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Foreword

One of the missions of the International Monetary Fund nowadays is to facilitate the transition of cen-
trally planned economies into market — oriented economies. In this regard, China has distinguished itself
with significant progress in eliminating or reducing many distortions and rigidities in the system and in-
creasingly allowing economic agents to make their decisions based on market signals. Through trade and
investment, China has become more and more open and integrated with the rest of the world. Recently
China has expressed the desire to remove all the outstanding restrictions on current account international
transactions and accept the obligations of Article VIII before the year 2000. We welcome the decision by
the Chinese authorities as is in the interest of China and the rest of the world as well and sincerely encourage
the country to speed up with the process as fast as possible.

The International Mornetary Fund has 180 members, Including almost all the countries in the world.
The Fund can be said to be an important information center with the most complete and reliable economic
data of member countries. Through regular consultations with member countries, the Fund closely follows
the economic trends and developments of member countries and provides policy advice whenever necessary.
In addition to regular publications such as World Economic Outloock, International Capital - Market and Fi-
nance & Development (both are available in Chinese), the Fund has also published many Occasional
Papers, Working Papers and Policy Analysis and Assessment Papers etc. These papers highlight the impor-
tant research achievements made by the Fund staff. In recent years, a large number of these papers are de-
voted financial sector reform and issues related to economies in transition. We hope our research efforts will
be helpful to member countries, particularly to China, in designing and implementing their reform
program.

I am very pleased to introduce the Chinese version of Currency Convertibility and Financial Sector
Reforrm——the Analytical Framework and Practices of the International Monetary Fund. This book is a
collection of many papers recommended to the Chinese authorities by the Executive office for China, func-
tional and area departments of the Fund. Mr. Luo Ping, former staff member of Bureau of Languages
Services, planned for this publication and translated most of the documents. The book has two parts. The
first part serves basically as an introduction to the Fund, including the recent speech made by Managing Di-
rector on financial crisis in Mexico. These articles will help to keep readers better informed of the recent ac-
tivities of the Fund. The second part of this book is devoted to most important policy issues, such as current
account convertibility, pace and sequencing of financial sector reform. Most of these papers are selected
from Fund Working Papers and Policy Analysis and Assessment Papers. Careful readers will notice that
here economists in the Fund hold different views regarding the pace and sequencing of financial sector
reform. Some people believe that there is no universal rulc applicable to all countries. Thus the reform

should be of a gradualist approach. On the other hand, in light of the hidden cost associated with maintain-




ing various controls over financial sector, other economists strongly favor a big —bang approach to reform.
It is true that the views of these papers only express those of individual staff and do not represent those of
the Fund. However, as these people are all involved in various Fund activities, their views naturally have
some impact on Fund policies. This could only suggest that implementation of financial sector reform con-
tinues to be a challenging topic for us to work on.

To conclude, I hope that this book will help enrich the understanding of the Fund and facilitate the fi-

nancial sector reform in China.

Ian McDonald
Chief Editor

International Monetary Fund
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