Inrnational Financial
Organizations

In 2004, theworld economy continued on the path toward recovery beguninthesecond
half of 2003. Thepaceof growth differed from onecountry and economichbloctoanother,
asthe United States, China and most of the devel oping countries managed to register
more accentuated growth than expected. In contrast to this performance, Europe and
Japan turned in a lesser degree of expansion than had been previously predicted,
primarily asaresult of thelimited performance of their exportsand internal demand.

The recovery process was driven by highly favorable conditions on world financial
markets. Inreal terms, interest ratesremained near zeroinmost countries; stock markets
recovered acrosstheworld; long-terminterest ratesremained bel ow equilibriumlevels;
and spreads dropped to historically low levels for both corporations and emerging
markets, accompanied by anew waveof foreignloansto such markets. To someextent,
these events reflect solid economic fundamentals, including well-based inflation
expectations, strengthening of corporate equity positionsand reductionsintheexternal
vulnerabilities of the devel oping countries.

Global current account balancesworsened, asthe American deficit set anew record of
5.5% of GDP in 2004. However, this deficit generated current account surplusesin
Southeast Asia, Japan and, to a lesser extent, Europe. Accumulation of international
reserves, composed mainly of United Statesdollars, continued expanding sharply inthe
oil producing countries and in Southeast Asia.

Oil prices remained high and intensely volatile due to such factors as strong demand
and uncertainties surrounding the evolution of Opec production. Inflation and global
inflationary pressures remained under relative control, with no significant signs of
adverse effects caused by the spiral in international oil prices.

This was the basic backdrop to the agenda of International Financial Organizations,

clearly demonstrating the need for correcting fiscal imbalances and current account
distortionsthat could jeopardize world economic performance over the medium-term.
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International Monetary Fund (IMF)

ThelMFwascreatedin 1945 and now has184 member countries. It’ sprimary functions
are to foster international monetary cooperation; seek exchange rate stability; foster
economicgrowthandhighlevelsof employment; providetemporary financial assistance
to countries involved in balance of payments adjustment processes; and facilitate
balanced expansionininternational trade. At the sametime, the organization monitors
and analyses the economies of the member countrieson ayearly basisand also carries
out awidevariety of studies, mostimportant of whichareWorld Economic Outlook and
the Global Financial Stability Report, which are published on ahalf-year basis.

Asanelement of itsmultil ateral macroeconomicanalysisand supervisionactivities, the
Fund estimated world economic expansion at 5.1% in 2004, somewhat higher than the
2003 figureof 3.9%. In comparisonto 2003, thevolumeof world trade expanded 9.8%,
asthepricesof petroleum and other international commoditiesexpressedindollar terms
expanded at respectiveratesof 30.7% and 17.9%. Consumer inflation reached 2%inthe
developed countries and 5.8% in the other nations of the world.

Aside from analyzing theinternational economy and finances, the IMF also performs
consultations specified in Article 1V of its Articles of Agreement, consisting of
macroeconomicsupervisionof eachmember country, normally onanannual basis, while
it also carriesout Program Reviewson aquarterly basis, when acountry participatesin
a Financial Assistance Program sponsored by the Fund.

Asidefrom the already stated reports, the IMF workstogether with the World Bank to
produced the Reports on Observance of Codes and Standards (Roscs), which are
evaluations regarding the degree to which countries have adopted internationally
recognized codes and standards in twelve areas: data quality; monetary and financial
policy transparency; fiscal transparency; banking supervision; capital market regul ation;
insurancesupervision; payment systems; combating money laundering and thefinancing
of terrorism; corporate governance; accounting; auditing; and, finally, insolvency and
creditor rights.

Another important activity carried out together with the World Bank is the Financial
Sector Assessment Program (FSAP), which is carried out at the request of a member
country. Aside from elaboration of the Roscs, the FSAP uses stress tests to verify the
degreeof financial stability intheface of economic shocksand producesareport with
recommendationsto the authorities of that specific member country. Theseresultsare
accompanied by two synthetic reports — the Financial System Stability Assessment
(FSSA) andtheFinancial Sector Assessment (FSA), which aresubmitted tothe Boards
of theIMF and World Bank.
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With regard to the publication of economic data, by the end of 2004, 58 countries,
including Brazil, had subscribed to the Special Data Dissemination Standard (SDDS).
Theobjectiveof the SDDSisto act asaguidefor publication of economicandfinancial
data, thusimproving theavailability of timely and wide-ranging statistics, contributing
inthisway to solid macroeconomic policiesand financial market improvement.

The Fund’s 2004 agenda calls for a continued effort to restructure the international
financial system, through development of more effective mechanisms designed to
prevent and deal with crises, including such tools as Liquidity Management, Balance
Sheet Approach (BSA) and Debt AnalysisSustainability (DAS). Discussionsalsotook
place onthecreation of apreventivelineof credit that would substitutethe now extinct
Contingency Credit Line (CCL); on adoption of the Policy Monitoring Agreement
(PMA), aprogram that does not involve disbursement of resources by the Fund; and
on Trade Integration Mechanisms (TIM), a mechanism that provides countries with
balance of payments problemsrelated to trade integration questions with more direct
accessto | MFfinancing programs. Thiscomponent wentinto operationin April of 2004.

In the month of July, the Biennial Surveillance Review was concluded. This process
included discussion and implementation of variousmeasures, i ncluding adeepeni ng of
studies on various existent exchange systems and strengthening of supervision in the
globalized financial sector. These are studies that may well contribute to making the
processof international monetary supervisioncarried out regularly by thel M Fsignificantly
moreeffective.

Another important review that wascarried out involved theway inwhich the Fund acted
intheprogram’ sfinanced between 1995 and 2000. Duringthisreview, thel M F discussed
the objectives, results and analytical frameworks used in these programs, concluding
asto the need for improving future programs.

At the same time, mention should be made of the discussions carried out on public
investments and fiscal policy that resulted in an exchange of ideas regarding the ways
in which public investmentsin infrastructure can be fostered in a responsible manner
and the treatment to be given to PPP in fiscal accounts.

Intheframework of thediscussion ontheinitiativestakento resolvefinancial crises,
aproposal was presented regarding adoption of arigid Code of Conduct, which later
evolvedintotheformulation of flexibleand voluntary principles. Infurther discussions
carried out with the mediation of the G-20 — composed of representatives of the
industrialized nationsand emerging economies—and by privatefinancial institutions,
progress was achieved in defining the Principles of Stable Cash Flows and Fair
Restructuring of Emerging Market Debts, to be established on a voluntary basis
among security issuer countries and private sector participants.
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Total IMFcapital cametoapproximately US$327billionat theend of 2004. Overall credits
reached US$90billion, including US$10billioninloansgranted onaconcessional basis.
Of thetotal member countries, 82 are debtors (with 59 involving concessional loans).

IMF participationintheinitiativeto provide external debt relief tothe Highly Indebted
Poor Countries (HIPC Initiative) remained at the same commitment level asin the
previousyear, SDR 1.8billion, of which SDR 1.3billionhad beendisbursedincumulative
terms up to the end of 2004.

Brazil’ squotaintheFund correspondsto SDR 3,036 million, representing participation
of 1.43%intheorganization’ stotal capital. In December 2003, the Stand-By Agreement
betweenBrazil andthel M Fformalizedin September 2002 wasextended for anadditional
fifteen months (up to March 2005), with the overall value of the agreement being
increased by SDR 4.6 billion — moving from SDR 22.8 billion to SDR 27.4 billion.
Withdrawal sagainst theagreement cameto SDR 17.2billion, of which SDR 12.6 billion
occurredin2003. Thisamount wasjust dightly morethanthe SDR 12.3billionwithdrawn
in2002 (whenwithdrawal sagainst the2001 agreement werestill being made). Itisworth
mentioning that thetranchesof SDR 5.6 billionand SDR 911 million madeavailablein
December 2003 and March 2004, respectively, werenot withdrawn by Brazil. Thisfact
demonstratesthat the program between Brazil andthe Fund wasessentially apreventive
program. In 2004, Brazil’ samortizationswith the Fund cameto SDR 2.9 billion, while
interest and other charges paid reached SDR 814 million.

OnDecember 31, 2004, theBrazilian debt balancewiththel MFwasSDR 19billion, making
it the largest pending debt balance with the institution, with Turkey and Argentina
occupying thefollowing positions. The reformulation of the Agreement also included
lengthening of the amortization schedul e of the Brazilian debt with the Fund, reducing
theamount to bepai din2004 andincreasing amortizationsscheduled for 2007 from SDR
1.8hillionto SDR6billion.

Bank for International Settlements (BIS)

TheBISisaninternational organization founded in 1930 and hasthe basi c function of
fostering international financial and monetary cooperation, acting as a forum in
coordinating processesamong central banksand thefinancial community; asafinancial
and monetary research center; and as a fiduciary agent in international operations
carried out by central banks.

Headquartered in Basel, Switzerland, the organization coordinates committees and

organizationscharged with promoting financial stability. Amongthese, mention should
bemade of the Basel Banking Supervision Committee; the Committee on Payment and
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Settlement Systems; the Committee on the Global Financial System; and the Market
Committee. Thesecommitteeswerefounded over thelast 40 yearsby the central banks
of the G-10°countries and they enjoy a high level of autonomy in structuring their
agendas and activities. The BIS also acts as the Secretariat of the Financial Stability
Forum (FSF), whichwascreatedin 1999to debate questionsinvolving thestrengthening
of the international financial architecture and to foster cooperation among national
authorities and international organizations and regulatory entities.

Attheend of thefiscal year onMarch 31,2004, Bl Sassetscametoarecord valueof SDR
167.9hillion, reflecting 12.2% growth compared to the previousyear. Foreign currency
deposits, whichaccount for themajor shareof BlSliabilities, roseto SDR 133.2billion,
after having closed the previousfiscal year at SDR 122.5billion. It isimportant to note
that the currency composition of these deposits changed significantly. The share in
Americandollarsdiminishedfrom67.1%inthepreviousyear to 62.4%onMarch 31, 2004.

Brazil hasbeenastockholderin Bl SsinceMarch 26, 1997, with 3000 subscribed shares
worth SDR 15million. Inthe2004 fiscal year, Bl Sdecided toincludesix new members
among its stockholders. These members were the central banks of Algeria, Chile, the
Philippines, Indonesia, I srael and New Zealand.

Thetendenciesthat have driven the most recent devel opmentsin global marketswere
the subjectsthat received the greatest attention during the regular 2004 BIS meetings,
in which discussions on themes related to the structural aspects of financial and
monetary stability prevailed.

Amongtheactivitiescarried out by theorganization, themost important involvestudies
carried out by theCommitteeontheGlobal Financial Systemonforeigndirectinvestment
inthefinancial systemof emerging market economies; theactivitiesof theBasel Banking
Supervision Committeefor purposes of implementation of theframework of the Basel
AccordI1; and discussionswithin the Committee on Paymentsand Settlement Systems
— which operates in a partnership with the International Organization of Securities
Commissions (losco), for the purpose of fostering security in payment systems by
strengthening market infrastructure and reducing systemic risk.

Initsturn, the Basel Banking Supervision Committee continued its effortsaimed at
strengthening prudential supervision in banking institutions; adopting more
transparent practicesin financial records; and encouraging banking systemsto move
forward intheareaof risk evaluation. Furthermore, the Basel Committee al so turned
itsattention to implementation of arevised framework that indicates optimal capital
levelsfor banking institutions.

5/ Group of industrial countries including: Germany, Belgium, Canada, the United States, France,
the Netherlands, Britain, Italy, Japan, Sweden and Switzerland.
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Finally, with regard to the role of the bank of central banks, it offersawide variety of
banking services, designed specifically toaidintheareaof reservemanagement. I1n 2004,
more than 100 central banks, including the Central Bank of Brazil, had part of their
reserves administered by the BIS, which also transfers knowledge and technology to
these institutions on the subject of asset portfolio administration.

Latin American Center of Monetary Studies (Cemla)

Cemlawas founded in 1952 and is a civil association headquartered in Mexico City.
Among its various responsibilities, the most important concern questions related to
monetary andfinancial stability and the operation of theinternational financial system.

More specifically, Cemla has the objective of fostering a better understanding of
monetary and banking questionsin L atin Americaand the Caribbean, whilealsodealing
with important aspects of the exchange and fiscal policies of the member countries;
assistance in training central bank staffs and those of other Latin American and
Caribbean financial entities; research and systematization of results in the fields
mentioned above; and dissemination of informati onto membersonfactsof international
and regional interest in the framework of monetary and financial policies.

Cemlaiscurrently composed of fifty institutions, thirty of which are associated central
banks. Theothersaredistributed among collaborating and assi stant institutions. Cemla
has four levels of management authority: the Assembly, Board of Governors, the
Director General andthe Deputy Director General.

The Assembly isthe highest level of authority intheinstitution and iscomposed of the
governorsof thecentral banksof theassociated members, all of whomhaveactivevoice
andvoteinthedeliberationsof the Center. Themajor shareof the organization’ sbudget
—approximately US$2.2millioninthe2004 fiscal year —iscomposed of contributionson
thepart of associated membersand coll aborating members. Brazil’ sannual contribution
has been unaltered in recent years, totaling US$283 thousand.

The Board of Governors is composed of the governors of seven associated central
banks, with Mexico as a permanent participant as the host country, and two extra
regional banks as collaborating members. The Board is subordinated to the Assembly
and its members are el ected for two-year terms as the representatives of the group of
associateswho elected them and in proportion to the voting power of that group. Inthe
2003—-2005 period, Brazil has occupied the presidency of the Board of Governors.

Cemlaorganized 57 eventsin 2004, including courses, seminarsand workshopsonthemes
of interest to central banks. Morethan 1,700 peoplefromall partsof L atin Americaandthe
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Caribbean participatedintheseevents. Among thethemesincludedintheCemlaactivities
program, the highlights were management of private capital flows and debt; strategic
communication among central banks; and compilation of statistics by central banks.

Another areaof interest hasbeen in the dissemination of knowledge. Inthisregard, the
highpoints are a series of periodical publications (the Boletin, Monetaria and Money
Affairsmagazines) and other nonperiodical s(essays, articles, research), whichanalyze
economic, financial and banking questions. Furthermore, inorder to provideincentives
and recognition, the Center awardstheannual Rodrigo Gomez Award, to thebest paper
on themes of importance to central banks.
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