
B A N K F O R I N T E R N A T I O N A L S E T T L E M E N T S

74th Annual Report 
1 Apr i l  2003–31  March 2004

Basel, 28 June 2004



Copies of publications are available from:

Bank for International Settlements
Press & Communications
CH-4002 Basel, Switzerland

E-mail: publications@bis.org
Fax: +41 61 280 9100 and +41 61 280 8100

© Bank for International Settlements 2004. All rights reserved. Brief excerpts 
may be reproduced or translated provided the source is cited.

ISSN 1021-2477 (print)
ISSN 1682-7708 (online)

ISBN 92-9131-165-0 (print)
ISBN 92-9197-165-0 (online)

Also published in French, German, Italian and Spanish.
Available on the BIS website (www.bis.org).



Contents

Letter of transmittal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1

I. Introduction: time to rebalance? . . . . . . . . . . . . . . . . . . . . . . . . . . 3

Faster growth at last . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4
Other developments – some expected and some not . . . . . . . . . . . . . . . . . . . . 7

II. Developments in the advanced industrial economies . . . . 11

Highlights . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11
The global recovery in 2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12

Pickup in growth . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12
Shift in the composition of growth . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14
The near-term outlook . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15

Productivity prospects . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17
Productivity levels . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17
Productivity growth . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18
Business sector productivity measures . . . . . . . . . . . . . . . . . . . . . . . . . . . 19
Looking forward . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21

Inflation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22
The inflation outlook . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22

Private sector balance sheets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24
Corporate balance sheets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24
Household balance sheets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25

The fiscal outlook . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26
Concerns about weak fiscal positions . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26
The issue of ageing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 28

Current account developments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 29
Widening global current account imbalances . . . . . . . . . . . . . . . . . . . . . . 29
Significant medium-term uncertainties . . . . . . . . . . . . . . . . . . . . . . . . . . . 31
Process of adjustment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33

III. Developments in the emerging market economies . . . . . . 36

Highlights . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 36
Return of capital inflows . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38

Determinants of recent capital inflows . . . . . . . . . . . . . . . . . . . . . . . . . . . 39
How sustainable are capital inflows? . . . . . . . . . . . . . . . . . . . . . . . . . . . . 41

Exchange rates and reserve accumulation . . . . . . . . . . . . . . . . . . . . . . . . . . . . 42
Policy responses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 42
Challenges looking ahead . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 44

Credit-led demand and household spending . . . . . . . . . . . . . . . . . . . . . . . . . . 46
Overextended borrowers? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 48
Overheated real estate markets? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 49
Policy responses and outstanding issues . . . . . . . . . . . . . . . . . . . . . . . . . 49

Economic booms in China and India . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 50
Sources of the recent expansion in China . . . . . . . . . . . . . . . . . . . . . . . . 50

iiiBIS  74th Annual Report



Regional and global implications . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 51
Sustainability of the current expansion . . . . . . . . . . . . . . . . . . . . . . . . . . . 52
Growth accelerates in India . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 54

Commodity markets and prices . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 56
Recent developments and long-term trends . . . . . . . . . . . . . . . . . . . . . . . 56
Potential policy implications . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 59

IV. Monetary policy in the advanced industrial economies . . 61

Highlights . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 61
Review of developments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 61

United States . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 61
Euro area . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 64
Japan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 66
Inflation targeting countries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 68

Global liquidity: the role of monetary policy in the G3 . . . . . . . . . . . . . . . . . . . 71
Communication in monetary policy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 73

The importance of good communication . . . . . . . . . . . . . . . . . . . . . . . . . 74
Trends towards greater openness . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 75
Assessing the record . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 75
Understanding differences in communication strategies . . . . . . . . . . . . . 78
Communication challenges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 78

V. Foreign exchange markets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 81

Highlights . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 81
Exchange rate movements: the facts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 82
Exchange rate movements: determinants . . . . . . . . . . . . . . . . . . . . . . . . . . . . 85

The US current account deficit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 85
Interest rate differentials . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 86
Exchange rate policies in Asia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 89

The financing of external imbalances and the role of foreign reserves . . . . . . . 91
The financing of current account deficits in industrial countries since 1973 91
The role of foreign reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 94

VI. Financial markets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 99

Highlights . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 99
Yield curves and monetary policy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 99

Yield curves and expectations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100
The summer sell-off . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 102
Changing correlations between bond markets . . . . . . . . . . . . . . . . . . . . . 103
Official sector reserve accumulation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 104
US non-farm payrolls and bond yields . . . . . . . . . . . . . . . . . . . . . . . . . . . 105
Market functioning at low interest rates . . . . . . . . . . . . . . . . . . . . . . . . . . 106

Equity markets and risk appetite . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 106
The role of fundamentals . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 107
The role of investor risk appetite . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 109

Corporate bond markets and credit risk . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 110
Improvement in fundamentals . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 110
Rebound in risk appetite . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 112

External debt financing for emerging markets . . . . . . . . . . . . . . . . . . . . . . . . . 114
Vulnerability to changes in financing conditions . . . . . . . . . . . . . . . . . . . 114
Debt restructurings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 117

Underpinnings and implications of the search for yield . . . . . . . . . . . . . . . . . . 118
Nominal target rates of return . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 118
The role of arbitrage CDOs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 119
Implications of the search for yield . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 120

iv BIS  74th Annual Report



v

VII. The financial sector . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 122

Highlights . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 122
Performance of the financial sector . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 122

Commercial banks . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 122
The Japanese banking system . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 125
Investment banking . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 126
The insurance sector . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 127

Factors underpinning the positive performance . . . . . . . . . . . . . . . . . . . . . . . . 129
Cyclical factors . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 129
Structural factors . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 130
Banking sector restructuring . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 130
Retail strategies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 132
Risk transfer markets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 133

Greater propensity for risk-taking . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 134
Manifestations of risk-taking . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 134
Factors contributing to greater risk-taking . . . . . . . . . . . . . . . . . . . . . . . . 136
Potential dangers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 137

Household debt and financial stability . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 137

VIII. Conclusion: change, uncertainty and policymaking . . . . 142

Will the expansion prove sustainable? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 143
Policies to promote monetary and financial stability . . . . . . . . . . . . . . . . . . . . 148

Organisation, governance and activities . . . . . . . . . . . . . . . . . . . . 157

Board of Directors and senior officials . . . . . . . . . . . . . . . . . . . . . 186

BIS member central banks . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 189

Financial statements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 191

Report of the auditors . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 214

Five-year graphical summary . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 215

The chapters of this Report went to press between 4 and 10 June 2004.

BIS  74th Annual Report



vi

Graphs

II.1 Real interest rate, structural budget balance and output gap . . . . . . 13
II.2 Profit shares and saving ratios . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15
II.3 Indicators of slack in the US economy . . . . . . . . . . . . . . . . . . . . . . . 16
II.4 Current and previous recoveries in the United States . . . . . . . . . . . . 17
II.5 Trends in total factor productivity . . . . . . . . . . . . . . . . . . . . . . . . . . . 21
II.6 Inflation changes and output gap, 1979–2004 . . . . . . . . . . . . . . . . . . 23
II.7 Sectoral indebtedness . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24
II.8 Net sectoral financial balances . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 30
II.9 Current account, demand gap and real effective exchange rate . . . . 33

III.1 Industrial production . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 36
III.2 Determinants of capital flows to emerging market economies . . . . . 40
III.3 Nominal effective exchange rates . . . . . . . . . . . . . . . . . . . . . . . . . . . 42
III.4 Short-term interest rates in Asia . . . . . . . . . . . . . . . . . . . . . . . . . . . . 44
III.5 Household credit and property prices . . . . . . . . . . . . . . . . . . . . . . . . 47
III.6 China’s import demand . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 52
III.7 Investment, money, credit and prices in China . . . . . . . . . . . . . . . . . 53
III.8 The IT sector in India . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 55
III.9 Commodity prices and US nominal effective exchange rate . . . . . . . 57
III.10 Real non-oil commodity prices from a historical perspective . . . . . . . 58
III.11 Primary product exporters and volatility of GDP growth . . . . . . . . . . 59

IV.1 Economic indicators for the United States . . . . . . . . . . . . . . . . . . . . 62
IV.2 Exit strategies in the United States . . . . . . . . . . . . . . . . . . . . . . . . . . 64
IV.3 Economic indicators for the euro area . . . . . . . . . . . . . . . . . . . . . . . 65
IV.4 Inflation-adjusted residential property prices . . . . . . . . . . . . . . . . . . . 66
IV.5 Economic indicators for Japan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 67
IV.6 Balance sheet of the Bank of Japan . . . . . . . . . . . . . . . . . . . . . . . . . 68
IV.7 Inflation and policy rates in countries with explicit inflation targets . 69
IV.8 Exchange rates in countries with explicit inflation targets . . . . . . . . . 70
IV.9 G3 monetary policy and global liquidity . . . . . . . . . . . . . . . . . . . . . . 71
IV.10 Market forecast errors of monetary policy . . . . . . . . . . . . . . . . . . . . 77
IV.11 Response of market rates to policy decisions . . . . . . . . . . . . . . . . . . 77

V.1 Exchange rates, implied volatilities and risk reversals of the 
dollar, euro and yen . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 82

V.2 Exchange rates of other industrial countries . . . . . . . . . . . . . . . . . . . 83
V.3 Exchange rates in emerging markets . . . . . . . . . . . . . . . . . . . . . . . . 83
V.4 Probability distributions of the dollar against the euro and yen . . . . 84
V.5 Nominal effective exchange rates of the dollar, euro and yen . . . . . . 85
V.6 The US current account deficit and its financing . . . . . . . . . . . . . . . . 86
V.7 Portfolio flows between the three major economies . . . . . . . . . . . . . 88
V.8 Impact of intervention in the yen/dollar market . . . . . . . . . . . . . . . . . 90
V.9 Twelve-month forward rates . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 90
V.10 Current account adjustments and financial flows . . . . . . . . . . . . . . . 92
V.11 US current account adjustment and financial flows . . . . . . . . . . . . . 93

VI.1 Short- and long-term interest rates . . . . . . . . . . . . . . . . . . . . . . . . . . 100
VI.2 Volatility and term premia in fixed income markets . . . . . . . . . . . . . 101
VI.3 Forward curves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 102
VI.4 US Treasuries and mortgage-backed securities . . . . . . . . . . . . . . . . . 103
VI.5 Growth forecasts, data surprises and bond market correlations . . . . 104
VI.6 Impact of non-farm payroll surprises on US Treasury yields . . . . . . . 105
VI.7 Market functioning at low interest rates . . . . . . . . . . . . . . . . . . . . . . 106
VI.8 Equity markets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 107
VI.9 Earnings growth and profit warnings . . . . . . . . . . . . . . . . . . . . . . . . 108
VI.10 Volatility and risk appetite in equity markets . . . . . . . . . . . . . . . . . . . 109
VI.11 Credit spreads . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 111
VI.12 Fund-raising in capital markets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 112

BIS  74th Annual Report



VI.13 Corporate credit quality . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 113
VI.14 Discrimination in credit markets . . . . . . . . . . . . . . . . . . . . . . . . . . . . 114
VI.15 Emerging markets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 115
VI.16 External debt of emerging markets . . . . . . . . . . . . . . . . . . . . . . . . . . 116
VI.17 The search for yield . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 119

VII.1 Relative bank equity prices . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 123
VII.2 Credit growth . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 124
VII.3 The banking industry in Japan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 125
VII.4 Indicators of investment banking activity . . . . . . . . . . . . . . . . . . . . . 127
VII.5 Insurance companies: equity holdings and performance . . . . . . . . . . 128
VII.6 Public commercial real estate markets . . . . . . . . . . . . . . . . . . . . . . . 130
VII.7 Credit risk transfer markets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 132
VII.8 Volume of secondary loan market trading . . . . . . . . . . . . . . . . . . . . . 133
VII.9 Pricing of risk on syndicated loan and bond markets . . . . . . . . . . . . 134
VII.10 Major investment banks’ liquidity and risk-taking . . . . . . . . . . . . . . . 135
VII.11 Bank capital ratios . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 136
VII.12 Sensitivity analysis of debt service ratios . . . . . . . . . . . . . . . . . . . . . 139

Tables

II.1 Growth and inflation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11
II.2 Contributions to world growth . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12
II.3 Productivity levels . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18
II.4 Productivity gains . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20
II.5 World trade and prices . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23
II.6 Fiscal indicators in 2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 27
II.7 Current account balances in major regions . . . . . . . . . . . . . . . . . . . . 29
II.8 Saving/investment balances . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31

III.1 Output growth, inflation and current account balances . . . . . . . . . . . 37
III.2 Net private capital flows to emerging market economies . . . . . . . . . 38
III.3 Foreign exchange reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 43
III.4 Monetary aggregates: growth in excess of nominal GDP . . . . . . . . . 45
III.5 China’s trade . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 51
III.6 Selected commodity prices, March 2004 . . . . . . . . . . . . . . . . . . . . . . 56

IV.I Provision of information by central banks . . . . . . . . . . . . . . . . . . . . . 76

V.1 Exchange rates and interest rate differentials . . . . . . . . . . . . . . . . . . 87
V.2 Annual changes in official foreign exchange reserves . . . . . . . . . . . . 89
V.3 Financial flows and current account adjustments . . . . . . . . . . . . . . . 91
V.4 Exchange rate volatility and changes in reserves . . . . . . . . . . . . . . . 96
V.5 Foreign exchange reserves and measures of adequacy . . . . . . . . . . . 97

VII.1 Profitability of major banks . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 123
VII.2 Commercial property prices . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 129
VII.3 Restructuring of the banking sector . . . . . . . . . . . . . . . . . . . . . . . . . 131
VII.4 Residential property prices and household debt . . . . . . . . . . . . . . . . 138

viiBIS  74th Annual Report





Conventions used in this Report

lhs, rhs left-hand scale, right-hand scale
billion thousand million
... not available
. not applicable
$ US dollar unless specified otherwise

Differences in totals are due to rounding.
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74th Annual Report

submitted to the Annual General Meeting 
of the Bank for International Settlements 
held in Basel on 28 June 2004

Ladies and Gentlemen,
It is my pleasure to submit to you the 74th Annual Report of the Bank for

International Settlements for the financial year which ended on 31 March 2004.
This is the first financial year for which the Bank has prepared its financial

statements using the Special Drawing Right (SDR) as its unit of account in
place of the gold franc. More importantly for the longer term, the Bank has
enhanced its accounting framework, by bringing its policies and disclosures
more into line with developments in international financial reporting. The net
profit for the year on this basis amounted to SDR 536.1 million, compared with
the equivalent figure for the preceding year of SDR 592.8 million, which has
been restated to reflect these changes. Details of the results for the financial
year 2003/04 may be found on pages 181–3 of this Report under “Net profit
and its distribution”. The amended accounting policies are disclosed in note 2
to the financial statements on pages 196–8 and their financial impact is
described in note 31 on pages 209–12.

The Board of Directors also recommends that the dividend be declared
for the first time in SDRs. It therefore proposes, in application of Article 51 
of the Bank’s Statutes, that the present General Meeting apply the sum of 
SDR 104.0 million in payment of a dividend of SDR 225 per share, payable in
any constituent currency of the SDR, or in Swiss francs.

The Board further recommends that SDR 86.4 million be transferred to
the general reserve fund, SDR 20.5 million to the special dividend reserve fund
and the remainder – amounting to SDR 325.2 million – to the free reserve fund.

If these proposals are approved, the Bank’s dividend for the financial year
2003/04 will be payable to shareholders on 2 July 2004.

Basel, 10 June 2004  MALCOLM D KNIGHT
General Manager
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