monetary policy, which the
website. No formal monetary policy-making com-Central Bank of Iceland broadly fulfils. Its presenta-
mittee is active at the Bank. The Central Bank Adions and releases of central bank data meet standards
assigns monetary authority to the Governors whihat are consistent with the International Monetary
continually monitor the position and take actiorFund’s data dissemination standards, the Bank pub-
when they see reason to do so. Such decisions are iy discloses its monthly balance sheet, including
made on preannounced days as is customary in sodaa on the foreign exchange reserve and associated
countries today. Monetary policy decisions ardiabilities, according to a preannounced schedule,
invariably announced without delay, with pressand discloses data on its repurchase agreements with
releases. Through its extensive publishing activitiesredit institutions on a regular basis. The Bank
the Bank issues periodic public assessments of thedertakes extensive publishing activities, as
economic and monetary conditions and outlook, afescribed above, and Central Bank officials are con-
well as its progress towards achieving thensistently ready to explain its objectives and perform-
Substantial changes in monetary policy are mom@nce to the public. Texts of regulations issued by the
often than not made in consultation with the relevarBank are made available to the public on its website.
parties. An example was the reforms made to the Broadly speaking, the principles concerning the
Central Bank’s monetary policy instruments early irCentral Bank's accountability and integrity are met
1998, when the institutions affected by them wera Iceland. No rules have been set on the conduct of
informed of the pending changes and consulted abquegrsonal financial affairs of bank officers and other
them. By law the Central Bank is entitled to collecemployees. Rules are in effect on the handling of
statistical data and a summary of the tasks involvesbnfidential information, among other things to pre-
is given in the annual report. vent conflicts of interest.

Chapter 3 describes principles for public avail-

34 MONETARY BULLETIN 2000/3



GOOD TRANSPARENCY PRACTICES FOR MONETARY POLICY BY CENTRAL BANKS

I. CLARITY OF ROLES, RESPONSIBILITIES AND 1.2.4 Central bank involvement in the rest of the econo-
OBJECTIVES OF CENTRAL BANKS FOR my (e.g., through equity ownership, membership on gov-
MONETARY POLICY erning boards, procurement, or provision of services for

1.1 The ultimate objective(s) and institutional frameworkfee) should be conducted in an open and public manner

of monetary policy should be clearly defined in relevanton the basis of clear principles and procedures.

legislation or regulation, including, where appropriate, al.2.5 The manner in which central bank profits are allo-
central bank law. cated and how capital is maintained should be publicly

1.1.1 The ultimate objective(s) of monetary policy disclosed.

should be specified in legislation and publicly disclosed1.3 Agency roles performed by the central bank on behalf

and explained. of the government should be clearly defined.
1.1.2 The responsibilities of the central bank should bel.3.1 Responsibilities, if any, of the central bank in (i) the
specified in legislation. management of domestic and external public debt and

1.1.3 The legislation establishing the central bank shoulfreign exchange reserves, (i) as banker to the govern-
specify that the central bank has the authority to utilizenent, (iii) as fiscal agent of the government, and (iv) as
monetary policy instruments to attain the policy objec-advisor on economic and financial policies and in the

tive(s). field of international cooperation, should be publicly dis-
1.1.4 Institutional responsibility for foreign exchange closed.
policy should be publicly disclosed. 1.3.2 The allocation of responsibilities among the central

1.1.5 The broad modalities of accountability for the con-bank, the ministry of finance, or a separate public agency,
duct of monetary policy and for any other responsibilitiesfor the primary debt issues, secondary market arrange-

assigned to the central bank should be specified in |egignents, depository facilities, and clearing and settlement
lation. arrangements for trade in government securities, should

1.1.6 If, in exceptional circumstances, the governmenPe publicly disclosed.

has the authority to override central bank policy deci-
sions, the conditions under which this authority may bdl. OPEN PROCESS FOR FORMULATING AND
invoked and the manner in which it is publicly disclosedREPORTING MONETARY POLICY DECISIONS

should be specified in legislation. 2.1 The framework, instruments, and any targets that are
1.1.7 The procedures for appointment, terms of officeused to pursue the objectives of monetary policy should
and any general criteria for removal of the heads ange publicly disclosed and explained.

members of the governing body of the central bank 1 1 The procedures and practices governing monetary
should be specified in legislation. policy instruments and operations should be publicly dis-
1.2 The institutional relationship between monetary anctlosed and explained.

fiscal operations should be clearly defirfed. 2.1.2 The rules and procedures for the central bank’s rela-
1.2.1 If credits, advances, or overdrafts to the governtionships and transactions with counterparties in its mon-
ment by the central bank are permitted, the conditiongtary operations and in the markets where it operates
when they are permitted, and any limits thereof, shouldhould be publicly disclosed.

be publicly disclosed. 2.2 Where a permanent monetary policy-making body

1.2.2 The amounts and terms of credits, advances, @feets to assess underlying economic developments,
overdrafts to the government by the central bank anghonitor progress toward achieving its monetary policy

those of deposits of the government with the central bankpjective(s), and formulate policy for the period ahead,

should be publicly disclosed. information on the composition, structure, and functions

1.2.3 The procedures for direct central bank participatiorof that body should be publicly disclosed.

in the primary markets for government securities, where 2 1 |f the policy-making body has regularly scheduled

permitted, and in the secondary markets, should be pukneetings to assess underlying economic developments,

licly disclosed. monitor progress toward achieving its monetary policy
objective(s), and formulate policy for the period ahead,

. . ) o ¥he advance meeting schedule should be publicly dis-
1. The practices in this area should be consistent with the principles °c|osed

the International Monetary Fund®ode of Good Practices on Fiscal
Transparency 2.3 Changes in the setting of monetary policy instru-
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ments (other than fine-tuning measures) should be putdn emergency financial support by the central bank
licly announced and explained in a timely manner. should be publicly disclosed through an appropriate cen-
2.3.1 The central bank should publicly disclose, with atral bank statement when such disclosure will not be dis-

preannounced maximum delay, the main considerationg/ptive to financial stability.

underlying its monetary policy decisions. 3.2.4 Information about the country’s foreign exchange

2.4 The central bank should issue periodic public statete€serve assets, liabilities and commitments by the mone-
ments on progress toward achieving its monetary policyary authorities should be publicly disclosed on a prean-
objective(s) as well as prospects for achieving them. Th@ounced schedule, consistent with the International
arrangements could differ depending on the monetarjonetary Fund's Data Dissemination Standards.

policy framework, including the exchange rate regime. 3.3 The central bank should establish and maintain pub-
2.4.1 The central bank should periodically present itdic information services.

monetary policy objectives to the public, specifying, 3.3.1 The central bank should have a publications pro-
inter alia, their rationale, quantitative targets and instrugram, including an Annual Report.

ments where applicable, and the key underlying assumpz 3 > senior central bank officials should be ready to
tions. explain their institution’s objective(s) and performance to

2.4.2 The central bank should present to the public on ehe public, and have a presumption in favor of releasing
specified schedule a report on the evolving macroecothe text of their statements to the public.

nomic situation, and their implications for its monetary 3 4 Texts of regulations issued by the central bank should
policy objective(s). be readily available to the public.

2.5 For proposed substantive technical changes to the

structure of monetary regulations, there should be a pre-

sumption in favor of public consultations, within an |[\. ACCOUNTABILITY AND ASSURANCES OF
appropriate period. INTEGRITY BY THE CENTRAL BANK

2.6 The regulations on data reporting by financial institu-4.1 Officials of the central bank should be available to

tions to the central bank for monetary policy purposesappear before a designated public authority to report on

should be publicly disclosed. the conduct of monetary policy, explain the policy objec-
tive(s) of their institution, describe their performance in

IIl. PUBLIC AVAILABILITY OF INFORMATION ON  achieving  their objective(s), and, as appropriate,
MONETARY POLICY exchange views on the state of the economy and the

. fi ial system.
3.1 Presentations and releases of central bank data shoulltglancIa system . ) 1
meet the standards related to coverage, periodicity, timgt-2 The central bank should publicly disclose audited

liness of data and access by the public that are consistefffancial statements of its operations on a preannounced

with the International Monetary Fund’s data dissemina-Schedule.

tion standards. 4.2.1 The financial statements should be audited by an
3.2 The central bank should publicly disclose its balancddependent auditor. Information on accounting policies

sheet on a preannounced schedule and, after a predet@Rd any qualification to the statements should be an inte-
mined interval, publicly disclose selected information ondral part of the publicly disclosed financial statements.

its aggregate market transactions. 4.2.2 Internal governance procedures necessary to ensure

3.2.1 Summary central bank balance sheets should 8€ integrity of operations, including internal audit
publicly disclosed on a frequent and preannounced@angements, should be publicly disclosed.

schedule. Detailed central bank balance sheets preparédd3 Information on the expenses and revenues in operat-
according to appropriate and publicly documenteding the central bank should be publicly disclosed annual-
accounting standards should be publicly disclosed aly.

least annually by the central bank. 4.4 Standards for the conduct of personal financial affairs
3.2.2 Information on the central bank’s monetary operaof officials and staff of the central bank and rules to pre-
tions, including aggregate amounts and terms of refivent exploitation of conflicts of interest, including any
nance or other facilities (subject to the maintenance ofleneral fiduciary obligation, should be publicly dis-
commercial confidentiality) should be publicly disclosed closed.

on a preannounced schedule. 4.4.1 Information about legal protections for officials and
3.2.3 Consistent with confidentiality and privacy of staff of the central bank in the conduct of their official
information on individual firms, aggregate information duties should be publicly disclosed.
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