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DEPARTMENT OFTHE TREASURy······ . INFORMATIONWASHINGTON, D.C. I 
!December 14,1998 , 

.. UNDERSECRETARY 

'. ' . . . . - . 

.MEMORANDUM FOR SECRETARY RUBIN 
DEPUTYSECRETARYS~RS 

FROM: Timothy Geithner1r(~i1--- ... 
Under Secretary (International Affairs) •.. 

. . 
'. ". .:: '. '. , ; 

SUBJECT: . NEC Deputies Meeting ~n the Architecture .;. 
I 
I. 

Caroline Atkinson and I attended' 

issue~.Steinbt~rg,.Eizenstat, Yellen, Fue 


•. oithe Rubin/Summers/Atkinson papers; 
, • , •• ',.. 

. I tb.ought it would be useful toshare With you a few of the more substantive points thatwere made~ 

. .•... . First, they suggestedthat\Ye needed to give slightly m~re thought to several issues than w~ .. 

.. indicated in tht~paper;. ... . .... .....• ...... .. ....... . < •.....•......." .; .... 


. ,'.". . • . More emph3sis and profile to the social safetY net cOIlcernS with a suggestion that ~ell- . . . );t.. . 
designi~dsocuiI pohcies be considered an integral partof"good'~ policlesin normal times,· ..•... ,..\,,".. .:c. 

. and tha.t social safety nets be addressed up front in crises along side the development of the 
IMF programs. •.. .......... . < . . ... '. .' ... ...... ....• .... .... ..,...... . ... ..... 1: •... 


•. . .. More. consideration of issues reIatedto thedesign ofIMF conditionality i1~eded to be 
... explorE:d, inciudin2 the appropriate level of3mbition on the structural front, ala the 

.FeldsteinJIGssinger critique; ... .. .... .... ..... . , .. ,. . ..j 
.,' .. ' .. " . ,'" . ,...\. . .".., ," . I 

...••. Mm~work~n~VariOustypes OfinsmanCe~chemedf~;:~. ••...... i 

, .. Second, they suggested we needed to define soonerrather·than.laterwhat.specific proposals were ...• 
. . ... ,mostpromising; .It~s hard for people to extract from what is a relatively long list of ideas where 

., "weihink!:ruprogress·can be made. )'~( ... ,.1r'"~X..t.~4~~to"(,.~ ~"~,J' ~.;rr~·.~ ··l: ... ~._ 

.'. ., .... .,.'. . ... .. . ~ "'" .ro~ ."-. "" r'c./~"f":'lv.t,. r"., tJ../ .; ..... ... a.. --" 
; ... .'. . .. .. .. . SlItMC """7 -r...14, <...1....1 ....1'""'<,: ... ·',,,,,c.li"':'( 

.....Third, thePres.ideIitis app~Iltly.~terested ~ devotirig a sigmficant p~ ottheState 6f~e Union ~ ~ 
Ad~essto theglobat~manclal cnslsand archItec~eagenda~. The ~te J:Iouse would h~eusto . : .•Ll ...Ih.. 

. begm todraitsome pomtsfor the State ofth~ Umon thatoutline the obJecttves for ~e refopn of. " .'. ~o$'" 
·th~ system and, to theextentpossi~le~any new proposaIs~ehave for achieving.thoseob~~ctives. I .• ,.tyr 
saldI w~n't sure that; we were gomg to ha~e an; new speCIfic proE£sals ready~t that POlPt, but .. '~ ...j) 

. they are hkely to conUnue to press us on this pomt~ .... , 'j 1....T" . ... . .. ..' . . ... .. ~.rJt 

.. 'cc:TedTruman, Bob Boorstin,St~hani~'Flanders·.'· • JI ~ 
.. '. . J ___:"., _ . .!~~ ~C I.r· JWI or. i.,).n . '~~',~!'.. 

f;, (!j /. ~ 0' ~ 4 .... ') . .. ... ... . . .......• ... vol.,l., 

-- ~ r "-.. ft.~ A, c,u~r:. t ~ .. 'EXECUTIVESECRErARlAT 

~·'I.:"W"7·wt.-" L l,. c---'.l .d.r ~..~.ilL.~.1'''''1.' ...•......
.. ....a. ('.v." L ~ ~.:'" L. • "C.. - -,"-'''rt'*''"' 

Ai~ .L~.~"" ..... ,;..;:.. 6,..,J. <l-t"'r~ ,..,.(,;'-'i.... ~ W~c.Al-'.:.;. N.~ S'/~<.~....r..~ 
'" . . ". III .,... c.VJ"· .• If" ,r... \, ....'1'".,.... c ... , 
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The Seamembar 11f~aTre~surY . . - ._... . I .. 

NOTE FOR TIM GEITIINER 
: 

. .'" ': 

, I ' , FROM: BOB RUBIN' 
I 

r 
',1'" 

Page 1 - FirstBulfet Point 

I agree. ,'" 


" Second Bullet point' "'",, " ' ',',: ,', ", ,/ 

'I'm inclined to think we did about the right' 

'thii1& but hard to argUe against review~ i 


, ' " " " " , c I 

, I 


"Third Bullet Point " ' • I, 

'" Seems tome questionable, conceptually: " , " ' ' " l " 

, "Fourth Panimph ' , " " ,,! " . '.: 

"	Important to have Comprehensive paper: " 

progress on some can be relatively rapid; 

some inaytake a long time. ,.,' " :


, ',I .... >.":'.' ...: .';'" . 

La's't Parnmph '. , ' " ,',,', 

No, but this,stuifis new to everyone but a' 

few focussed people aroundthe world., We ' 

,could do avery thoughtful and interesting , " 

draft -and I sUspect eVen make news: Need " 

specifics on process or subStance: " I, 


,j: 

, At!achrnel1t 	
::1 
, , 

.,,~, ' 

" ~', .. ,., ", \ 
" 	 ,J, 

, i 

.".' , 

I' 

!"'" • 

.",' ' ::. 
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. DEPARTMENT OF THE TREASURY 
I 

'WASHINGTON, D.C: i. 
i 

. December 14,1998,. I. 

UNDER .SECRETARY 

MEMORANDUM FOR SECRETARYRUBIN . ..' . 

. . DEPUTY SECRETARY SUMMERS 


... TimothYGeitbner1pci~1tt1~ ...... I 

FROM:. ! 
I 

. .'" Under Secretary (Int~mationalAffairs) 

SUBJECT: NEe Deputies Meeting o~theArchitecnire 
I 

. Caroline Atkillson 'and I' attended an NEC ,Deputies meeting today to discuss the Architecthre . 
"issues. \Stelnberg,'Eizenstat,Yelh~n, Fuerth and ,others attended., Theywere very complinientary 
". of the RubinlSUIIlIhers/Atkinson papers:' '. 

", • ,: ,r" 

, . " . ,'." ...... ,'. '. "," '..:' . -' .", ,", ., " .. , , j " , ":,', 
. '" I thought it would,beuseful to share with you a few of the more 'substantive points thatweremade. 
" .••, ...... ' "',' ..' ".... .'., ., ',.' , . ',' ,."" . "'.' .,' .,<' " .. ',',J.;: ,. 

First,'th~ suggested that we needed,to give 'slightly more thought to several issues than,was .. 
": indicated, in !h.e.paper. "... ' " , ., '. . , 

, .',"". ,,,' , '.' ' " , .. ' , '.. " ", .,,,' ." . '. ',. " ". I. .: 

,e , , More emphasis' and profile to the social' safety net concemswith a suggestion that Well-' , 
. designed social policies be considered ,an integral p8.rtof "good" polides in noimaltimes, ' 
and that socialsafety nets be addressedup frontin crises , along side the developmentofthe 

: ,'., IMP programi' ' "" . .", ';' " 
.1 

e More(~onsiderationofissties related to iliedesign oflMFconditioftality needed to be, 
e~plorled~ including the appn;,priate level ofambition on the structural front, alathe, . 

'Feldst~~inlKissingercritique.' ',' .. , " ' 
Ci .,. 

i·"More work on the variom types of insu.rance schemes.. · . 
1 ' 

. '. Seco~d"th~y lmggested we needed todefin~ sooner rather than later what specific proposals,were, ' 
, " most promisiIig.Il is hard for peopleto extract from what is. a relatively long list of ideas where' 
, we think reaI/progress can be rriade~' ' . '.. . .' " '. I .' 

, ~ ',." 

.' Third. the President is apparently interested'iIi devoting a significant part ofthe state oftbe Umon 
'.. ' Address to the: global financi81 crisis andarchitecrureagenda. . The, White HoUse would like us to .. 

begin to draft SOJllepoints fortb.e State ofthe Union that outlinetbeobjectives for the reform of. . 
the system and, to the extent possible, any new proposals we have for achieving those objectives. I . 

·.said I wasn~t sure thatwe were going to have any.newspecificproposals readyatthat poilit, but 
"theyare likely ioco~tinuetopress Usonthls poin~. " . '. . ! . 

cC:TedT~an,Bo" Boorstin, Stephanie. Flanders . '., ....... 

i '- . 

. I 

http:promisiIig.Il
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DEPARTMENT OF THE TREASURY 
, Washington 

December 15,1998

'I 

S~~1'U Rubin',' ITO: ............_; ',I, 

, Deputy S~tary Summers " 


, FROM: Tunothy Geitbner1~l/ 

SUBJECT:' Miyamwa's Speech'on the ArchitectUre 


i, 

,; Miyazawa;~ speech is Worth reading~ It is quite" 

'thougIitfuJ.,andWellorganized. The objectives are 

more 

.". 
seIlS1Dle than the specific

",..'
prescriptions. Note 


..;, 	 I' 

.", ,inpSrticu1ar ~proposalfor a geneIal SDR , i ' 
,'allocation'arid his proposal for regional. C1lrl'ency•,support mecbanisnis: . . '" , 

, ',Caroline AtkinSon and her team are doing ampre 

detailed analysis., ". " ',." . " , ", I ,',' 


, 
cc: 	 ,Ted TrUuJan i.' 


. Caro1ineAtldnson 

, " 

," ' 

, I 
, . .' 	 i 
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" MINISTRY,OF FINANCE' 
, , , 

THE JAPANESE GOVERNMENT 

'I" . 

I 

',J., 

To: " M:r.P~lo Guidotti ' PAX: M-l..a4S-8815 
" .. 

SemtalyofTreuury , 

'Argentina ": 

'. , 
"~EdWudAEvaDs, ' 

' 

FAX:612~628~60 ' 
i, 

", . 
" , , .,' Se~taryofth8 TreasurY ,', ' 
:, AustraliI. ' ' 

-,.;' " . ", . . 
. . . . . . r ' .. 

,Mr. MaleqsCar:am\l%1l de Pavia " •. FAX:55,-61-223.7343 '" 

" )lead'ofIntematial1alFinance 
, ,BrUU 

'h&.l811 Be~t;' FAX: 1-613·992-7341 
" Associate DeputyMWatet "": . 
, , 'DePan:m.8nl oiFiDance. . ,,' ' " .''. ,,',', 

':" . 
',Canada'" , 

, " 

" ' 

, ,,' "A'_'ft' T;_~";' " " , , I 
, " .wr."~~~'" , ',I, 

, AssistaJit Minister ofFi1linee' " 

"chiDa'" '! ' '.i' 
" 

I,. ~. .' ,- ,, 

FAX: 8a.l.oal~8615 
"... ,I 

i " ,Ministryof tb.8 Economy , , 
France" 

',.' 

. ,'; .. ; 
MitJisEry of FiDAuee 
Germany, 

. ",' 
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MINISTRY OF FINANCE 

. ,"THE 'JAPANESE GOVERNMENT 

Mr. And't'ewSheng . 


.DePllty ChiefExective 

j. Hong Kong: . 	 i 

.' 	 I 

! 

. 	 Mr. Vl,jay Ke1ka;rFAX: 91-11·801·6075 . . 

Pem.8neD.1: Secretary oCFiDaDce . 
IJldia.· 

'., Dr. 
. 

AqUs 1iaryantD . 
. 

. . FAX:. 62-21-381-83.2£ .. 
'. Secretaq Ge2ierat 

Indonesia . 


. . I. 
.' ~ _ .. ." 

. .' . .... Pro! Mario Drachi ;.... : FAX: ag..oo.487-3414 . 

" .. . . ' .: Duector GeJ:ieril ofth8TzaaS\uy ',1 ." 	 ." 
.' 	 .. .'' 

. ',' . Italy 

". 	 :' :'Deputy MjnjSt.eT fOr IntamationalAff'ailS . .... 	 '. 

. 	 " .'MiDi~ ofFinazCe and EcOuomy . 	 " ;"<. 
. 	 - . . 

,.,' ,,' Kotu. 
. '. . 

. ' ...... DatukDl". Alia Othman ··.F~6~a.~707 . 
t'" 	 , 

Deputy Sece~ry.Genezal . . 	 ',,' 

•... Malaysii 
. - :., . 

. 	 '.' ~ . 

'. 	Mr. Martin Werner FAX 52.0·687·2881 . 
'" 

. 	 l . . ' .. ". ". ·.Deputy~)fj~i.t . 
. 	 '. ~: . . 

. MeXico . 
,':. 	 ' 

'. . ' . 

Mr. JuOsIaw Baue :' '. " FAX: ~224J2B-0a21 
'SecretaryofStatean~DeputyMinister ofFman~' . , .' 

.... Pola.ud· 
. ! 

. Mr. ~ Kud.ri..D. 
. FirSt Deputy Mm.iStero! Finance ' ' 

.: ! 

http:MjnjSt.eT
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MINlSTRYOF FINANCE 
" . ~ " 

" 	 "." 

.' Russia,.THE JAPANES£,GOVERNMENT 

Dr.Teh ,KOkPeug 	 FAX:6S-229-9491. 

pu•.1 g:mg. De fu Mana'.' 	 .'CU.' 

SiDga~ore 

·,Gill~·' FAX: 27..12..323-3262 ' 
.' Deputy MiniStar aiF~ , .. 

.', South Afra 	
I 

I 

·,W.Sl1Pacl!ai E>sitvanicll 
, ..' '.' Perm3nents.cretary " J, 

"_'Of~
: 	 '.. , , ': Thariand: ' 

, 	 ;".: 
,', 	 . i.' 

.... Sir N"~l Wi~ 	
, 

':,,",:: ",,: , :i 

Dir~to~,.luterDatioDal FUwice···· ".
" 	 " I" 

· .·H.MTr8amry 
., ' 

!,, ,> 

....'. . ',' , ' 

. :", . ". ~:':: '. " ~ 
Dr. Lawrence Sw:D.mers I . 

'j· .: DeputySec;retay of the 'Ileasur)' 
·';US.A,·. .' . 	 ;. 

! 
-I· . . 	, 
I 

,.. Fro~ ."E~ Sabklbara' . 	 FAX:' 81.3..5251-2144 . , 	 I . . ~. 

Vu:eMiniser'ofFiliance for Inti!nW.ionai~s .. 
. "~of~Japan, . 'I' 

, 	 ..., .,' ~"'.' . . . 

. ' •..,'Remu]ts: Pleasetmd attached a letter &om Di Sablribua.VJCeMim.st.er of~ .. 

Forlri~mational.t\f£airs. 
. 'l'hW:Jou.' . 

. I 

http:Sablribua.VJCeMim.st.er
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'" vrCE·M!NISTER FOR INTEENATIONALAFFAIRS" 

THE MINISTRY OF FINANCE 


THE JAPANESE GOVERNMENT 

, 	 I 

i 
, 
i, , 

December, IS·, 1998 , 
•• ,"I 

Dear Cc~eague~ , 
, i 

" , ' ' , ',',' , " " " 	 .- , ',' I ' 

", ,', ,I attach herewith the text ofthe speeCh that Minist~Miyaza.wa made today at, 

the ForeignC;orrespandents Club in Tokyo. '·lhe speech' spells out lapan's thoughts, on " " ' 
. ~. ..' 

, " tlnefUn~enta1' issues faCirtgthe intemalional ~cial architecture, namely ~ks 
'posed tl;' ~hoit-tenn: capital' flows; ,'apprOpriate, 'exchange rate,system; and liquidity, ' 

"'" . 
,.. '~, . '" .... .' '.,~ . ;'" . 

PI'OVlSIOD to,CI'lSlS countnes.. ", 
"" .. " ". . . '. 

, ,'I hope that this WiU.be'cfanyin%eratto you.' I lookfolwaicf to b()I~rig 
.'1in1herdisc:ussion 'wiTh,you ou' these, 'and other" eritical~$ueseon~s Fe 

a.rcbiEecture., ',', "',I 
" , 
" 	 -." : I' ' 

1.. .' 

:,' '. 

',I
I 

, ,Cc:'G22 countries 
1, 

! 

i 

. , '.. ' . 
, 	 ' ' , 	. I 

". " ~ .'. .'. 
i 

": " I ' 

~ 	 ,'.. , 

• ' & 

http:Minist~Miyaza.wa
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I, 

TOWards aNew International Eivandal ArclJi1ettuxl: ' 

Speech by Mf. Kiiehi Mi~ the Minister ofFinanCe, '. 
AX theForeignCo~espondents Club ofJapan' , . 

.December 15 '1998 .; 

. ~. I 
-·1 

. '. · ,'. 

I·:, . 

,'., ': 

'. i 
· I 

! 

. I,., .EX])erieucesofthe RecentPast ..... 

., 
i· . 
, 

...•.. . . : : . i 

JII . .... Risks Posed. byShort~TenD Capital. Movements, and MeasureS . 
. " •.• ' . . I •• 

to COpewitll Them ..... ..... 
, .' 

" 
i . . 
I ....
','III•.. · ThCExchange·R3te Re~ ' ... i 

. . " .' . 

. ,... ":,',' " 

.' '. ',,'.,... . ! . 
'1 '. 
ItV. .• Pto~ding LiqUidity tO~isCOUlltries .' , .. 
I 

" f,-. ,'" 

"\ " 

. ' .. 

v. Conclusion 
'.. 1 • 

" . 

I 

I. 
I 

" 
" i 

·.!i 

.' 
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•. SpeechbyMr. Kiiehl Mi~wa,theMmister ofFiDance, 
1 '. •At the Foreign 'Cotrespondents C11Jb ofJapan 

" . De=nber 15,1998' .' , . 
· .1 
· , 

... ' · ' 

I' 

I . 

:' . ," 

Lattiesand gentlemen, it is my gIeathOnorand pleaUe to haVe ~ . 
. .... :tuDity'" to~1,..atthis~:""';~1.ecf ··th . '.' ',", , ." 
. oppo! .' ~1""-' .' 6~. ga. ermg I 	 . 

-I. " 
· 	 1 • 

. .. .'.' Today,'Iwish to spCu'. abo~ the challengestacing the current' . 
. ..... inter.Dationa! :financialsystem and3bo1lt'ways to reform and impfo,ve its . 

worki.ngS.These are very hDpo.rtmtissues, and'unless Wetesolvc theJn· , 
. , COIIC(~Y7~e world ec01lomy' m1ght not.develop iDa'sotmd Way in then~' .. 

.. ceDtwry. . ,.' . .. .. ' i . , 
., . 
I

.' 	 ! 
In order to loOk to.the future,one~$hould begin' ~yJOOking back :at ' 

; 	 " "recent eXperiences ofthO iDterDanon3IfinanciafsystCDl.· " ' 
.. 

. 	 . 
, . .[ . 

[ExtJeriences of the Recent Past .... ." ,I,., 

'1.: 

.... ", Since the Mexican pesO crisjsIn late 1994, there has been mJh . 
. . 	discw;sion "about 'reform .of the buemational financial" architeCture.. 

BegmLtring immediatelyaiierthat crisis, varioUs opinions were expressed, 
andtlle impottanceOftrJD_Drcy'imddis~ eI1leIged as me.in6st 
impo~tant issues to be tackled, alollg Wlth the' need to reinforce 00 ,. 
resou:rces.':It.haSbeenargued'thatif inVestors had knoWn the ~" 
econclmie.situation in MexiCO,· ~y wo11ld have~~n,. able'to makeratiorial . 
inves1~ent decisioos7 , and prob2.b]y they 'would not have invested in that. 

. 	 ": -: , 
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country in the' first place. Fo1l6wingtbis line of reasomng, the IMF ~ 
" . • . .,' .,' , "," j 

... decldl=dto promQte disclosure of each'country's policies by·compiling the 
SDDS .(Special Data·Dissemination •Standard). Tn ·addition,·. ·it has been . 

. . .. argued' ..that· ThAF .. survejJlance .. should· be strengthened, and" efforts 

'3CCotdjngly have been made for that pUrpose~ , 
. . i 

.Then, last year, there Carne the mses in Asia. In cOntrast with 
. .. . . . . .. . I . 

. :.. previmls crises, especially those in Latin America, where' them~ .. 
, ,. :' . ' •probi~!mswere~oneS oflarge fiscal deficits and ov~.eonsumption, the most .' 

. ··..signi£i~t· ·aspects .of tM·Aswi, crises ·ftre· .thai theybasicaI1y· st~ed .' 
'. . .'. >from heaVy bon-owing by private sectorboITowets from private' overs~ . 

. : ", .-- ''', _': ", : _. . " ,"', 'I .,., -.":," " !. "',,r 

• .'credilors~ andfiom exceSsive and/or inefficient inVestmentS made possible . 
. . ., ..... ..' '. .... . ... ..... •.. ,t... 

.' bysu.ch bOrrowmg;Thc Asian crises revealed .theweaknessof fiDaJ1cial 
, "', ,". . '" - . . .. ' '. '. ':", . ., .. '. ".' ! " 

.. SectolS and the lack ofproper financial'sector supervision. in these coun.tries. . 
. , .' ." ~·.~:xperience led todiscuSsions'about:estabtishirig appropriate finapcia) .. 

. . ' .... .r:fsion 'systems-and aboUt the need for ~lyini priv.atc:sector ... 

~o.ci mpreventing and resOlving the c:rises.S~thesense ofcri~is '.. 
didn~,tSeemto ~eshared e~Ythro~ghoutthewo~ld: I suppose that tllis 
was :because .some .observers attr.ibuted the ASian crises to specific.' . 

'. , .. ..... .. : .'. ,,' ........ .. '. .... . I.·.· '. 


·defici,encies in the economic maiiagementofthe Asiane6vmries,mcluding ..' . 
..seeminiIy opaque and iinproper relationshipS,behVeengovemmenu: and/ .' 
'. busint.~es.· .. ')' . . '.. . . 

• ,', .:' ·1 • "', ?_ 

.. Ho~vet, .w,hen tutmoilalsotook plaee;inRussja and Boo1 .1$s. '.' 
.' year, lltb~8me'verycleardlat cris~S\l~h as thoSe experienced u.Asiaarc·' ..... . 

. . ' ." .. more .geneialphen~me·Da.OnecaIlIlOt .help ,but' realize that . 'theSe .. ' 
" ·successi~e cnsesstemmednot oclyfi'om' specificproblcmsin pirticuI3r . 

'. eeonomies, but . also from .BeDeW· prohl~msjDberent in' tQday'sgl~al' .... 
. ,., 

,", . ,. '1'
I 

.. 
": ' 

..;''The' risks involved' in Jatge and abrnpt.IDovements 'of shon-tetm ... 
. . 

~arenowkeenlyrecognkd.asshown in the criSesm Asia as well as' 
. ". 

,-:1,' . 
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. . . . '. . 

in Russia 'and. Br3zil .' We have also been reminded that awro¢at= 
'. , 

.. . . ' ! , . I 

~g.e rate re.gjmcs are clearly the key to the stability of~e . 

iIltem.ational financial system.. It is now' widely' ackno-wledged .~.... 

mainlammga virtual peg tothc.U.S. dolW' was one of the mam reasons. for .. ' 
the. ClUes in the emerging econ~mies in Asia.. The problems were made .' 

..' 

· more serious .becaUsethe U.S. dollar had greatly appreciated vis-a·vis the 
· Japanese yen and other major cUIl'encies smu'1995, whicheauscd a loss 9f.· .. 

thOse ~onomies' nde competitiveness. .;... . . . . " .. , 
. , ' .' . . " . ~" 

I 

•. Aiamstthls baekground, adjyedisCJl8sjons BrQ J10W nndetWil! *i1 ". 
.•. i · how 1:0. improve the intemational financial architeetur~.Theseinclude~ a' . 

variety; of proposals,' SllCh 'as' rene.Wed appeals to strengthen staJidar& tor' ' 
'. ._Juuency and goodgovemance in both tb.epti'vate and public.sectoiS: .. 
. . arid U~improve.thesupervisioDofthefinancialseCtor,and nevvi~as aboUt .' 
' .. organizational reallgomeJjtofthe IMF, theWorldB~ andothers~' ',. 

i": . 
" 

. TodaY7 ho~, I wiSh to focus/on what I thitikate.tbe mc)st .. , 

fimdamentalissu§Underlying. the present "international •financi~·;· .. '. 
. .. . architecture: they iiJe(l) how' toe<>pe withshort.termCapitallIlo~~;· 


'. .• (2)hc)wtodetennineanappropriate'eXchangetate regime; and (3) how,fo . 

. . . provide .liquiditY .to .' criSis :c9untties~ .... I" strongly .beli~ thaI .these 'tbrCe .. ' 


." '. '.' .issue~, ar~ what' wemtist'taclde first.' andforet1los~ .mord~ to· effec:tively' . 
pl"eWDt and resolve.' crises.' ..... .... '.' "; 

, ;.. .1 " 

.' . . . 

. " .', . 
. I 
. I 

.1. 

I ... 
'i 

... . I 

. ',' 
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. IL RirJcs· Posed by Short-Term Capital Movements, and Measures to ~ope 


'With Them , 

I , 

I .' 
r 

,'. : . ..' . . '.. I ',' 

The first fundamental issue is how to cope with Iarge-sca1e sho~•. 
teImc:apital movements.. 

. . It iS'true 1luit the m movement ofcapital has often been a driving . . .' 
.force behind· economic :gro,wth in developing' .and, emerging countries~.· .. 

'. Rec~\tly~h~w~ver,a great·leapin financial techn~logical developmentb8s . 
• ,'. ;, .. ' '. :' . ," •. '. ".' , ' . ' •. c' ',' r • 

eDablc:d intemat:icma1 •. investors to invest and divest ·in·the most ·exotic·· 
marhts with ease.' It is saidthat at present approXimately Sl.Strilli~n 
worth·ofcmTeneies ~ uaded·Cvery.day. '. Ifwe assume that·there ate'250 . 

'.. bUsine~ss days· iD·oneyear,CUIIeney tratJSaCtions .eouid total as mu~h as . 
537S ltrillion per year. .··Considering the bet. that the size ofworld ttade for • 

.. one y.~aras a whole is'merely$111rillion, one his .tt).reco8nizewliat a great ' . 
. ' .' . " .' .' ." .. ' .: ...... "..,. I 

influence capitalmovements could haveoD any countIy. . . ..: ..... 
I . 

. . '1he1Ieemt)vement of capital is suppoSed topro~optimn~ 
'. t' 

·al1ocafiol). ofresources:'jn reality; this might not bethecase,.ially for .:.. 
··shOtt-:[~·CapitalftO~s,because·~estorsmalce their' decisions bas~d ~ ..'...• '.' 

....... ·imper.rectandasYmmetrlcal inf'onn8tiOll, and they thereforeterid tofullow .' . 
. wbtlotlm" investors are doing.. This p.heIlC)menon.~· asWngU 

t 
.... 

could trigger abrupt movements" ~fshon-tetmcapitaI, ,'. without major . 
changes .in. the .economic nJDdamentals.ExC:essivecapitaljnfiows •.~ 

.1e3d to o.verheating:ofaueconomy, including inCreases inunproductiYe 
. . .. " .... .... ..... .... . ..... ..' '.' i 

.."investmentS, asset pnce"·':'bubble",.·andinflatioa. And if outflows start, 
. ,. . . torrents ofoutgoingliimds could ririna nation's e.conomy..' .... 

, , ,,' 

.•. B.ased Onthisrec~gnitiort; .first, e~ in an emerging or"~velopiIig . 
...economywhere capit.al account h"beialization is· an apPr~ri~eartd' 

.~ces!saty.··strategy.forpromotmg further growth and efficiency in light of 
...' its .stage ofeco~omic development, it' is critical.tbatsuch liberalization is'" 

" .' ." , .' , ' 

-'., 

http:capit.al
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• .. ,implemented as .andwhen certain appropriate conditions exist, such as a 
. robust financialsector and a capable supervision system. Funhermote~ ~ 

, .,.' '. '. ' . , 

.~alaccount 1i~jzation should proceed in awell-sequ.e.nctd manner. 

. In particular, the need for Pludentialregulations cannot be exaggerated . . 

:',. 
· .• Tbrol1ghth~m,for' instance,' .risks .• associated with" foreigo. exc~ge .' 
· exposures and maturity mismatches should be properlymonitored. .. ..... '.1. 

'' .. ' ..... ' .' .. ' '.. . ... '.' ..'. '.' ........ . .•..... ........... : .... . 


. . ' Second, themonitoring'of tbenuM:mcntsQf capital, particularJy:of. 
.... . . .. , ..... .." . ...... .. .... '. i 

· . short~tenn capital, needs. to be enhanced.·· IIi conducting- surveillance' ~ . 
.' in fonnulatmg prograJiunes, theIMF' sho~d urgenarlOnal authorities,ahd 

· ' .• give asSistmcewhen appropriate, to compile and to monitor morecietaited 
.' ··data couceminginflowsaDd outflowsofcap~ ".- in tenDS of maturity, ...... 

cUrrencY, form (diiect investment, bankboll'owiniseeuritiesinvestmcn~ .. 
.etc~)~and.boll'Ower (sovereign, qllaSi-soVereign,· .fin3nciaLinsti~~ 

i. .pnvate .. COi'poratio~ ... etc.)..; . ObvioUSly,. capital. account .liberaliZation .has . 
made; it mo~' diffic~tto coilect~ on capital.tmlSactiotis.However, .'. 

•.. the rE~ning ~biiptioDS"ofboth. financialmsti1l1tio~andCorporatioJls that 
are'borrowing fiomoverseas credit~smustbe strengthened ~ needed. .~"',' .. 

, . '.' . . .'. '., . . . . .' '. '. '. ..... !~. 

.. '. ... ..::.... :": . . ." '. ." '. .':.". .' ........ . . '1 
; 

.. 


"Ibird, aD emerging.Or deVeloping economy, 'in its Proce~ for capital
· ." ..... '. .... ..:.".... ., .. '. ,,' ...... .... ' ..... .1.·. 

'/ W:Otmt b"beraJization,might wanttokeep capital iJifloWs to a manageab~e
". '. .... . I . 

· .", level,aceorti.in.g to its economic Size and the stage of developmentpf its .". 
flnani:iaf sectors.. ' 'In such a . case,maintaUring marlCet-ftiendly. contrOls 

'... .......... .. .' ....... . '. '.' .' . .' '. •...... 1 


that' WQuld· prevent tnmu1cnl capitaljnflowsshould be justified. Such 
. ..... ... .'. .' . ..' '. '. . :.' ". .: ..... .. .. . '. ,..... ' ..... t.'. . 

· '. measbres haVe already b~adopted by some'Latill American countries, '. 
'ma1cilig~stuSeofprudential regularions'~h as' reserVe requkem.eritsfbr .. :. 

· '.' foreiguborro~g. '. .••...... . ....:< . ..' 
, . . ' '~".' 

.' , 

.' .' .......Fourth, as forreintmdndion of measures to ple'vent gpital outflmts, 

. . there are ~trong\li~ aiamst it. ,It ~ true that some Dleasures might 

· hamp~useful capitalintlows, such asdiJ'eetinyestment,by ~g : 

·.' invesiCorconfidence.·· .' Some are either so .' discretionary.orarbitrary . that . 


. ". ' ..... . -.' . ~ 

http:emerging.Or
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, ... .! 

they might under.mine the '. efficiency of ,thenatiooal eConomy. I fully·· 

, undersWid the hesitation shoWn by. people. who" pOinting "out th~ .' 
.' .• pro1blems~ call far .C:aution in approving the introduction of such measures. 

. I beli~ ho\Vever,tbat thcremightbesome cases tbat would justib .. ' 

.. 'the.. reiDtroduction of .iuchmeasures, for instance: .' whenPr'eveming .IMF 
.·.loarLproceeds, from ,being used to b311-out foreign mvestors'money, anc;i 

..·whf~ ,preveiltingcapitalflight by residents. . Of 'co~ SIlCh COD.1rO~ 
", sholLildnot be the nOlm: they must be exceptions~ Also, suchmeasmes 
. need to ~carefUlly q.esigned,sothatthey will not adversely * inflows'
'. .. ,... , .". " . , '. , ".. .... ." I 

. of'stableand ,usemllong..te:n:n investment. I look to the IMFcioicView
',' " ',,' ." ',' .'. .' .... '. .' . ". .... ", ", ,.,' ",1 

." . , ~the experierice with the use ofcontraIs on capital movements~and ~ 
'. -,': . 

" circ·lpl1St:.U1cesunder which such measures, 'might JJe appropriate" as 
: ":. "iriSc~ted by'the commnnique ofthe Interim~uuDittee meeting held'thiS 

OctA)ber.'.. 
. • . . I 

.Lastly, industrial 'cOuntrlescan also' ContribUte to the mitigation .of 
.~k:; 'Posed bytutbulent-shott.;.term capital mov~ents. tluough . 

..... stral~enedmcmjtQriDgQD the JenderS' :side,'. We ueedSOPhisticated '.' 
SUpE:rvWon symelllS tocopewtth various forms ofinvestment,fromsimpl~ '.' 

..portfolio mvesttnents to~xOtiC off-balance-sheetderi~ves. ":rllparticlllat~
,.... .. .'.. ,"," .. ,' . ,' .., .... ' . . . .... :... ." ·'.1 

the ~lmhorities. in such Countries must pursue ways to address issues relatecl 
.' '" . " . ", '" , "... .... '., .. ,' '. I 

.. : ". .... toiIltematioDally active institutional 'investors, iucludillg hedge f\md.s.' ~ 
.' .:. .. '. mY'view,wesbould examftle the scope for ~esinclUdingappropriate 

'" '" -.::
, prodlenrial rules or reporting' requirementS for &anew institutiems 

'inve'sting iIi or lendiitgto hedie·fw1ds, especially those established in th~ 
" " 

otfsh6reccnters 'wherereguJatioDS '.,~ deemedloo~e, andapprop~, ". 
".discllosure,or reporting requiremmusfor hedg~ fundS themselves. '.. . 

. " '.:' " 

: .: 
., .. " 

In 'addition,' in order to make: the whole exerc~ effective, 
. ", .. 

'ii£lmdjMrion amoDg<national andjntcrnaUQual reg,u1atorsshouldbe . 
..' '...' rewx,rced,Forthis purpo~it is worth cons:idering thecreatioDof ~ 

6 .' 

',' " 
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forwn where major international regulatory bodies such ··as .the Basle 
Committee ofBanking.Supervision and IOSCO (International Organization .. '. 

'. . of Sc:CUritiesCommissions) , together with the IMF, mc World Bank, and 
· also Jaatjolial regulators, can ctiseuss important issues ofthe time. ! 

.. 1 
I 

· ! 

I 
. . . . 

· I 

im. ··The ExcbangeRate Regime · 
j. 

" I . 

'The second fundamental issue facingtoday's' mternational.financi8I·.·· .",
.'. , . 

. . : 

'. '. '. " ·.,A.fterthe cOllapse of'the BrettoD~Woods·~·.·aIi of the major '.".' 
". cotm.1rics~dmmy'othCrsopted for. a tirultiniexcban~ ··xaUcregUDc., .' '" .'. 
'.. because it 'wasbetievedatthat ,time .that a floating rare would shield a 

" '. ...... . . . . : '. ! 

. ' country from external shocks;' including high.inflation overseas, and that it .' ': . 
. 'had a, built-in mechanism for ~ectifying cUrrent account imbalances amohg " '. 

'. .Count'rie$~ ". These objectives ha'ie b~~ achieved onlypartially at best. .., . 
. ', , , 

. ..... . '. ... '.' , i 
. '.' Under ~efloating ·I8.teregimc,'we·bave~ed problCDlS of. 

. . .. '.,' 3mlatility andmisalig;,ment e~hange rates b3.vesOmetimes'~o\\'1l,' tarSe,':' 
., fluct\l~ODs; they llaW deviated, for a long period, at levels in~nsisient' . 

with eConomic'. ~1Deni21s; .·and.··largeimbalances·· among the major ,' .. 

cowltriesbave continued to exist. ·MOfeover,as the movements of caPi~ 
. have increased in size and frCquencys the fluctuations in exchange raI~ .. ' . 
. . ......... '.. . .... ' .." .' ..... ........ i . 


. . have 'become even greater., resulting in. serious adverse effects on the real .. 
. .'. ..' '. ·.··s~to1'S 'of even.large economies....Needless to say, violent effects oflargr~ 

'. '.' ..," '. . , . "'., .... ". .' I· 

·seale, shalt-term capital flows are' felt more by. smallereconomies.·.They 
,are ilc.tjustadvenelyaffectedby volatiJefiuctUations of exchangerates:!it 

" . 
.hasb,~memore:apparent that'an:emergiD,g, economymigbt faeerisks hf •. 
·default, due to difticu1tyinrolling over foreign.,cUJI~ncyloans,ortoaIU1l 

'...•' ' ... by int:ernationalinvestors,even if~adoprs a fo11ytlexibleexcbaIige fate 
, ," . . " - '. . " . . .~ 

regime. '.' 

..' 
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... i" .' . .... •... .'. . . . .'. '.. .' . : ..' 

. A variety ofeiiorts has been made to stabilize the exchange rate~'of . ' . . . . . 

the Currencies ofmijQeincillStrial· countries, !nthe late' 1980s,. . 
.niacroecanomic policy coordination was pursued, butit did riot resUlt mas .. 

.':" . 

. '. mticll stability·of exchange. raleS as had beCQ. expected. In addition, the 
'. '. . '. . :. .. .... . .... '. ' .1. .. 

·.coordinationof:fiscal·or monetary policies is not as easy a task ~ theories' \ . 
.asSUlne.' .·becaUse of' constraints resulting' from' .domestic .. concerns ~ . 

'... .' '. poli1icalscnsiti'tities... Nowadays, it. is often' argued 1hat exchange rine 
..' Stability would be ~ra~hieVed througheffons by each industrialcotiDtty· 
. tOwairdssUstainable .. lOw~inflation·· growth.. .·Thequestio~stin .. remains, . 

. . however. ifthiS would be' sufficient . 
. i' 

I ' •• 

, .' " "'. . , . .. . ',..'"., ,". ' ; , .. .. ' '. ',' :-,' :, .','" 

'.' SOme suggestions are reportedly being made in Europe conCerning; 
. ". . '" . ! . . . 

. the Deed for greater stability among theml1orcnrrencies.I agree that 

.' ...... 'greaIJer stability is desiIable. Itis9ur task to examitiethepoeibiliijlof .. ' 
.' 

. ' ..• creating an. exc~ rate regim~ ·that will bring a~ut greater'stability ~on·· .... 
. . . '.' ". . .. ., "', ..... .' ... ' : :" : "',.'1. '.' .. 

....thc9:ae hand and needed tlexibility'onthe.other, among'theyen,the U'.S~, .. '.. 

..... dollaJ·r. andtheeuro.Altliough it~acfiffiCult challenge, we have to wOrk' . 


. . '. . bald 1~ attain this "managed f1exlbility~l. among the three curr~ci~.· ,..... ' I" '. .... .' 

" " " " '.' I, • ' •• :" '" _ ." • ' ,1' 

, Y,'· 
.• '. Wlth regard to the eurxenciesOfememiniiDd developingcountrieS, ' .' 

. '~.' 

.:.,' 

jt is· (:rucial whatexchaIlgexate reg!inewe advise. each coUIltl)rto ad()pt. '. ".' . 
... 

•.'~ ·Of cnutse,. tbemost appropriate exchange rate regime might' differ from" 
'COllntIyto c:ouritly) due to differences in thesize()f.aDatio~'seconomYJ the .. 
. . . comp·Ositi~Dofits ttadc panner~ the eompositionof its major 'trad~ ~~~ .... 
. the dc~gree of itsCapitalaccountliberalizatio~thenation's ~texperieD.ce ..' 

:With ilnflation,: and other·mct0r5. . . . .' '. .'. '\' . . 


! .' 


:-:j '.' ....... " .. . '. ' ........... ' ."1, 


'. . ....·At th"sametime,however,the. reoent ;experien~es in· Asia. 

.. ' apparentlyrevea!ed the "shO! peggln&a CQuo.ttY'S QlTTCDcy to asinde' 

~; Doing that often causes .diSregard ofexchaDge risks by'·


I .' ,". .'. . .,;",., 

. '. , forei~~, .investors as ~ell as .by domestic borrowers~ andsn.staiIied 
; '. '.: .' " s· 

i . 

http:texperieD.ce
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. 'misalignment 'of exchange. rate level with· economic fundamen~.and 
. '. CoDsecruently 1eadsto a bubble ecOnomy thatIater bursTS. , No COUmrycan 

.. affC)ni' a mistake in se1ectil1.g an <exchange' rate ~gime,on' whiCh all 
'....·~oliomic policies hinge... 

, .. It might be generally appropriatetbat emerging or developing . 
. countries peg tb.eirratcS to aetUTency or-[Oa basket ofCUn'encies of the .' 

developed countries with which they have the closest trade and invesnnent . 
iD,terdepe~e, while adjusting the peg periodically so as to reflect' .' 

.' . .' ...... . . ,', .' . .... '..... . . '. . j 

..' develoPJl?ems mrelative re31effective ~chaniemtes, unit prices, and . 
.' .... current. and .. ~apitalaccoWlt balallceS., '. Having said 'that, i would like ~ .... 
.'. rePc* that there is no simple setfonnula,and that case by Case peIUSal of a. ' . 
. . ':COWltrYS spedficsituatiollis essenti~. . . " . .... ' .. .',: . 

. ':N,.,.'ProViding Liquidity to CrisisCOhntrieS',' 
~ . . 

The thirdf1iUdamentalissue isllow to provide Jiquiditytoeountrles.,"·
: hit by crisis. . . . . .,' ~ , 

·1 
I 

:. ' .- ~", , '.... . . '. '.' " • .'. . . ,: , "...': '. '. . 1 

. ...... According to the IMF World EconCmlie Outlook (~tember7 1998)~ . 
Asumcountrlesat:tracted S28.8billion ofnet'pm-ate capital"infloWs in 1996~ .'". '," 

'. : \ : '. . ". ".' .. '. '. . . ,', . ..' '. .':'., . .':'.' .' I 

. a trc~Ddtbat was brutally ~ed in 1991. \Vhenthere was a Det outflow ~f . 
'S443billionofpri~ capital from these cOUlltries.RePtuess or the, 
.·hc=althof acountIY;seconomictUndamentaIS, llO'COnDiD' caD weather sw:~ 
'anonsIaught" . ", . . ..: I 

" ' ,', " 

.'. .' ."'Also~AsialiCQuntries;:acCess .JOcapiialmarkets h2s 'all but . 
'." ....• disap~d. ··In January of thi~ year,.Jor instance,. mdollesia'~sovereign .' 

. '. ." .' . riSk was deemed so high that theptemium foritssoVerejgn bOnds reached· . 

'.' abolltl,OOObasis paiDtsabove that of U.S.Tl'~ bonds. It rose as .' 
. ". •..... higlllu 1,8()O basispoin~ following the Russian tmmoil during this past : .... 

. _. ," '. . d". '" .;. 

'. .,' 

..' ,'. 
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,sUmIller, although it 'came doWn: again ;to about 1,000 basiS points by 

. "No~mber: Such a proml,itive premium was' applied to ,many ·other 

.' sovereip bonds' issued by emerging economies.' ,Even if such countries 


were able to Derrow in the market, such high m.terest payments would not •.
.be a'Stlinable;' ..' . . . , 

. ; , ., '. .'.' •. ". ", ...•. " '. . . '. . ..' '. . ". .' . ..' . '.' .' . , , ~ '. ' f . 

. . . There is much talk these days abOut losS of marketcOnfidenee. 
, , , . ,.' '" . .... , . . '.' ' ..' .'. '.1 

.. !his lis actually a different way of saying that. the crises of today are ··often· . 
essen·tiallycrjsesofIiquidi~,. ~ Overseas creditorS puUoutfunds evenfr~m . 

:; ."countd~P With appropriate policies and from otherwise solvent lo<?al 
. ". '." . , ' ; mstitutionslnd corPorations. " The most appropriate, response to tbistype: .. ' 

. " '. . ' 
.'. of cnsisis. to:p~~vide 1iquidity.This~ouldprovide aD :economy with " 

.' .... breatl:amg ~ethat c:olild be usedt~Calmthe maiket, and that would make .. '.' 
·iI pos:~~le b:)ccnsi~rDecessary pOlicy measUres to betaken. thecrisis~; '. .'. 
aCcOrding to the specific circumstances oreach c~UDtty.. This'also would 

.' ... miti$Ltepamc·cuDoDg overse~treditors:knowi~gthat there ~suffici~nt . 
. ' .....~~)·theywouldi1otba"lfe to rush to try to gam as bigaSllceaspossible pC

.. ' .' . '. j '. 
'. '. . 'asmanpie; .... .f 

", 
.' ",.,', ",' "., ... '.-. ': :', '.... ,". ,', "... ,'," ." ..; " ." 

....... ".... ,In~identally, ·trying ... toCalm the market ·by presenting ··.po1iW 

. . .•. '.tments that ··aretoo. ambitjaus' . might ..at '. tiin~ . become·.·· 


, '. . .... :,. '. ',' ".... ,'. ". .' :', ',:' ..!,' " 
. countl~roductive: avery tigbtmonctaIy policy in the absence ofhistory pf .. 

.'.' .•..• high inflation, and ave.ty Strlngentfiscal poli~Yina~untrywitbagoQd 
'. track .recordc~ncemmg fiscal sotmdness.. could simply ·re~t in:a· 

'. ,,! .' ·~ntra.etion of the real economy and·further 'deterioration of market 
confidenCe. 'Ii) this>regard, 'it might also be advis~le for the .IMP to: 

, ..• 'rebutfrolIi requiring too broad Of. Wo" ambitiouS' hwralrefoIDlS at'~' . 


. .', ..• ·.,tin1ec.fcrisis, because such. targetsveJYIil<elywill be missed, particuJarly 

....,. . .. amid .the' politicalc:onmsion .experienced during a" crisis,. and they Coul~ . 


· . "lead b)CveIl further· erosion: of mmet confidence;" Of C01lfse, ·.thatis 'not . 
"'. • ........ .... • '.' ". 'f ••••• '. 
 i. 

to say tbatwe sh.ould disregardnecessaxy macroeconoInic adjustments~ B~ 
me~res shoUld beimplemen.tedwithfullaWaieness ofthe ongoing crisis. 

, '. • • r , '..' ••' • • • ' 

. I 

~. ·1 

. i . . (\ 1 . 

i . 
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Like'wise,much-neededstfuctuml polieiesshould be addressed as mid..,to' " 
. .' . . .' ' 

, ,long·-term challenges. ' ' i ' 
i 

, " 

"I 

, " ' ,,' ",inow~ to ~ out some concreteideas aboutmeebanisms for ' / 
',providing quicker and greater liquidity, in line With'~e:Views I havejust. ' 

", .' . ' '. , ~ . , . . .. 

presented. ' 

, ." ,First,m order toprovide·1iquidity t~ member countries hit by, a 
, "'crisis,theIMF ~uldcreate aneW faejJjtytbt wbuI~be precaUtionary, as ",', '" 
','w~ll :lSquic:k: indisbUtsementwheJ1lLeeded.'Such~ facility wouldcWfer',u 

'fr()m, the ,pr~autionatY facility·cummtly"beiDg'dis~ ,in' 9Iat rriy' " , 
, ',propc;s3J wt,uldnlltrequirepre-agteec.ammgements» but would baSe itself, ' 

',' ,primarilyongoOdttack recorciscertffied; through~gularsurve~~', ,> 
", .' ,,',' ..<,',' ,,' ',"'" 'j , 

,This J1CW f3eilitywouldaim onlYatovercomillg present diffieulties;poli~y , 
, , 'requirements' ~hould be 'liDlited toaminjmumb 'S~g 'thisobjecti~e., 

, ' "()nceacrisis has passed,necessalj' reb couldbe~impleIriented fntite ,,' 
. " ' ,conte:"t oflonger..terJn'Ptognirwnes of the IMF't)rtheWo~ldBank: ' ' , ' 

",., 

" : Second, ,morder to .ceth~ I!4F'scapacityto provide latge~,'" 
, , scale, shoJt-iennliquidity.,nis col1cei~le to allowth.;IMF to borroW In' 

" ., . ,'. 

, " , , ,!h.uL_asthe ~tlltion is granted the capacitY to do so by its Articl~. 

Such borrowed ftmds 'would be used 'exClusively fortheexismg S¥ ' 


, 

' .. : .. 

I 
I ' 



. 12/15/98 . 1:l: 21' ''6'202 622 0696 T.REASTJRY 3325 ........ ATKINSON ~ 0011/0019 
. l~~Q;liAlb!j.JBqJU" ft.R e.~ ~ !fO. JY 1J ¥: tVl ~ . 

, 
I 

. ·i· 
" "', ,", " ," ," .. ' . . " '. . :" ,: " 

(Supplemental Reserve Facility), a precautionary faeilitycUn'ently UD9er. '. 
. ~cussion, and theabove..men.tioned new facility. . This. is logi~ .. ' 

inasInuch as such bori-o'Wingby the IMFl¥oUIdbea means to' recy~le 
'priv&e' funds thathave stOppedfloWmg intO, or have ind~edflowed· out ',' 

; ..from, em.,economies. 

L ...... . 
. . .'. Third,tbe lMF'canaugmentcountries' foreign' reserves ··thro~ a. . . 

. .... '.' '. ..... ..... .' '. ". '. . . ..... I .. 

'..' ...• ~general ·aUocatioD of SDRs... Member. countries.. agreed .last . year Ito 


carl)'. out a~ allocatiolltbat was·intended toachi~ afafralloeatioll 

'.' of SJDRs. between the origin3lmembers'andnew meDibers of the 00..·. '.. : 


. . '. . ',HO~!ver, considering the fact that thefe is aitoba.} need tOsupple~Dt' . 

. ': reSei~ esPecially mille emerging' ecoll()mies,andthat :risb~ intlati~n 


arel<)~, tbe:'case foraueWgeneralallocationdverystrong.· •..,' , .... ! ....•... ' 

. .' .... I . 

, I / 

'. '. • . Fowth,in ordeftocompl~nt the .role andfunctionoftheIMF,1". . 

. ···thinlctb3t itisappropriate'to: consider ~hingreS;onal' ~Sq:.' 


.mPP>n··· :meclwrisms.. '.·The .meeD! ·.experience.· reg3ldirig' Brazil,>haS 

. .' • remtc)rced oUr conViction that, in order to 'strengthen the·~okl' 


'. . '. ..' .,',' ". < . : .' , . ',' ," '",\ '.,' ," : ..."-:- .,!.. 
'. CQlmtllinitYs capacity to provide liquidity at a time ,of cris~' it would Pe 
",' ,.... . , . .'. _ ......, ' '', ", ," 1 .' 

·.app"~riateto· complement IMF .loans through some kind of regio~l ;. 
: ' .• ' :•.... ".' ...... ; .:..... ....... .....,.. '.1' . 


. . • mccbanismthatis: anchored in ase.nse of solidarity and mutual dialogue 

cm1OlI~ the countries in aregion. ,..... ., 


',' '.' .' '.' . 

. . ' ..' . '.' ; '. .' Thesemecbanisms, wlUchCould, beestabI1shedin~h re~~~ such . 

.as Asia, LadnAnlericiand Easter1l Europe, woUld be fuDdedbycoutltri~s . 
.in tht: region that are strongly interdependent on each ouler in the fields of •• . 

, -. .' ': . , .' : .. . "~ - '.~ '-' . : -,", ". , ' .' . .' \ -' . ' . '. . . ~ . '''., , ' . .' :.' : " 

. ' .. ".. tradel •. investmen~:and' so on,.and that are eonductingcontinuous dialogue' 

'... with each" other .on ,their policydiree1ions.· Nonregional countrlesWith" 


econcmnc or.p~litic3linteres1s ~. th~ stability oftheregion~oc()~d 

partic:ipare. . .. . . .... .. , .. ' .... ... ::. 


• . . Under theinitiativeemying'my name, the Japanes~ goVemme~ . . ...
. . ' .• .... . ..... . .... .' ,.'. ....... . . ".! 


';' . 
;' .". , .... '~'.' \. 

-, .. . 
. . . ' .......... ' .. ' . ' ...••. 


----:----'-'-~... , ~....~---- .., 
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. '. has' proposed avariety offinancing schemes~ ·totiling 530 billio~ for Asian 
cOunltries.. l~ llopingthat this initiative could lead to·further diScussions 

'. tow3tds a~egiona1cWTency support mechanism ofthe type that Ijust 
mentioned 

· :I 

•... 

" .,' 

'," . . . ...... .' ,. . . . .... .' . .1 

.' . . Talks aboutrefoImingthe intemational financial architecturesho~d . 

. " not be' just:'a . passing' fancy. They.are iridispenSable for .creating abett~ ..... 


envirionment inwtrlcbthe world econ~JllYwill~;. ." . . '.i . 

· ! 

',j . 

.. , .' 

risk,unce~tYJ andjgnorarice..~~ lbelieveth2t the clne·for .' 
, .thesetbings is partly,tObe ~o~gbt in the deh'beme control ofthe ... 
. . .', t'currencYaDd, ofcreditbyacentTaJ. institu~on, aDd partly in tIIf . 

'.. ". ' colleCtion mid ciissemmatioD.oll'a great scale of data relating to .' 
, ·.tbe 'bllSfuessSitu2tion;'including: the full. publicity, by 'la\V:if '. 

" .. " .". ';"... ..... . . ,,' . ..... .' . ". '.. ..... I 
necessary, ofall business faCts which it is useful to know... i.' 

': '." . . Baseclem.. this obs~Evation, he continued, ." .... . . . I' 
. '" .' .•... ' ..... ,. . '. . .. ' . . '.. '. '., ". I . 

',For mypar1, I think that capitali~ wisely managed, can 
. ' .•. ".. ..... .' ...... ,.. , .. ', .' ! 

, ....... probably be made moreefiicient for attaining economic ends 
"t!Wlany ~teriwivesYstem yetiIl sight . . '1 

. . . . '.. "..... ··(The Endo/Laisser;.Fai7e) ,.: 
.. Asis~u~hiSforesightapplies eventoday~ .' . 

. "'. 

· I. , 
.... " IHsiheresponSibilityofall ofus,:who hayea Commoitstake inthe'" . 

. • stability 'and .sOUnd development." of' the: international'fin3ncial SY5tem,·. to . ' .... 
,', . 


.. .' 


'work to create 'anewilttemationaI finanCial'· archiWe f~then~~ 
. . . ' " . ·ceru~ry.· And 1finnlybelieve that J~pan shoUld play a leadiIIgr~leinthis . 

. ", "":" :, '., . .. ", :'. ". . I " 

impottanttask ofpreParing·forthe··new.c:entury, which is only two ye~ . 
. . '. I 

'1..... 
I , 
i .: 
I 
I 

---------:-----'---_ .. ., . .,. 

'. "." "...' II·. '.' .... .... ..... . I·· 

. Many ofthe greateSt economic: evils ofour time.are tlle fruits of • . 
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,Thank you very much. 
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FROM: Caroline Atkinson I~ "l \. 

Senior Deputy Assistant Secretary k ,.. u~L-

~ •. l """ ~ 
~ 'l<r"...... . ~ /SUBJECT: International Architecture: Organization and Work Plan. 
. 1 ___ ~ .-_, ,..J 
lrd-'\rv--"""" It-./ 

The work on architecture will continue to require involvement of people within and 6utSide t ....<r..r' 1I4I:t'""JJ) 
Treasury, and action in a number ofpolicy areas, ranging from IMF reform to development of C C. " 
regulatory rules for hedge funds. The following sets out a suggested organizational framework 
for the rt:newed effort needed over the next six months, until the Cologne summit inltine 1999. 

',I __. 
; ,'. 'Task Force on Architecture: 

A "double" layer task force is envisaged, in order to involve closely a number ofkey people who 

are not able to work full-time on these issues, but nevertheless have much to contribute. There 


I 

would be an inner core group of four full-time people and one (Fed) part-timer at !reaslIty under 

a task force leader who would report to me. 1fie outer group would comprise Stephanie 

Flanders. Karin Lissakers, Nouriel Roubini7"and Jeff Frankel from CEA, and Lewis Aiexander 

agd Da¥t' vement, in particular in developing 

ideas, would be sought. ---________ 


--...:.---~-----

The internal Treasury team would work full-time on international architecture, for theisix months 

beginning December 7. The team, to be headed by [Mary GoodmanlLouellen Stedman) will 

initially comprise Steve Backes, Brad Setser, [Mark Jaskowiak], [Anthony Marcus], and a 

part-time Federal Reserve Board secondee [Jane HaltmaierJ. It will be primarily resppnsible 

within Treasury for taking forward the work in this area, for ensuring the involvement ofother 

relevant people and coordination domestically and internationally. A number ofother offices 

also have a major substantive role in developing policy in some areasofthe architectUre work,


I 

notably .!!~l M~'s Office oflnternatiorial Banking and Capital markets (Bill~'S'0 the 

OASIA person on the team working on hedge funds for Garv Gensler/Lee S~hs These offices, 

covering llMFVWOr Bank, debt, hedge funds, will also nominate contact points for ~.aison with 

the task force. . , : 

, . 


In addition, other offices in Treasury have a broad interest in the work, and their advi~e win be 

needed, including notably Public Affairs, Legislative Affairs and General Counsel. A contact 

person from each has been designated as follows: Public Affairs-~Michelle Smith; Legislative 

Affairs--Linda Robertson or Rick Sinkfield; General Counsel--Anna Gelpem. We would also 




, 
'J'" 

hope that ~(and/or Eli Kaplan) would stay in close touch with the work~ 
Finally, w~'plan to consult informally with a broad range 2foutside experts on 
specific policy issues, including Daniel Tarullo, David Lipton, Barry Eichengreen, Morris 
Goldstein, Kenneth Rogoff, Richard Cooper, Carmen Reinhard, Rudi Dornbusch. ' 



· . 


'. The Secretary of the Treasurv 
, " J 	 - i ~ 

January 4, 1 ~9 
t 

! 

NOTE FOR TIM GE111JNER and eC's o~ 

FROM: BOB RUBIN 

This is draft ofan old memo. Where do we Stand on process for canying 
forward, at TreasurylFed. and international)?, 

I 

Attachment . 

Copy to: 	L.Summers 
M.Froman 

"'.: .. 



DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 


SECRETARY OF THE TREASURY January 15, 1999 

MEMORANDUM FOR THE PRESIDENT 

FROM:: 	 Robert E. Rubin . Kl. ~"" J 

Lawrence R summersttllj}~ 


SUBJl:cr: . Soros' Recent Proposal for a Global Central Bank 

• 	 I 

You have asked about the George Soros' proposal to transfonn the IMF into a global lender of 
last resort, which appeared in last Monday's Financial nmes. Soros' current proposal is an 
evoluti(>n of his earlier proposal for a global credit insurance scheme. It represents:part ofhis 
continued search for a global solution to current international financial problems. ! 

S9ros'proposal has three main components: 
: 

• 	 i 

Transforming the IMF into more ofan intemationallender oflast resort by creating;a huge 
standing capacity to lend with little or no conditionality to countries that pre-qualified for such 
protection by adopting sound policies. . 	 ' 

• 	 Mandatory losses for the bankers and other investors who lent to countries that failed to 
qualifY for the protection offered by the lender oflast resort ifsuch countries got into 
trouble. 

• 	 Turning the revamped IMF into a forum for greater coordination among exiSting national 
central banks over global monetary conditions. 

Certain ofSoros' ideas are conceptually attractive, such as developing a system for .crisis response 
that provides incentives for countries to pursue better policies. Greater monetary ~ financial 
stability is also it worthy goal. But there are important practical problems with SOrOs' specific 
propoSlus. 

• 	 Soros proposes a very severe set ofcriteria that a country would have to meet in order ~o . 
be eligible for the protection provided by the intemationallender oflast resort. Indeed,Iiis' . 

. criteria are so tight that most countries that did qualitY would be unlikely to ;ever need 
assistance, while many important countries would not qualifY in the fores~le future. , 

. 	 I 

• 	 The international community may want to help systemically significant countries that get 
into trouble even if they have nOt qualified for the lender of last resort proteCtion. This . 
would undermine the scheme's credibility. i 

. 	 , . 



. I 

• 	 Ifa country that did q~ in advance nonetheless got introublc; it is likely; that the 
country would need both remedial steps to improve its policies and international assistance 
to get back on uack, not just money. ! 

i , 

• 	 Any global lender could be accused of "bailing out" the private sector. It ~d also . 
need access to a potentially Imge pool ofofficial finance. This raises a key question: 
would we in the United States ever want either to give greater authority to aglobal body," 
like the IMF, to create money and credit by itselfor to contribute large ~ ofour money 
(e.g. though IMF quota increases) to fund the "last resort lending." 

Automatically imposing losses on private creditors every time the IMF helps countries that have 
not quailified for the lender oflast resort protection, as Soros proposes, would also Create real . 
difficulties. Private creditors who knew they faced mandatory "losses" would have 'a strong 
incentive to rush for the exits at the fiist hint of financial distress in unprotected countries, 
augmerlting risks ofcontagion and panic. We' have been in the lead in developing better ways to 
involve the private ~r, but it is critical to find the right way.. ~ . . 

Fmally, Soros argues that a revamped IMF could provide a forum for greater coordination aDlong 
existing national central banks, including our own Federal! Reserve. However, creating greater 
globat governance over international monetary and credit conditions implies an erosion ofour 
own national monetary sovereignty. 

. . 	 I 

For these reasons., Soros' specific proposals do not look aU that appealing. even ifmany ofthe 
ideas hc~ highlights contain elements we think are useful. We have tried to design proposals in our 
own work that pick up on the attractive elements ofthe ideas in play while not getting ensnared in 
potentiiu disadvantages by: i ' 

I 

• 	 Proposing a major effort to develop new international codes and standards ~ a broad 
range,ofareas that will set targets and create incentives to heJp improve poliaes around 
the globe. 

j' 

2 
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·:.PERSONAL vmw GEORGE SOROS . , " i ,.L" 
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The IMF should be transformed into arl international central. bank so that it c~n act to . 
prevent financial crises as well as be the lender of last resort·to distressed countries· . 

; : 	 I' " so Win it be business busts can be,prevented only kets were unwilling to do so. lor of the Exc!lequer. and 
. 	as usual In 1999? The by moderating the booms Those countries that can- other statesmen:. 

l'eI:ent dramatic vola- that precede them. not or will not meet these" I would not l1li:e to pretend 
. tility in financial ,These two asymmetries; eondition.s would continue to· that it would: be 'easy. to 

mark.ets is but a distant taken together, explain why have access to the IMF on establish the rules by which 
memory_ The miseries of' the IMF has 6ec:ome part of . terms similar to those that' a reconstitutedlIMFwould 
Russians' and Indonesians the problem. In the most are available' currently with operate; An iJlternational 

·seem· far away.' But· the recent' crisis. the IMF one important difference: in regulator .0C:credit and 
global finllru:ial system still ,imposed punitive interest a crisis the IMF. would money supply w;ould have to 
has fUDflamental fiaws.' rates and the countries con·' impose conditions not only consider not only the coun
Unless' these problems are cerned were plunged into on the country concerned tries at the periphery but 
addressed and we learn the deep recession.' But when . but also on the creditors. By. also those at the centre ot 1
lessons or the past year, the the crisis threstened the US. putting would-be creditors the global capit:al1st'system. 
system Isl!able, to collapse. the Federal Reserve 10w8red on notice, the IMF would It would be' improper (or 

Booms 'and .busts are interest rates and the' US prevent excessive capital either the US' Federal 
endemic I n financial mar·' economy escapecI unscathed. iDnows from developing. If it Reserve' or the European 
kets. Instead or moving 1ik8 . The IMP is now under still became necessary to· Central Bank to allow'. ltl . 
a pendultlm. markets' Can severe attack. There .are impose a moratorium or a autonomy to be '.infrI.Dged by' 
move like awrecldng ball. , voices- ca.Jllng (or its aboll- compulsory debt-to-elluity an InternatiolW bOdr..bui. 

... knocldDg ewer one!iconomy' tion. Others want to cripple conversion . scheme. the both lnstit\ltions w.ould be
after anolher. The,swIngs It by imposing an kinds or International financial S1S•.represented·onthegtlvem· 

·cannot b:e avoided' alto- conditions. I belfevethese tem wotdd not be disrupted" ing &idy Of the feconstttuted 
gether. bUlt they need to be· attacks are:inisconceived. If because. it':would be an ~. IMF, and; iIi that context. 
broughl Ul'~der cOntrol Inter: global fiila:ilcialmarkets are lated case. The threst oCcon· they would' be bE!tte;r able tq 
national linancial' institu· inherently unStable we·need tagion. Inherent in the cur- co-ordinate their global 
tions, nob:ilbly the Interna- a stronger regulatory fr3me. rent arrangements. would be responsibilities.: . 
tional MOi,letary Fund and . work, rather :than the dis- eliminated. Most global:. financial 
the World Bank. were mantling of existing institu· . Empowering the IMF to crises have been precipitated 
desigIled. tci)r a world devoid ...;..............~.:..u_.........."1~ .............~ ....~ ......... u.= .......~ ... n'u ...............n....... u......... by a rise in interest ra.tes. 
of large-sc'ale capital· flows. That Was true rin 1929. In 
In the rece'nt crisis. the IMF 'The new IMF would eliminate 1982. and again i.h 1992 when 
proved pait of the problem ' the reunification of Germ:iny
rather thaIl the solution. .' the·imbalance between destroyed the iEuropean 

The priioary mission of Exchange Rate Mechan!sm.. 
.. the IMF ~~ to preserve the preventio~ and qure. The It was not the caSe in' 1997-8. 

InternatioIlal financial sys- \ • but it may well be the case 

, able to meet its International ' , 	 . not only at the centre but at •!:a,~·aI~~b:l.)~kco~:r ~l·""·~~·~~~,"~~"~~~~.,~"~·~···~·~"·~~~,-~·~~·'·~~···" ,::~r=-~::~g'l'
obligatlon:l. if not right tions. To bespecl.fic. we need act as lender:o( last resort the periphery woUld open up 

away. then within the (ore- to convert the IMF into would radically change the policy options not now avail

· seeable fU~,.ure. The condi· something resembling an mission of the IMF and th~ able_Something I,' resembling 

tions it imposes on· the international central bank. way it operates. It would an. internation!ll central. '\.' : 
debtor COUIltry include pun!- . I do not have In mind an eliminate the Current imbal- bani!: could provide the cor
tively. higi!' Interest rates. institution Uke the Federal ance in favour of creditors. nerstone of the financial 
which'sen:e the dual pur· Reserve or the' European The· new arrangement architecture aroulid which a 

.' pose or stabilising exchange Central Bank. I am talking would also eliminate the new' Bretton wobds confer· 
rates and 'creating a trade about empowering the IMF inibalance between preven· ence could be oriantsed. . 
surPlus by precipitating a· to act as lender of last resOrt tion and cure. ;The emphasis In the US. Ii task force of' ~t~:-

.~,~;;recession; Both develop- with regard to a select group would be,. on prevention. . the Council on~ Rela· 
:'1"m~nts inc!ilectly benefit of countries that are eager to where it properly belongs. tions and others [ are study· 

lenders because they facil1- obtam BUcll protection. The Booms and busts would not ing the' subject; there ought 
tate the rep:ayment 0( debts. countries concerned woUld ' be banished altogether; but to be similar inltfatives in .
" This method oC .operation have to follow sound macro- the IMF. in its new incarila· Europe. But it is Ieven more 

, ." has glvenrtse to what is .economic policies; have a tion. could also act as akind important that the countries 

, "1 :;·~';.f:~:",:·"'~:f·now·recogriised as a moral sound bimkinir9YStem.with of international central that could benefit Crom 11 


hazard. In'case oC' trouble. apPropriate supervision; pro- baD.k. regulating theenvi· lender of last resort - in 

.. :.,,,' .;:: ,:........ 8 lenders C8l.l count on the vide adequate iilformation ronnient for international SOuth~t ASia; ~tin Amer-


IMP to' baii', them out; this both to the· IMF'and to the capital fiows in order to lca and the rest of the World 

has Suppos~d1y. encouraged markets; maiIitaln flexible-obviate the need to Inter- - should addresS: the Issue. 

sloppy lending, practices. . exchange rates. with appro- vene as lender of last resort. After all, if the ne:w architec


.ACtually; thi~ moial hazard is~ prtate measures for the con- This is not an utopian ture ts to correct! the. asym

better descr.lbed as 8J) asym. trol oC excessive caPita, I ideal but an idea that could metry between ci!nt:re and 

metryln t1ie treatment of Dows; have proper corporate and should be implemented periphery. Countries at the 

lenders and borrowers. governance and bankruptcY right now. . , periphery should have an 


There is ~Ulother asymme; laws; respect certain basic It ts implicit In a recent G7 important say In its des.lgn. 
try In the Way the IMF cur- human rights' ana' abide by communiqu6.' which pro- ' : 

" rently o})!!ra.tes. It can inter~ the, rule oC law. In return, posed preventative actions George Soros is c¥"man 01 
vene only In times of crtsis; tbe'IMF would stand by as, a and a contingency fund. and . Soros Fund MaTl(l(lfmmt and 

· 

.r it has no authority to pre- lender ot last resort and prO-, in the speeches of Bill Clln- of the ()pm Society Institute 
vent a crisis from develop- vide an adequate supply of ton. the US president., Gor- and author of TIle Crisis of 

. lng. Yet experience shows capital when financial mar- don Brown. the UK Chancel- Glolxll capitalism:r 
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clay of 1999, r made retail hlstory, New Year dream: -
Aftet" a long quest. across Euro- My hoot Cor the eura, not yet 
iJean frpntiers, I flDally did what. c1rcuIating as llOte or coin but up 

and l'UlUling for non-cash trans

• >/ 

actions, had begun appallingly. 
At the Extra Super Stark hyper· 
market in Eschweiler, Germany. 
there was not a eura in sight. 
The llne or people at the check· 
out was getting tWitchy. Who 
was this mad woman trying to 
pay for her bratWurst, sauerkraut 
and Riesling in euras? 

"Noch nichl." inSisted the 
·long·suffering lady holding' my 
cheque. "You have to Oll it out in 
D·Marks. We haven't even 
changed our tills yet." . . 
. I'retreated to McDonald's.' Feeling' 

to .""Euros?" said Herr Galoot", who ."coffee 
-------,-~-------------.-.-'-::~: ,........:. 

','a

;.Soros wants·IMF to 
be world central bank' 

accept the·disdpune;.. of having I ". 
the IMF operate 'in this way. .) 

In a controversial part or his 
proposal, Mr Som holds oUt the 
prospect of the newly empowered 
IMF punishing institutions that 
lent to COUIltries that later· got 
into financial difficulties. Punish· 

'. " • ments could include compulsory 
conversion of debt into equity or 
enforced repayment delays. 

"By putting would·be· creditors 
on notice [of potential sanctions] 

. the IMF would prevent excessive 
. capital inflows from developing." 
accordiJig to Mr Sores, who in 
the past year has lost hundreds 

nomic-turmoil such as those trigo, of millions of dollars through
~i'ed in the past 18 months by. positions taken. in Russia and 
events in Asia and Russia. Malaysia, and who has been8: 

Mr Soros says hls proposal is severe critic of IMF policieS. 
needed to ~ckle what he per· As well as requiring agreement 
ceives as the "inherently unsta. by central banks such as the new 
bien nature of global financial European Central Bank and the 
markets. , US's Federal Reserve - which 

But he concedes that reaching m.lght prove reluctant to share 
the international consensns to some of their powers - Mr 
establish. suCh a powerful. inst1tu Som's ·new.scheme would 
~on ~~ be easy. :":'1req~ .a,.large increase in the 

. In theartlcleo Mr Soros impliesf~'."quot;aS."'."or membership fees 

.a two-tier membership system for:"ilaid by. the IMF's member 
.. the reformed IM'F;The top tier';' 'tij.es. This would almost cer1taj'IDly 
. 'a::~select group" of t,he 182 exist riD!.jnto political difflicul1t1es. 

mg.. members - would accept . ":Officials from 
: "pr6tection" from the world ~. Se~ leadiilg. indlusj~r1atll&ilil

L.' . Ii~'~ by agreeing' thIit ',cotiiitrtes are Ii1scussing 
the 'IMF take over as' IeJidilrofi'::'t1Very: small step toward 

!. last resort. even if financial mar-;,::ing thlt.architecture of the 
kets were unwilling to do so.':" ~-fbianci8l. system: a merger of . 

~-.'? Although most large, develOped .ministerial committees that over·

!.'. .... countries would qualify for the see the IMF and World B8nk. '.' .:
... tOp tier of membership, anlmpor . , .. 

tant group or i:JeVeloplng nations ~i-Vi;;,Pag-;·ti·-....·-.,·~ 
": ~ '. cou,ld join 1D. if they "chOOse. to . EnIIanced ru"Page 4 
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110 one had done before. 
One packet of tea bags, one 

pair of wool·mix socks and a ther· 
'inaI vest - 21 eft Three shop 
assistants watched in awed 
silence as I Olled out my cheque. 
These were· the first euros to 
cross the counter of Marks and 
Spencer in Brussels' Rue Neuve. 

"Non, non," interrupted the 
supervisor. A hitch. I had put the 
wrong symbol in the currency 

.box. Oile ripPed·up cheque late!', 
the transaction was Completed 
and I left the store triumllhant. 

,Had it not been Jar this SIlC' 
cess, I might have started 

By PaIIr MarshID Landen 
_..~...;..:.......__·._..........._.__i.___..

Tb8 International Monetary Fu.Dd 
should be. convertedJnto a glO~ 
central bank to' reduce the· risks 
'of new world economic crises, 
George Soros, the billionaire· 
11nancler and philanthropiSt, says 
today in the' Financial TImeS. 
. The newly constituted IMF 

would act as 'a lender of last 
'resort to member countries'. 
believed to hilve sound banking 
systems and economic policles~ 
. It would also regulate the inter
national flow of credit to reduce 
the chances of outbreakS of eco
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DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C. 20220 

January 13, 1999 

MEMOHANDUM FOR SECRETARY RUBIN 

FROM: 	 Caroline Atkinson· cAr

Senior Deputy Assistant Secretary 

International Banking and Monetary Affairs 


SUBJECT: Memo to the President on Soros': proposal for a global cenfral bank. 
\ 

You have asked that we prepare a memo on Soros' proposal for the President. A dr3ft memo 
from you and Deputy Secretary Summers to the President is attached. It reflects some comments 
from Deputy Secretary Summers. 

I 
ATTACHMENTS: 	 Tab A: Memo on Soros' proposal for a global lender oflast resort 

TabB: Soros' Financial Times article I 

i· 
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DEPARTMENT OF THE TREASURY 


WASHINGTON, D.C. 


February 16, 1999 
UNDER SECRETARY 

I 
I 

ACTION! 

MEMORANDUM FOR SECRETARY RUBIN 

DEPUTY SECRETARY SUMMERS 


FROM: 	 Timothy F. Ge~rV 

Under Secretary (International Affairs) 


SUBJECT: 	 Memorandum to the President on Work on International Financial 
Architecture 

Action F'orcing Event: 

In advance ofPresident Clinton's meeting with President Chirac this Friday, we thought it would 
make serLse for you to send the President an update on our work on the international financial 
architecture. ' 

Recomn'lendation: 

That you send the attached memor~dum to the President . 

Agree ~ Disagree __ Let's Discuss 

Backgr(lund: 

The att3.l=hed memo brings the President up to speed on our progress to date in implementing 
measures in international financial architecture and summarizes what we want to achieve at the 
G-7 meetings this weekend. An attached paper sets out pew ideas we want to move :forward with 
before the KoIn Summit. That paper is structured along the lines of the cover note that we 
recently sent to you along with our "book" ofpolicy proposals in financial architect¥re. 

I 
cc: Knight, Gensler,Sachs, Boorstin, Flanders. Robertson, Smith 



DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C. 

SECRETARY OF THE TREASURY 

MEMORANDUM FOR THE PRESIDENT 

FROM: 	 Robert E. Rubin 

Secretary of the Treasury 


SUBJECT: 	 Work on the International Financial Architecture 

, In advanc:e ofyour meeting with President Chirac; I want to bring you up to date on where we 
. 	are in ow' work on the international financial architecture. This memo summarizes obI" progress 

in impleIlrlenting measures already in train and notes the things we hope to tie up wh~n Alan . 
Greenspan and I meet with our 0-7·counterparts this weekend in Frankfurt. I also want to lay 
out some ofthe ideas that we want to move forward with iIi the next few months befbre the K6ln 
Summit. The. attached paper on ''Policy Proposals on International Financial Architecture" 
describes our ideas in the framework I set out in the more detailed paper I sent YOUul December. 

Progress: to Date 

We have been making progress on a number of issues where the V.S. has been pusbipg for 
change (Tab A). We will use this weekend's 0-7 meetings to bring some ofthem to: closure. 

. 	 I 
I 

• 	 Pro-Growth Stance: Since last fall we have argued that the balance of risks in the world 
economy had shifted, and that a commitment to sound, growth~oriented polidies was 
needed in all of the G-7 countries, not just the V.S. We expect this messageio be an 
important part of the Communique from this weekend's meetings. We willa..gue that 
better fundamentals are needed to encourage exchange rate stability -- not exchange 

. coordination, as Germany, France, and Japan favor. 	 ' 

.• 	 J:iisclosure: We expect to reach agreement among the G-7 on important improvements to· 
the IMP's Special Data Dissemination Standard (SODS) to give a full picture of 
countries' reserve positions - enabling the markets:to assess countries' finanCial position. 

. 	 I 

We plan to "overcomply" by reporting reserves on a weekly, rather than monthly basis .. 
. 	 ' 

! 
• 	 :financial Stability Forum: Bundesbank President Tietmeyer has been wor~ng on a 

proposal to improve policy coordination among national financial authoritieS, the 
international financial institutions and international regulatory bodies, an idea that we 
floated in the G-22 last year. Tietmeyer's proposal needs some modifications, but we 
hope to agree on an approach the G-7 can endorse this weekend. 

• 	 lMF Contingent Credjt Line: We hope to resolve soon with our G-7 partrierS remaining 
issues so that the IMP can move quickly to finalize the contingent credit line we agreed to 
e:stablish in October. This would enable the IMP to agree with a member coUntry - before 

. . 	 I 
I 
I 

i 
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a t;risis occurs - on the-terms for substantial amounts ofIMF assistance should a crisis hit. 
Such agreements should encourage countries to act sooner to forestall crisis, building 
confidence in a way that not only helps prevent a crisis in the country itself, but also 
hc:lps stem market contagion before it spreads. 	 ' 

• 	 Broad International Outreach on Architecture: Starting with the G-22 proce~s a year 
ago, we have been pressing forcefully to have an inclusive dialogue. Our G-7 colleagues 
IUlve now agreed to hold two seminars by K6ln involving senior finance officials from 
over 30 countries on key architecture issues. Germany will host a meeting inl mid-March, 
aIld we will host a second one in the U.S. in April, around the spring IMF M~etings. 

(' 	 , 'I 
Work Going Forward 

i 
, 	 I 

Our appr,oach has been to put proposals on the table, work to get others to agree to them, lock 
that in, WId then to push out the frontier and begin working to reach a new goaL I pHm to 
continue that process at the G-7 meetings this weekend. I will focus on sensible measures to 
reduce risk in, the system. I want to give a push to the work that FRBNY President MacDonough 
has been doing to improve the Basle Capital Accord to better reflect the spectrunl o~ finatlcial 
risks in t1xiay's global markets. I also believe. based on our own work on Highly-L~veraged 
Institutions (HLIs), that there is scope for more disclosure and reporting requirements for these 
finns and for an agreement to raise the bar on such requirements in other countries. I also want 
to put some new ideas on the table and start working to ge~ them in place by the K6Ift SUmmit. 

• 	 Crisis Resuonse: This is near the top of the G-7's agenda. The key will be to:strike the 
right balance in involving the private sector in the resolution ofcrises but notspark 
contagion. Our actions over the past year have begun to correct the perception that 
private creditors don't bear the risk of their decisions. I also want to look at innovations 
tt) help make private sector involvement work more smoothly. I 

, " 	 I ' 

• 	 Jj1ternational Financial Sector Standards: We have a proposal that would p~rmuch 
greater emphasis on the international standards in over 20 areas critical for fihancial 
stability. We are thinking of a "code ofcodes" for the financial sector that c9untries 
would subscribe to, along with institutional changes to monitor countries' compliance, 
and possible market incentives to encourage countries to comply. This should focus 
public attention on key standards and prompt emerging markets to implement them. 

• 	 17exible Exchange Rates for Eme~ngMarkets: The crisis has shown the s~rious 
limitations of fixed or pegged exchange rate regimes for emerging market economies. 
We need to work on ways to encourage flexible rates in emerging markets, and I want to 
k)ok at limiting the funds the IMF provides to countries defending a fixed e~change rate. 

The not«:: at Tab,B sets out these ideas and others that need more work between Trea:sury, the 
Fed, and others. I would like to discuss these with you to get your input as we go forward. , , 	 i 
Attachments: Tab A: Implementation ofFinancial Architecture Measures I 

Tab B: Policy Proposals on International Financial Architec~re 
I 



IMPLEMENTATION OF FINANCIAL ARCHITECTURE MEASURES 

Measures Put in Place Since October 
I 
I 

Strengthened disclosure: Strong international standards for disclosure ofcritical ecOnomic and 
financial data through the IMF's Special Data Dissemination Standard (SDDS) have:been in place 
since January 1, 1999 and are being widely used. This will allow for more informed investment 
decisions and will help promote sound policies. U.S. should be in full compliance b~ end-
February. : 

I 
I 

Development olintemationallv a'l"eed accountin8' standards: Recent events have shown the 
need for immediate improvements in accounting around the world to set standards f6r private 
sector disclosure, a critical element of modem financial markets. In December, the IjASc . 
approved accounting standards on financial instruments - an important milestone. : 

Improvingprivate-sector risk management: Treasury has supported a private sectot initiative to 
improve private sector risk management and reporting ofkey risk management practices to 
regulator and supervisors. In January, a group of 12 major internationaUy active cofumercial and 
investment banks announced the formation ofthe "Counter-party Risk Managemen(Policy 
Group" to promote enhanced best practices in credit and market risk management. :. 

Lending to highly leveraged institutions: The near-collapse ofLTCM revealed shortcomings 'in 
certain bank risk management practices. In January, the Basle Committee on Banking 
Supervision published a report from the Working Group on Highly Leveraged Institutions. The 
report outlines possible supervisory steps to reduce risks to banks that invest in suc~ entities. 

IntemaJional guidelines fOr national insolvency anddebtor-creditor regimes: Strong insolvency 
regimes are important both to crisis prevention and rapid crisis resolution. Following the G-22 
endorsement ofa set ofkey principles ofeffective insolvency and debtor-creditor regimes, the 
IMF and UNCITRAL have jointly prepared a paper on the best insolvency practices. 

Improving social safety net protection in countries qJfected bv crisis: To protect the most 
vulnerable during times of crisis, the World Bank announced in November that it plans to triple its 
assistance to the most vulnerable in Asia. The Asian Development Bank is doubling its assistance. 
In January, governments, NGOs, private donors, and IFIs met in Bangkok to share best practices 
in crafting effective social safety, net protection for the poor and others affected by the crisis. 

Measull"eS to be Agreed at G-7 Ministerial Meetings 2120/99 

Strengthened Disclosure: We expect toreach agreement on improvements in countries' reporting 
oftheir reserves and related liabilities under the IMF's Special Data Dissemination Standard 
(SDDS). This will enable markets to assess countries' financial position more accurately. The 
U.S. wiilllead by example in reporting reserve data on a weekly basis (the standard is monthly). 

I 
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Financial Stability Forum: Bundesbank President Tietmeyer has been working on a!proposal to 
improve policy coordination among national financial authorities, the international ~cjal . 
institutkms and international regulatory bodies, an idea that we floated in the 0-22 last year. 
Tietmey;er's proposal needs some modifications, but we hope to agree on andendo~ the 
Financitll Stability Forum proposal this weekend.' I 

. IMF Co;r,tinzent Credit Line: We are working to resolve remaining issues with our IG-7 partners 
so that the :t;:MF can move quickly to finalize the contingenf credit line we agreed to ~stablish in 
October. This would enable the IMP to agree with a member country - before a cris~s occurs - on 

. the terms for substantial amounts ofIMF assistance should a crisis hit. Such agreements should' 
encourage countries to act sooner to forestall crisis, building confidence in a way th~t not only 
helps prevent a crisis in the country itself: but also helps stem market contagion befote it spreads. 
. . . . I 

Broad International Outreach on Architecture: . Starting :with the G-22 process a ~ear ago, we 
have be(~n pressing forcefully to have an inclusive dialogue. Our G-7 colleagues hav~ now agreed 
to hold ,two seminars by KOln involving senior finance officials from over 30 countries on key 
architecture issues, Germany will host a meeting in mid-March, and we will host a sbcond one in 
the U.S. in April, around the spring IMF Meetings. The seminar discussions will co~er the main . 
areas ofwork that we set for ourselves in the October 30111 statement orG-7 Finance. Ministers 
and Central Bank Governors.. . 



! Treasury 
Feb~ary 14, 1999 

! 
POLICY PROPOSALS 

ON INTERNATIONAL FINANCIAL ARcmTECTURE 

This paper outlines the policy choices in international financial architecture that we believe will 
make sense over the next few months. Most ofthe proposals have broad continuity ~ith current 
policies, although some of these go beyond the present consensus between Treasury~ the Fed, and 
others. I 

I. IMPROVED POLICIES IN DEVEWPING COUNTRIES 

A core objective is to get emerging markets to focus on and adhere to stronger policies -
particularly in the fin~cial sector. We propose pulling together a comprehensive s~t of 
international standards and practices into an integrated framework, or code oficodes, 
perhaps to be called the Financial Sector Standards Accord (FSSA). The FSSA wmdd combine 
the over 20 international codes and standards that already exist or are being develop~ in areas 
critical f.or fmancial stability like bank capital, securities regulation, corporate governance, with 
the codes that the IMF is developing on fiscal, and monetary and financial transparency. The 
idea is that a country that subscribed to the FSSA and implemented the standards would have 
laid the foundation for the basic financial infrastructure for today's world. The financial crisis 
has also demonstrated the dangers ofpoor debt management, and we want to propose developing 
principlc::s ofgood practices in this area. i 

I 
i 

II. MEASURES TO INDUCE DEVELOPING ECONOMIES TO UNDERTAKE SOUND POLICIES 
I 
I 

We still believe that disclosure and transparency are key vehicles to focus markets' ~ttention on 
how country risks differ. Subscription by countries to our proposed Financial Sector Standards 
Accord s:hould help. Stronger IMF surveillance and conditionality will be important as well. 
Three ne:w measures to create incentives may make sense. 

(1) 	 Linking the terms ofIFI finance to stronger policies ex ante through a mode~t 
prequalification mechanism. Countries' performance against a matrix of the FSSA and, 
perhaps, other important indicators ofmacroeconomic performance, would be taken into 
account in determining the terms ofcountries' access toIMF resources, including interest 
rates charges and possibly the amounts. : 

(2) 	 Finding ways to link countries' adherence to international standards to their access 
to major markets by tying foreign financial institutions' right to establish in U.S., UK 
and other markets to adherence to the FSSA, and encouraging foreign sovereign bond 
issuers in the U.S. and other important markets to disclose their compliance with the 
F'SSA. We also could press key European exchanges to make countries that~wish to issue 
sovereign Eurobonds increase the information they disclose to a level closer :to what we 
require for foreign bonds in the u.s. , : 
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. . 	 i 
(3) 	 . Creating new institutions to strengthen internation"al surveillance in the financial 

sector. We are exploring options. including creating a new semi-independen~ agency to 
draw on private sector expertise or a new "joint venture" IFI. perhaps under the aegis of 

I 

the IMF and World Bank, to monitor country compliance with financial sect~r standards. 

III. MEASURES TO INDUCE CREDITORS AND INVESTORS IN INDUSTRIAL COUNTRIE~ TO 

ANALYZE AND WEIGH RISKS APPROPRIATELY : 


Drawing on the work under way domestically, we would like to support internationally a set of 
changes that could comprise an important improvements in the international financial 
regulatory system. Many would improve disclosure and reporting, including by he4ge funds 
and financial institutions that do business with them. In part, this would raise the bar on 
reporting and disclosure requirements in other countries. For banks, we will work in the next 
few months to fix the worst problems with the Basle Capital Accord, and in the longer term we 
should aim at a comprehensive overhaul ofthe Accord. And, to contain the risk that stronger 
regulation in major financial centers is undercut by a move to offshore centers, we will look at 
ways to improve supervision ofinternationaUy active financial firms and have proper risk 
controls .and country limits in place for firms that deal with offshore centers. We al~o want to 
explore imposing regulatory capital surcharges on bank lending to countries and offshore centers 
that don't subscribe to our proposed FSSA. I 

IV. LIMITATIONS ON mE FLow OF CAPITAL 

Today's problems are centered onan excessive withdrawal ofcapital from emerging markets. 
However, capital inflows to emerging markets probably were excessive as well, raising the issue 
ofwhether emerging market economies should consider restraints on capital inflows. We 
propose developing a set of principles for policies on capital account openness. This could 
allow lee:way for some types of restrictions on capital inflows for a limited time. Note that we 
are not proposing any public statement o(support for controls on capital outflows . 

. V. EXCHANGE RATE REGIMES 
} 

Exchang'e rate regimes will be a central part ofthe G-7 dialogue on the financial architecture. 
We do not support the proposals that Germany and others wilt press for coordination to moderate 
swings ill exchange rates ofthe major currencies. We believe they come down on the wrong 
side of a fundamental choice between sustaining and reinforcing a market-based system for the 
global ec·onomy, on the one hand, and trying to manage and control markets, on the other. We 
believe strongly in the market-based approach. 

For developing countries, there are two key questions - whether it is feasible for cotintries to 
occupy a middle ground between fixed and floating rates, and how much official support to 
provide to a country that chooses fixed rates. There should be a presumption in favor of 
floating rates for d~veloping countries. We want to explore limiting the amount of assistance 
the IMF would provide to countries defending a fixed exchange rate. This could create strong 
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incentiv"s for countries to float, though it would not prevent countries that wanted to fix their 
rates from doing so, since they could still use nonnal IMP 'facilities. i 

VI. CRISIS RESPONSE 

One oftile most difficult questions is how to involve the private sedor in the resolution of 
crises. We need to strike the right balance between involving the private sector appropriately, 
and steps that would prompt creditors to rush for the exits at the first hint of financhll distress, 
augmenting risks ofcontagion. Our actions over the past year have built up important 
precederlts, i.e. in Korea. in the Paris Club for Pakistan, and now in the case ofBrazil. This is a 
good start at changing perceptions, and we should continue to make such case law and look at 
ways to ·encourage use of. "collective action clauses" in bonds and .incentives to facilitate 
rollover. restructuring or provision ofnew money by private creditors. There will be other times 
when we: may want to provide large amounts ofofficial finance to prevent contagiot;l. Coercive 
efforts to involve the private sector would not be appropriate in these cases. 

I 

The new IMP precautionary facility will allow large-scale lines ofcredit with appropriate 
conditionality. Questions raised by some observers about whether the IMF should act more like 
a domestic lender oflast resort turn on the scale ofthe resources which the IMP can:marslial. the 
tenus it provides - lending freely at a penalty rate of interest or tying money to neg6tiated 
conditionality and prequalification. We believe that the negative aspects ofbavi~g the Fund 
ad as it true lender oflast resort outweigb its benefits. However. we will continue to explore 
options to secure more resources forthe Fund on a contin~ency basis. 

VII. SOCIAL SECTOR 
, 
I 

We are developing a set of principles of good practices in social potiey to protect1the most 
vulnerable segments of society against economic shocks and provide a guide for poVcy choices 
that coniribute to longer-tenn growth and development. We should work to have th~se adopted. 
including as part ofconditionality inMDB lending, and we should ensure that·social programs 
are not cut disproportionately when governments undertake fiscal adjustment. . 

VIII. INSTITUTIONAL REFORMS TO CARRY FORWARD THE AGENDA 

We also need to make sure that the IFIs can operate effectively and implement the changes we 
have outlined. One important gap is bringing together the worlds of the IFIs and the financial 
regulatoX'S. We have called for creation ofa Financial Stability Forum to better coordinate the 
work ofthe international regulators, the IFIs and national financial authorities. Bundesbank 
President Tietmeyer has recommended this basic approach to the G-7. We also want to make 

, ' I 

sure that proposals to redraw the lines between the IMP and World Bank or strengthen the 
Interim lmd Development Committees strike the right balance between shooting for 'a clean, 
rational structure and preserving our ability to achieve our objectives. Finally, we ~ant to look at 
spinning off the financial sector development activities ofthe IFIs into a separate new joint 
venture ,:!ntity to enhance surveillance. 

/ 
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DEPARTMENT OF THE TREASURY 


WASHINGTON, D.C. 


UNDER SECRETARY 

~rch \.6, 1999 

ACTION 

MEMORANDUM FOR SECRETARY RUBIN 

FROM: 	 Timothy IF. Geithner /ffi.-. 

Under Sec~tary (International Affairs) 


SUBJECT: 	 Global Leaders' Meethig on Financial Architecture 

ACTION FORCING EVENT: 

At your meeting with the President to prepare for the visit ofPresident Chirac, he asked us to 
prepare a P!oposal for a leaders' meeting on financial architecture issues. i 

I 

!RECOMMENDATION: 
!=og:lJ

That we forw~e attached proposal to NSCINEC. 	 ~I 
i 
I 

Agree _~ Disagree ...:.-- Let's Discuss __ ~liT 
BACKGROUND/ANALYSIS: 

'The attached paper, put together by the task force, considers several options for timing and venue 
and participation. It proposes a three part agenda: building political support for implementation 
ofreforrns, human and social aspects offinancial crises, and economic relations between 
industrial and developing nations. Even ifhosted by the U.S., the meeting could be leo-chaired 
by the chairs ofthe G-7, the Interim Committee,and the Development Committee (Germany, 
Italy and Thailand). 

cc: DIS Summers 

I 

I 
I 

, I
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'\ . 
Global Leaden~ Meeting 

Issue: A meeting ofworldwide leaders would provide political support and oversight of the 

financial architecture process, and be an important stimulus to the implementation phase. 


. . . ,. 	 i . 

Recommendation: That there should be a meeting: With agenda, timing and venue,~ and 
participation selected from the options delineated below. Regardless of who hosts tlie meeting, it 
could be co-chaired by the chairs of the 9-7. the Interim Committee, and the Develo~ent 
Committee (Germany, Italy and Thailand, respectively). The discussion might focus Onbuildiri~ lur. 7. 
political support for implementation of reforms, on the huriIan and social aspects ofpnanciaI tifr ( 
crises, and on development and economic relations between industrial and developing nations, 
with one of the co-chairs handling each issue. i 

. . 	 I 

• 	 building political support for reform during non-crisis times -- particularly the reforms' 

. agreed to at June's G-8 Summit in Cologne; . ... ! . 


;------------~------• 	 ameliorating the human and social impact ofcrises; and 

• 	 de~p'!;; issues and advancing econo~c relations between industrial and developing 
nations, e.g. by promoting trade and investment. . i 

i 
These would allow the meeting to provide impetus to the implementation phase, to discuss· 

broader concerns, and to provide appropriate attention to the special problems ofthe:poorest. 

Other items that could also be discussed include: . 


l or1 ~ ~ 1Jr:.,....
• 	 further steps to promote development· 

l..J or d. ~ I .J. ()7T .> t-.., ~.:,) . 

• csso 0 be learned from adjustment under crisis; and 1-1";/_I(..r-, . 

'.... ~7 ,/.. capital flows and their effects . 
I .., I(J'.." • 

I 
Timing/Venue. The meeting should take place after the Cologne summit, at which the G-8 

leaders will announce most ofthe substantive decisions on ,architecture. This suggests three 

basic pos,sibilities, one during the summer and two in September: I 


I 
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, 	 Du:ring the Summer, with Germany hosting in its role as G-7 chair (in Germa~y): both 
the timing and venue for this option would ~~ ~e meeting most directly to t1?-e Cologne 
sunnnit, thereby most effectively building on its momentmn and perhaps providing the 

. strc1ngest impetus to implementation. Leaders would need to make' an extra trip, 
hovvever, and German organization mightbe overstretched. II 

~ : 	 I 

.. 	 Immediately following the September 12113 APECLeaders' Meeting (in New Zealand): 
APEC participants could invite additional leaders to join them to discuss archi~cture. 
This would obviate the need for an additional architecture element within APEC, 
although it would detract somewhat from that summit. It would also eliminatd the need 
for additional travel by APEC leaders, but the logistical challenge ofhosting ~th 
me()tings could place a heavy burden on New Zealand. The need to invite all-APEC 
members would constrain participation chQices. 

, 

Arou.nd the time ofthe September 28-30 IMFlWorld Bank annual meetings (in!the U.S.): . 
this timing best justifies a U.S. site, allowing us to host and better control the ~eeting 
although at the same time probably exacerbating concerns about U.S. domination of the 
pro{;ess. The meeting could be held either in Washington or at a pleasant, mOn::: intimate 
site. Leaders would have to make a special trip. 

ParticipatUm. A successful meeting should include the world's largest economies, th~major 
debtor and l:rreWtor countries, and those that were at the center of the recent crisis. At the same 
time, it should be small enough to allow true discussion and should minimize, to the e*tent 
possible, the offence caused to uninvited countries; One way to do this would be to iny-ite 
countries in an existing group, although none isjdeal. We see three workable approa~hes 
(stimInarized on the attached chart): ' . 	 . 

~IG-33": The existing dialogue process has producedtbree groupings offinance 
" ministries and central banks: the original G-22 that met last April, the "G-26n ~to which 

it grew (which met in October), and the "G-33" participating in this year's G7-led 
seminars. This group includes all ofthe countries that are important for the process. 
Ho",rever, its ad hoc nature, along with the fact that it was picked by the U.S., reduces its 
legitimacy. The group is also somewhat larger than optimal. 

I 
" I 

Intetim Committee (proposed by France): The IC. is built on constituencies, so virtually
I 

the entire world is represented either directly or by proxy. The Committee's membership 
is unappealing in some ways, however: Africa, Europe and the Middle East are; 
overweighted while Asia is underweighted. Conceivably, the mix might be strengthened 
by inviting each lC. constituency to send one member, although not necessarily the chair. 
It is :not clear that we could influence these choices, however, so ,improvements ;would not 
be af;sured - although fierce internecine conflict surely would. " 

APECPlus: If the meeting is held on the fringes of the APEC summit, all ofthb APEC 
heads would need to be invited. Combining them with the Interim Committee qr G-33 
groups yields attendance of38 or 40~ with Asia overrepresented The inc1usion:of APEC 
member Taiwan could pose diplomatic problems. . 

I 

I 
'" 
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Interim 
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0-7 0-7 0-7 0-7 0-7 
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Korea 
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China 
Hong Kong 
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Singapore 
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I China 
. Hong Kong 

India 
Indonesia 
Korea 
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Singapore 
Taiwan 
Thailand 
Vietnam 
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China I 
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Russia 
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Poland 
Russia 

Poland 
Russia Russia 
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Poland i 
Russia I 
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III 
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Algeria 

Gabon 

Saudi Arabia 
South Africa 

UAE 

Cote d'Ivoire 
Egypt 

Morocco 
Saudi Arabia 
South Africa 

Cote dtIvoire 
Egypt 

Morocco 
Saudi Arabia 
South Africa 
Turkey 

Algeria 

Gabon 

Saudi Arabia 
South Africa 

UAE 

, 
i 

Cote d'Ivoire 
Egypt i 

I 

. Morocco , 
S~udi~bia 
South A.f'Iica 
Turkey 

• Approximation ofbest possible outcome from allowing each IC constituency to select one 
representative. Would not be guaranteed. although intra-constituency conflict would. I 
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DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C. 20220 

April 6, 1999 
ACTIO~ 

MEMORANDUM FOR SECRETARY RUBIN 
DEPUTY SECRET ARY SUMMERS 

FROM: 	 Caroline Atkinson ~ 
Senior Deputy Assistant Secretary (International Affairs) 

SUBJECT: Proposal for Special Heads' Architecture Meeting 

Attached is a revised version of the heads memo and paper (for an NECINSC discussion), 
following our meeting yesterday afternoon. The paper suggests the five topics you putHned, and 
lays out three possibilities for attendance, and the two basic structures we discussedl a fonnal 
summit and a less formal retreat. •

I ' 
I 

i 

cc: 	 U/S Geithller 
iVS Truman 
DAS Medish 
I)AS Zelikow 
DAS Schuerch 
Bob Boorstin 

I 
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DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C. 

,: " 

SECRETARY OF THE TRE,ASURY 

April 7, 1999 

MEMORANDUM FOR GENE SPERLING 
SANDY BERGER 

FROM: Robert E. Rubin ~"~' \l 

SUBJECT: Proposal for Special Leaders' Meeting on Economic Architecture· 
~ 	 ;. 

I 
The President asked us to prepare a proposal for a leaders' meeting on fuiancial architecture .. 

The attached paper sets out our ideas for such a meeting. The paper discusses two possible 
structures -- a formal summit or an informal retreat -- and lays out three possibilities for 
attendanc:e. It suggests four topics to be discussed: . : 

• r({orms of the international financial architecture; 

• m.anaging economic integration and the challenges ofdevelopment;
'!> • 

• the human and social impactof crises; and 

• tile politics ofreform. 


Ifyou find these suggestions helpful, this paper might serve as a basis for a broader discussion. 

. 	 ! 

cc: Secretary Albright 



Special Heads' Architectur.e Meeting 
I 

. 	 I . 

Issue: A meeting of representative worldwide leaders on globalization would provide political 
support and oversight ofthe financial architecture pr?c<:ss, be an important stimulus to: 
implementation of reforms, and provide an important forum to build support for continued efforts 
towards building openness and market-based solutions. . 	 i 

. 	 I 

Recommeindation:' That the U.S. offer to host a meeting as suggested below. 

, 	 I 
DiscussioIl: The meeting, perhaps in the fall, could make a valuable contribution to $e fmancial 
architecture process, as another step in the development and implementation of reforms, and could 
also address other economic issues ofglobal concern. Broad consultation is needed toipromote 
consensus on how best to manage globalization so as to reap its full benefits for grO~, while 
minimizing the risks. We should, however, avoid creating expectations ofdramatic new' 
announcements. Given the complexity and scope ofthe architecture agenda, some reforms win 

. have already been implemented at the time ofthe meeting, some will be underway, anq. some will 
likely not have begun. The totality ofthese changes willbe substantial. 

There have: been several other proposals for a leaders' meeting, including one by French President 
Chlrac, who has offered to host. We would want to manage the structure and outcomei of any 
meeting, however, which suggests that we should host it. The meeting could be co-cluilied by the 
President and the chairs of the G-7, the Interim Committee, and the Development Comttee 
(Germany, Italy and Thailand, respectively), with one chairing each session. Decisions need to be 
'. 	 I 

taken in three areas: format (whether the meeting should be a: formal summit or a less formal retreat, 
which in tum is connected to the likely outcome and follow-up), agenda, and participation. 

F01'1IUlt 

We see two possible formats for the meeting, ofwhich we recommend the first: 
I 

• 	 .L,*lders' Retreat: leaders could discuss the issues relatively informally, and dould issue a 
short document laying out their vision, perhaps framed as a manifesto for the global 

I . 

economy ofthe 21 lit century. This format would probably lend itself to a more interesting 
dis(:ussion, and itS relatively ad hoc nature would make institutionalization of the meeting 

I 

somewhat less likely, although some may be frustrated by the lack of an actiontriented 
outl:ome. . 

• 	 FonDal Summit: this would be a more tightly-controlled meeting, with a designated 
speaker followed by a period ofdiscussion on each topic. At the end, leaders Would release 

. 	 I 

a communique outlining their conclusions, and perhaps including a work plan for addressing 
the challenges they identify. The formality ofthe Summit could lead to a more:stilted debate 
and could raise expectations ofa dramatic outcome ~d of follow-up meetings in future. 

! 
I 
I 

1 

" 




Agenda 

We recommend a four-part agenda: 
: 

• 	 refotms ofthe international financial architecture; 

• 	 managing economic integration and the challenges ofdevelopment; 

• 	 the human and social impact ofcrises; and 

• 	 the politics of reform. 

Participation 

Selecting participants could be quite difficult since we want to keep the group relatively small while 
still inviting all ofthe key countries -- the major debtors and creditors, and those that were at the 

I 

centers ofthe recent crises. We also want to minimize the offense to those who are excluded; this 
will be particularly sensitive because of a likely perception that the meeting could become 
institutionallized rather than be unique. I 

I 

One way to minimize any resentment is to select members from an existing group, althbugh none is 
ideal. The constituencies of the IMF and World Bank (whose memberships differ, but only

, 	 I 

slightly) pr()vide a useful starting point, since virtually the whole world is represented. ,Using the 
constituencies as a basis also raises some problems: the struct:ure overweights some regions 
(Europe, Africa, and the Middle East) and underweights others (Asia and Latin America), and each 
combination of the constituency chairs (which vary between the organizations, and between their 
boards and committees) omits some key countries. ( I 

The attached table summarizes three possible options: 

• 	 flG-8 Plus": ifwe choose to keep the meeting to a limited group ofthe countri~s that we see 
as most relevant, we might invite the G-8 leaders along with the heads ofeight ~ twelve ' 
important developing nations, which we would select lbis would create the ti~test 
meeting, but also probably the greatest discord. It would therefore be important to have our 
G-7 partners reconciled to the list and concept. lbis option would avoid reifYirig the 
exiSting IFI structures. One possible list ofcountries is shown in the attachment. 

I 

• 	 Combined Interim and Development Committees: ,a rule-based approach wo;uld be easier 
to justify. One option would be to invite all ofthe cOl,lIltries that sit on the lMF:s Interim 
Corllmittee and the World Bank's Development Committee. Because ofoverlaps, this 
creELtes a group of31 (the list based on current memberships is attached). This approach has 
t,he advantage ofbeing rule-based, thereby reducing any discord, and ofkeying bffthe 
Development Committee as well as the Interim Committee. Some key countri~s (Korea, 
Me:idco, and Poland) would be excluded and the weighting problem would remain. 

, " 	 I 

2 



I 

• 	 Two per Constituency: another approach would be to invite two members froth each 
constituency that has more than one member (or to invite the constituencies therttselves to 
choose). Ibis creates a larger group, but it partly ameliorates the weighting problem and 
allows all of the key countries to be included. However, ifwe were to make the Ichoices it 
coUld appear somewhat arbitrary to some. .' i . 
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Country Groupings 

"G-8 Plus" (16-19) Interim + Two Per i 
, 

Development Constituency (40) , 

Committees (31) i 

G-7 G-7 
: ' 

G-7 
, 

: 
I 

Australia Australia 
I 

c;
'.6 
'" .g 
.$ 

Belgium 
Denmark 
Netherlands 

Belgium 
Demnark 
Netherlands 

, 

, 

I 
Norway 

Spain 
Switzerland 

Portugal 
Sweden 
Switzerland 

I 
I ,, 
, 

\ 

<'<I 
u
"5 Brazil 

Argentina 
Brazil 
Chile 

Argentina 
Brazil 
Chile 

I 

I 
I 

I 
.~ 

.5 
~ 
~ 

Mexico 

Colombia 
Jamaica 
Mexico 

~ 

I, 
i 

Venezuela VeneZuela i 
I , 

I 
China . China 

Bangladesh 
Chiila 

: 
, 

.~ 
en 
< 

India 
Korea 

India India 
Korea 
Singapore 

Thailand Thailand' i 

.g 

! 
Russia 

\ 

Russia 

Bulgaria 
Hungary 
Poland 
Russia 

, 
I 

I 

I 
i 
! 

'. 
Algeria 
Bahrain 

Algeria i 

, 
I 

Cote d'Ivoire Cote d'Ivoire I 

! 
4) Gabon 

Egypt 
Gabon 

!, 
; 

~ 
~ 

Lesotho 
Morocco' . Morocco 

! 
I 

I 

~. 
< 

South Africa 
Saudi Arabia 
South Africa 

Nigeria 
Saudi Arabia 
South Africa 

i 
I 
I , 

Turkey I 

UAE UAE 
I 

Argentina, Nigeria, ~ 
I 

Poland &/or Thailand I 
I 
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• 	
DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 

Jt.lrE 3, 1999 

. UNDER SECRETARY 

Infonnation 
. MEMORANDUM FOR: SECRETARY RUBIN 

DEPUTY/SECRETARY SUMMERS 

FROM: 	 Timothy F. Geithner If&
Under Secretary (International Affairs) 


SUBJECT: 	 Financial Architecture Report to Leaders 
i 

Attached is the draft ofthe Finance Ministers' Report on Financial Architecture for the Koln 
Summit. This ,is the product of several rounds of detailed discussions on language with the G-7 
over the past few weeks. Aside from the few items stilI in brackets, I believe you will be . 
comfortable with it. There are almost no proposals in the agreed text that we did not initiate, and 
none that we can not live with. As is inevitable, there are some general areas of ambiguity, 
where it v.ras necessary to preserve some dignity for the defeated. 

This report is probably as close as we could have expected to get to the consensus th~t we have 
tried to frame through the Leaders' Statement last October, the papers you have circulated to the 
G-7 and your public statements. : 

Caroline Atkinson, Mary Goodman, and their team have done a great job in leading this effort. 
They deserve -- along, of course, with you two -- all the credit for whatever good has' come out 
of this exercise. 

There are: three issues still outstanding: 

Private sector involvement: My colleagues have all said that their Ministers a~ prepared 
te, live within the framework we proposed and not press in other venues for a more rigid, 
mles-based approach. You will still need to make clear in your meetings that we are only 
prepared to support the text on this basis, and you should elicit a commitment from 
Ministers on this point. 

Institutional refonn: We are still discussing whether there is scope to reach art agreement 
that secures meaningful participation of key emerging market couritries in an1ongoing 
dialogue but does not compromise our objectives on institutional refonn in the IFIs. 

Expansion of Financial Stability Forum: We are still exploring whether we can agree to 
expand the Forum's pennanent membership by the September meetings as w:e have 
proposed. Main candidates are Hong Kong, Singapore, Australia, Switzerlan;d, and the 
Netherlands. 	 ' 

cc; 	 Jim SteinbergINSC 

Lael BrainardlNEC 

Stuart EizenstatJState 

AI Larson IState 
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(; Strengthening the International Financial Architecture 


7 

Report of G7 Finance Ministers to the Kgln Summit, 8 

9 
. ! 

10' 

11 Introducltion 

12 
" 

13 A well-ful1ctioningintemational financial system Is essential to allow an efficient allocation of 

14 global savings and investme.nt. and provide the conditions needed ~o improve world wide 

15 '. growth and living standards in all countries. Recent events in the world economy have 

16 demonstrated that a s1rengihening of the system is needed to maximise the benefits of. and 

17 reduce the risks posed by, global economic and financial integration. i 
[8 

19 Reform. of the International financial architecture will also reinforce the open multilateral 

10 . trading s,ystem. Keeping markets open for goods and capital will make the global,economy , 

21' more res;itient 10 shocks. The benefits and economic opportunities dertv.ed from ope~ markets 

22 '. have'lec! to a significant 'improvement in living standards. in industrialised and lemerging 
. . .' I 

23 economies. We believe the process ofglobalisation offers great additional potential to. create 

14 wealth and employment. 

25 

26 As Finarlce Ministers of the major economies, we are aware of our special responsibility for . 

- 27 Improving the conditions ~or a proper functioning of the international financial and: monetary 

28 system and" in particular, enhancing sound fundamentals neces$ary for exch~nge rate 
, . I 

29 stability. To this end we will maIntain strong cooperstionto promote stability of the 

30 intemational monetary system and exchange rates among major currencies that ~re in line 

3l with fundamentals. 

32 

33 Following ~e remit from last year's Birmingham Summit, we have proposed in cq-operation 

with other countries a number of important reforms to the architecture of the In~ematlonal 
. '" I 

financial system. We believe the initiatives and reforms that have been agreed Yfill make a 
·1 

significtmt contribution to the stability of the world financial system. 

J 
1 

",. 
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37 , 


38 
 In thislrlcreasinglyintegrated global economy, in ~hjch policy responsibility stili lI'es mainly 

.39 with· sovereign states, the challenge is to promote global flnal)cial stability through national 

·40 action a:; well as through enhanced intemational cooperation. All countries, togeth~r with the 

..it intematillnal financial institutions and priva1~ sector financial InstitutIons, must share this 

42 responsibility. 

~ I 

44 This dOE:S not require new intemational organisations. It requires that all countries assume 
I . 

45 their responsibility for global stability by pursuing soul1d macroeconomic Bnd sustainable . ; 

46 exchange rate policies Bnd establishingslrong and resilient financial systems. It requires the 

47 adoption and implemEintatlon of internationally agreed standards and rules ·in these land other 

48 areas. It requires the existing institutions to adapt their rol~s to meet the·.demands bf today's 

49 global financier system: In particular to put in place effective me~h~r;&isms for devising 

50 st~ndard~, monitoring their implementation and making public the result~: to haYS the right 

51 tools to help countries to manage crises; and to take steps to enhance their effectiveness, 

52 ·accollJnt~lbillty and legitimacy. It also' requires the right structure of incentives tor all 
{ , , .. 

5j '. participants In the international financial system - national authorities as well as t~e pri~ate 

S4 sector. 

55 
! 

56. Our over'all strategy Is to identify and put in place policies to, help markets work properly and 

57 . to provide for the public goods necessary. to achieve this objective. T~ls requites public 

.58 authoritiEIS to provide (or enhanced transparency and disclosure, improved regul~tion ~nd 
. , 

59 supervIsion offrnancial institutions and markets, and policies to protect' the most vulnerable. 

60 It also requires that private creditors and investors bear responsibility fo~ the risks: that they 

61 take, and are involved. appropriately in crisis prevention and crisis management.! In thesa 
. I 

62 respects" the establishment of Internationally-agreed codes and standards for policy-makers. 

63 serves both as an incentive for better governance and as a yardstick against which to 

64 measure country risk. 

65 

66 Last autumn, we identified for leaders the need for concrete actions to strengthen the 

67 intematiclnal financial architecture. This report recommends specific reforms, in six prIority 
.'. ... I, 


68 areas:. 


69 


70 - Stren!~thenjng and reforming the international financial institutions and arrangeme'nts 

71 Enhancing transparency and promoting best practIces 

72 - Stren!~thening finanCial regulation in Industrialised cQuntries 

2 
" 
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~7; - Strengthening macroeconomic policies and finani:lal systems in emerging markets, ' 

14 Improv,ing crisis prevention and management and involving the private sector . ' 

75 - Promoting social policies to proted. the poor and most vulnerable. 


76 

, 

77 We believe these proposals will reduce the risk of, and help better manage. future financial 

78 crises. We are committed to, and will monitor closely. their implementation, and will~continue 

7\i to report 'on progress as necessary. Of course, financial markets will c~ntinue to e~Qlve and 
, i ,

80 this is Iik'!ly to require further adaptations of the international financial system in the years 
I 

8t ahead. 

82 


83 


84 A. Stren!)thening and reforming ,the international financial· Institutio~s and 
~ ..

85 

86 

87 The dev.~lopment of global economic and financial arrangements to.: reflect the !changing' 
. . t . l 

88 natura of the world economy is a continuous process. Our aim is to p;romote mor~ efficient 
• I 

89 'international financial institutions and arrangements, In which all relevant InterestS can be 

90 effectively represented. 

91 

92 We agrel3 on a set of principles which should guide this process: 


93 
 , 

94 The IMF and the World Sank have the central iole in. the international econ'omic and, 

95 financial system, and in facilItatIng cooperation among, countries iri these fields 

96 

97 - The International supervisory and regulatory bodies have a crucial role to' play in making
',.

98 the in:temalional financial system more robust. 


99 


100 - The' accountability and transparency oftha IFls and these bodies should be strengthened 

tal ,
I ' 

102 - [A broad range of countries shou;ld be involved in, discussi~ns on how to :adapt the 

103 intemational financial system to the changing global environmenl ] 

lO~ 

lQ5 The constituency based system is appropriate for the governance of the instituti~ns. r The 

lOG flexibility offered by the system could be used if needed to take into account devel6pments in 
. '. I 

107 ,the wand ecopomy. [We welcome In thIs context the review of quota {ornula.]] rT;he system 

3 
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,. 
I 

.... , 

108 should be reviewed to taka into account new developments in the world econom~ and to 

109 provide for appropriate rep~sentation. [We agreed to review the IMF voting system.n 

110 ,! 

lIJ A number of steps have been taken to widen the ongoing dialogue on the inte~national 
112 financial !iystem to a broader range of countries, including the establishment of the New 

113 Agreemerlt to Borrow (NAB) comprising 25 participants; the special· meetings Involving 

114 Ministers and Governors of systemically significant economies that occurred during 1998; the 
.' . . 

liS seminars involving 33 industrial and emerging economies held this spring In Bonn and 
! 

116 Washingt,:m; and this year's Spling meeting of the IMF Interim Committee wtlich was 

117 prepared for the first time by 21 special meetlng of deputies. 

'IlS 

119 The ,new Financial Stability Forum was created to enhance international cooperation and 
. . . 

120 coordination in the area of financial market supervision and ,surveillance. The FOnJrt:' met for 
! 

121 the' first time in April. and agreed to focus initially on three issues: th~ implications of highly 


, 122 leveraged! institutions, orr-shore centres and short-term capital flows. This proces~___wm Include . 


123 participants from other Industrial and emerging economies. We agree that the Forurlt should. 


124 '. [by the time of the September meeting}, [ by the end of the year·l~ be broadened t~ include 


125 several kl'y economies with significant financial centres. in a format that provides fori effective ' 

. I . . 


126 dialogue. 
 .. 

127 ;. I 
I . 

128 [ A number of proposals have been offered for in$fitutiona/. reform including the proposal for 


129 transformation of the Interim Committee into a Council. We are in the process of considering 


130 these issues) . I 

131 


132 We have also agreed to take steps to improve the effectiveness of thelMFand o~her IF!s. 


133 Including bY. . ! 


134 
I 

135 - pursuing enhanced monltorfngof policy commitments while drawings on the Furid remain' 

136 outsbmding but after program conditionality has ended, in order to reinforce Incentives for 

137 good performance; 

lJ8 

139 - 'sharpening the focus or the IFis on sectors where they have a comparatJve advantage, 
, . : . 

140 and broadening their dialogue with other international fora and with the private sedor. 


141 
 Special attention needs to be paid to the specific circumstances of the countryconcemed 
. . I 

142 aiming at encouraging dIrect ownership of the programs; I 


143 

!. 

4 
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- building upon the experience of IMF.supported programmes in the financial criSi~, the IMF 

145 should explore w~ys further to improve IMF surveillance and programmes so ithat they 

146 better reflect the changes In the ~orld economy, in particular potentially abrupt large-scale 

147 cros~; border capital movements. 

148 

149 - enhancing the accountability of the IMF by improving transparency, the decision-making 
\ i ' 


150 procl!dures and the timely flow of information. 
. I 


I 

151 
I 
I 

'132 - encouraging the IMF to continue undertaking systematic evaluations both int,mal and 

153 external of the effectiveness of selected operations programmes, pClllc?es and 

154 procodures. 

155 

156 

157 B. Enhancing Transparency and Promotrng Best Practices 

158 

159 The aViiitabllity of accurate and timely information Is an essential Ingre~lent for 

160 '. well.functJoning financial markets and market economies. Such information is necessary fo~ 
161 market partIcipants and should be-used by them to make good decisions. It also' provides 

I 
l~l greater incentives for policy-makers. to implement sound economic policies. Improved

: ' ", '." " i ' ',' 
163 informatJ.:m will help markets to adjust mora smoothly to economic d~velopments.minimjse 

164 contagion and reduce volatility. 

165 i . , 
166 Significal,t progress has been a~hieved in a" number of area;~ The IMF has made substantial 

, • • ; I" .' " • 

167 progress In promoting enhanced disclosure of economic statistics and indicator~. and in 

ICi8 deve!opl'1g voluntary codes of good practice and standards to ensure appropriate 

IG9 transpamncy of the processes by whieh governments formulate macro~conom;c an~ tinanciaf . 

170 policies: 

171 

172 - The IMF Executive Board approved in March 1999 an expansIon of the Special Data 

. 173 Dissem;nation Standard (SOOS) to provide for a more comprehensive and timely 
. .' I 

174 disclo,sure of data on countries' international reserve positions. The expanded SODS. 

175 which will go int~ effect in April 2000. addresses gaps i~ the origina"1 standard established . 
17G in 19516. Efforts are also being taken through the Inter-Agency Task Force on :Financ;al 

177 Statistics to hal1'T1onize the statistics published on de.veloping and transition ~untries' 
• I 

external debt by the BIS,IMF, OECD,snd the World Bank. and quarterly publi~tlon. has178 

179 begun. 

5 
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i 

181 - The IMF' s Code of Good Practices on Fiscal Transparency has been approved by the. 
Executive Board and was end~rsed by the Interim Committee in April 1,998. An182 

implementation manual, questionnaire, and self-evaluation report have been prepared and 

184- are being disseminated. 
I 

'185 

183 

18G - A draft Code of Good Practicefi on Transparency in Monetary and Financial Policies has 

IS7 been published forc~mment and should be completed by the 1999 IMF Annual Meetings. 

ISS 

189 The IMF has also approved a number of measures to increase transparency In, member 

190 countries:' economic policies as well as'its own operations, including: (i) greater use:of Public· 

191 Information Notices to provide information on lMF policy issues; (ii) procedures for th~ release 

192 of Letter:s of Intent, Memoranda of Economic and Financial Policies, and Policy Framework 

193 Papers that underpin IMF-supported programs; (iii) publication of the Chairman's statement 

194 follOwing Board approval or review of members' programs; and (Iv) a pilot project for the 

195 voluntary public release of Article IV staff reports. In the WorId Bank, Country Assistance 

196 " Strategies, which set out the m~jor deve:l~pment challenges of individual countries ~nd guide 
. I 

197 the Sank's fending programme. will In principle be made public as of July 1999. 

198 

199 Transparency of the private sector is: of partlcular importance to the orderly andefficlent 

200 functionitlg of financial markets. Tlie Basle Committee, 10SeO, and the IAIS have 
I 

201 established Core Principles for supervision In their respective areas of responsibility.Vah,lable 

202 actions in this area also include 10SCO's issuance of Disclosure Standards to IFacilitate 

203 CrOSS-B(lrder Offerings and Initial Listings by Murtination~1 Issuers. The CommiU-.e on the 
. . . i ' ' 

204 Global Financial System (CGFS) is reviewing ways to impro~e marketdlsclosure, i~cluding a 

205 model template for public disclosure of their exposures and risk profile by institutions! engaged' 

206 in tradinu. investment and lending activity. both regulated and.unregulated. Further work on 

207 this issl.,u~. involving other r~Ievant authorities, was supported in the FInancial Stabili~ Forum. 

208 , 
I 

209 We support and commend the efforts being taken by private sector bodies to: enhance 

21.0 transparency. We welcome the completion by the International Accounting Standards 

211 Committee of its core set of international accounting standards, and we look forward to 
I 

212 lOSCO, lA'S and the Basle Committee completing their reviews. We urge all those involved 

213 in .settin!~ accounting standards 'to work together so that high quality accounting standards 

214 can continue to be developed and agreed internationally. 

213 
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With considerable progress already having been made in the development of standa'rds and 

217 codes of good praetice, the key challenge "low facing the international community is to . . 
218 encourage: implementation. We attach high priority to the following steps: . 

219 
i 

220 - ·Wlder l::ompliance with the SODS by countries with access to the international capital 
.' I . 

market:i, wider agreement on specific SODS standards for reporting of extern'al debt. 221 
, 

addition of indicators of finan~ial ,edor soundness. and efforts to promote greater public 122 

awareness of, and use of. the information conveyed by the SDDS, 

224 

225 - Steps further to increase transparency in the IMF's :own operation and Its member' 

223 

" I 


226 countril~s' eConomic policies, including the greater releass'of Board documents. 
 i 

221 !, 
I 

228 ,- Developing a system for surveillance of implementation of the codes and standar;ds, built 

22.9 on the Article IV process of the IMF, involving close collaboration wi~h the World Bank and 

230 the standard setting bodIes. To this end, we calion the Fund to develop a mechanism tor, 

231 coordiriating this liaison, and to report on the effectiveness of the Articl~ IVprocess as a 
. , . ! 

232 ", 'means of monitoring and encouraging adherence to standards. Country adherence to' 
, " 

233 standards should also be used in determining Fund conditJona/lty., 'I 

234 
" 

235 - Systen1atlc incorporation of information on a country's observance of transparenCy 

236 sta~dards in the Fund's regular Article IV surveillance reports, as well as in special reports 

237 on country transparency practices prepared by the ~t~ff. We are encourage~ in this ' 
, , " , I 

2.38 respect ,that, experimental transparency reports have already been prepared by the Fund 
, " . . , ,'" I ' 

239 staff, and that countries have engaged in pilot self·assessments of their own transparenCy . 
240 practlc:es. We look to these reports to be extended to form an integral part of the Article IV. ' 


241 surveillance process. 


242 


243 - Continued ,efforts. towards implementation of the Core Principles established by the Basle 
, I 

, 244 Comrrlittee, IOSCO, and IAIS, including in the context of the Core Principles Me~hodology 

245 Working Group and' with appropriate involvement by the'IMF and World Bank. I 
246 

I 

247 Move!; by our regulators to consider a country's adherence to' the range of relevant 

248 intemliltional standards, including international standards for banking supervision, as part 

249 of the prudential criteria used when conSidering market entry by foreign banks. 

250 

251 - Reco~lnising the importance of providing a sufficient degree of transparency by ~II market 

7 
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particip.ants, steps should be taken to improve transparency by aU market participants. 

253 including steps to .Improve the qualitY and timeliness of public disclosu~ of direct ~aterial 
exposure to highly leveraged financial institutions, and of relevant information by highly254 .., : . 

255, leveraged institutions. We look forward to the work of the Financial Stability Forum. on this 
I 

256 issue. 

257 , 
I 

, I 
258 - The ongoing efforts· by loseo to review the advisability and feasibility of imposing 

I 

259 transpa.rency and disclosure requirements on highly leveraged institutions. I 

260 

. 261 - ComplEltion of the work of the CGFS on reporting of agg'regate positions and transactions . 

262 in forei,~n exchange markets. 

263 
. . 

264 -, Measu,'es to induce off-shore centreS to comply with intematlonallyagreed standards· and 
. , 

265 codes in the area of transparency and supervision. We look forward to the worr of the 

266 Financial Stability Forum on this issue. . I • 

267 
i 

268 - The OI:CO's recently-appl"6ved core principles on corporate governance, and th,e Wond 

269 Banks 'continuing work with the OECO and other international institutions to encourage the 

270 broadest possible adoption and implementation in emerging market and ipdustrial 

271 countr;ies. 

272. ~ 

273 - Compilation of the'various financial and economic policy standards and best practices into 

274 a comrnon reference SlJch as a compendium on intematlonal financial and econorriic policy. 

275 standards, through which countries could artIculate their intention to Implement the various 

276 standards and best practices. 

211 

278 

279 C. Strengthening financial regulation in industrial countries 

280 . . i 
281. The past two years have reminded us that investors and creditors often tend to unde~estimate 

282 risks as they reach for higher yields. ·10 periods of market euphoria, market participants can 
. . . 

283 make credit and investment decisIons that might not otherwise have been made. In hindsight, 

284 the failures on the part of lenders and supervisors in the major countries include poor risk 
, ! 

285 management practices, inadequate information as well as inadequate attention to available 
., I 

28G informaticm, and capital standards that provide unintended Incentives to lend I to risky 

287 borrower.s. Such excessive risk taking, combined with high degrees of leverage, ca~ magnify 

8 
., 
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the negati'l8 effects of any event or series of events. I 

289 
, 

I 
I 

290 Measures to Induce creditors and investors to act with greater discipline (Le .• to analyse and 
- ~ 1 

291 weigh 'risks appropriately in their lending and investment decisions). should aim at avoiding 

292 excessive leverage and encouraging more prudent assessment of the risks assoclJted with 
, . I 

293 lending to emerging markets. In addition to the measures o~ transparency 5~t out a9ove. we 

294 have idenl:ified three critical areas that should be addressed by industrfal countries.:.1 .' 

295 
I 

296 - Imprcvi:ng risk assessment and risk management. Measures to induce creditors and 
'. '. 1 

297 Investors in industrial countries to act with greater' discipline can dampen Investors.' 
, 

298 tendency to underestimate risks in good times and exaggerate them in bad time" These 
. . I 

299 measures can take the form of Increased supervisory oversight of firms' risk man~gement / 

390 practlo:!s, and strengthened capital adequacy. 
" " 

301 

302 - Asses!:ing the implications for supervisors and regulators of Highly Leveraged Institutions 
, I 

303 (HLls). Leverage can playa positive role, but problems can arise when excessive leverage 
. . " .'. 1 

304 -, is acc1)mpanied by excessive concentration of risk, In addition, concerns have been 


. 30S expressed about 'the activities of HLls with respect to their impact on market dynamics 


306 generally and vulnerable economies ;n particular. . : '".' I .: 

307 

308 - EncoUl'Gging offshore finanCial centres (OFCs) to comply with intemational, sta:ndardS. 

309 Financial market participants need to compete on a le~e! playing f1~ld. Therefo~. as .we 

310 contlnue to strengthen our own regulatory standards, it will be Important for IbFCSto 

311 streng~hen theirsupervisory systems and standards.. . . 

312 
, '. .. .'. I 


313 A substantial amount of work has already been undertaken.: In particular, in,January 1999, the 

, . , . I· 

314 Basle Committee promulgated guidance on sound practices for banks in relation ito HLls, . 

315 IncIudihg credit analysis practIces, and the development of more accurate ~xposure 

316 measures. The sound practices arsoinclude setting meaningful overall credit limits itor HL1s, 

317 and monitoring credit exposures relating to HUs. I 
t

318 i 
319 On risk assessment ·and rIsk. management, the existing work of the 8asle Committeei' provides 

320 a useful startfo'r further work in this area. More work is now required: 

321 
i 

322 - We. welcome the Basle Committee's recent agreement on proposed revisio~s to the 

323 capitel1 Accord to make it more sensitive to risk, including credit risk Involv~ in llending to 

9 
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emer!~ing· markets and in short-term lending, and reflecting compliance with jnt~rnational324 
. .. ... 

J2S standards such as the aDOS and Bas[e Core Principles. We welc9me the Basle 
• . i 

326 Comri1ittee~ intention 12 consider broader revisions to the existing system of msk":based 
. " . I 

32.i capit~11 regulation, taking into account changing ~arket practices. . ' 

3Z8 , . 
329 - We E:ncourage private firms to strengthen their own r;isk management practices. In this 

regard, we note that the Counterparly Risk Management Policy Group will 500:n issue a 

33i report on strengthened risk management practices. Once issued; we call on national 

332 

.330 

authorities to consider whether to endorse these recommendations .. 

333 
. . , I 

. . I . . 

334 - National authorities should ensure that banking institutions in their countries i,mplement 
. " . I . •. 

335 adequate risk management practices in accordance with the recommendations set forth in , 
336 the Basle Committees January 1999 papers on HLls.. 

, 
I 

• I337 

338 - We Vlrelcome the efforts of loseo to strengthen risk management practices for!securities· 
, , , 

339 firms in relation to HLls and to consider other measures to limit counterpany risk In 

340 '. dealit1gs with HUs. , 
,. , 

341 

342 On highly-leveraged institutions, ~ look folW1lrU to 111. work of 111. ~.w F1nanci~1 Stability 

343 Forum 'on a number of Issues, Including systemiC issues 'relating to market: dynamics 

344 generally and vulnerable economIes in ·particular .. Consioeratlons should be broa'dly based . . ~ ..I . 
343 and encompass the whole range of available measures, in.eludlng of the pros a~d cons of 

346 Indirect and direct'supervisolY approaches as well as of enhancing transparency by!improvrng 

347 reportin!~and disclosure. 

348 
. . I 

349 Special requirements are demanded by the supervision of complex. intematlonally a,ctive 
. . . I 

350 financial organisations. The Joint Forum on Financial Conglomerates has done valuable work 
. . 

3Si on the development of principles, regulatolY techniques and other guidance for me~tin!iJ some 

352 .of the lTiost significant regulatory challenges arising from the emergence of intematipnally 

353 active financial conglomerates. In February 1999 its parent organisations, the ~aslei. 

354 Committee, IOSCO and IAIS endorsed and released a package of papers dealing WIth, 
I 

355 among other things, techniques for: 

JSG 
v 

357 assessing the capital adequacy of con~lomerates, I 
, I 

358 - facilitating the·exchange of information among sllpervisors, including the identiflcation of 

359 co-ordinators, 

10 
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360 - facilitating co-ordination among supervisors, and 

361 testing the fitness, and propriety of managers, directors and major sh,sreholders of ;con

362 glomerates. 


363 
. .' 

364 Some offshore centres have already taken measures to enhance home country sup~rvision. 

365 However, not all countries have yet taken such measures. Moving forward, we hope the , 

366 foHowlng will occur: 


367 


368 - Countries with close relations with OFCs should exert pressure on those JurisdiCtions to 
I 

369 comply with international standards. I 

370 i 
311 - As noted above, the Basle Committee should link risk weights t'o compliarlce with 

312 intemational standards. 

373 . I 
374 - IOSCCt and 8ssle-sponsored working groups shoUld make membership inthei~ bodies 

. . I . 

375 contingent on progress towards implementation of intematlonal standards. I 


I316 ! 
377 - The Financial Action Task Force should take concrete steps to bring OFCs, and I under

373 regulat.ed BlJ.d non-cooperating jUrisdlc1ioma, into compliance with the 40 recommerdations 

379 against money laundering and to protect the intemational financiai community from the 

380 adverse impact of those that do 'not cOmplY.' 
381 

. i 

382 - More generally, we look forward to the work of the Financial Stability Forum on OFCs. 


383 
•. . I·. . I 

384 In writing this report we took account of the reports of the G7 Financial Experts Group on 
. , ,I 

385 Supervision and Regulation in the financial Sector and the G7 Working Group on Financia( 
.'.~ , i . 

386 Crime. I 

!387 


388 

( . , 


389 O. Strenuthening macroeconomic palicies and financial systems in emerging m~rkets 


390 

. 391 Recent financial dises have demonstrated the need to strengthen economic fund~mentals 
392 and financial systems in emerging economies: This is essential not only to improve economic 

393 welfare itl these countries, but also to help create an environment conduCive to intemational 

394 economi/: and financial stability. While large-scale international capital flows have prqvided an 
. I 

395 important contribution to the development of emerging economies, they have also : changed : . 

11 
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396 the nature of risks facing those countries: weak macro':economic policies and lfinancial 

397 infrastructures can be penalised more 5ever~ly and more suddenly py investors. f" broad 

398 internatIonal consensus has recently been formed on a number of issues: 

I399 

400 - Countries need to pursue sound macroeconomic policies, inc1u~ing:sustalnable ~ch~nge 
401 rate regimes and prudent fiscal policies. They should adhere to so~nd principles of debt 

I 

402 management. A high.priority should also be given to strengthening emerging economies' 
! 

403 finandal sectors and supervisory regimes. 

404 

405 - SOmE! emergin~ economies have· sought to achieve exchange rate stability by ,adopting 

406 peg regimes against a single currency or a basket of currencies, often in the sam'e region, 
~: i 

407 of cCiuntries with which they have the closest trade and Investment links. Countries 
, . , 

408 choosing fixed rates must be willing, as necessary, to' subordinate other policy; goals to 

409 that (,f fixing the exchangE! rate. If countries choose fixed rates, recent history Isuggests 

4 Ii) that ,arrangements institutJonalising that policy can be useful to, sustaining 31 credible 

411 comrnitment to fIXed rates. 
I 

412 " i 
413 Then! are particular risks and vulnerabilities associated with exeessive s,hort·term 

414 borrowing, particularly in foreign currencies. Where problems have developed, there have 

415 often been important and unwise policy' biases in favour of short term capital flows. 
, '." , , "'" ' , " ' ,', ,I ' ' 

416 Countries should avoid exeessive accumulation of short-term debt. maintain an 

417 apPf'J:>priate' structure of liabilities, and seek to ellmlna~e' biases iii favour of Jhort-term , 

418 borrOWing. 

419 
I 

420 - Capital account liberallsation stio~ld be carried out In a careful and wen-s~quenced , 
" 

421 manner, accompanied by a sound ,and well-regulated financial sedor and by a consistent 

422 macroeconomic policy framework. 

423 

424 - The use of controls on capital inflows. may be justified (or a transitional period as; countries 

425 strengthen the institutional and' regulatory environment in their domestic;, financial 
- I 

426 , systems. Where financial sectors -and supervisory regimes are weak, safeguards may be 

427 appropriate to limit foreign currency exposure· of the banking syst~m.: More· 
428 comprehensive controls an inflows have been employed by some countries as a:I means to 

, • I . i 

429 shield themselves from market pressures, Such steps may carry costs and sh?uld not in 

430 any ease be used as a substItute for reform. In addition to these ccnslderation~, controls 

431 on (;apital outflows although can eany even greater long term costs. They have not been 
, ' ,I 
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. I 

-132 a lIer.f effective policy instrument and should not be a substitute for poli~ reform. 

Ialthough they may be necessary in certain exceptional circumstances. 433 

434 

4]5 We agreE! that emerging economies themselves must take the lead in strengther;ling their 

4JG eCOnOmiE!$ and financial systems. In addition: , 

1131 
. . 

438 - It is ctur objective to help emerging economIes adapt their policies and organisations to 
. .. ! ' i 

439 . those required 10 participate fully In the world economy.: 

440 

441 - The ~Fls and other i~ternational bodies shoul~ enhance their cooperation in! terms of 
• I 


442 givin" useful advice and assistance to emerging economies. I 


443 
, 

i 
! 
, 

; 

444 Num.erous countries will need technical assistance if standards of best practice are to be 


445 implemented without delay and effective'supervlsion is to be achieved. As there is o~ly a 
. . 

.446 limited number of experts available both in national authorities and in international : 

447 organisations. we call on Financial Stability Forum to consider methods to Improve tne 
448 coordination ot technical assistance, fnCluding the possibility of establl~hing a cleari~gr, 

449 mechanism for this purpo~e at the International level to ensure that technical assistance is 


450 co-ordinclted and to make best use of all available resources. 


451 


452 


453 ExClhan!~e rate regimes ,454 I 
455 . Further work is needed on appropriate exchange ra1e regimes for emergi~g market 

. .. ., I 
456 economies. The choice of exchange rate regime is critical for emerging economies to achieve 

. . I ' 

457 sustainable economic development,:and· also has important impliCations for ;the wcrtd 
. • . I . 

458 economy, including in the context of large-scale official financing. In this context:. 

459 

460 - We eigree that the most appropriate regime for any given economy may differ,'depending 
I 

. 461 on particular economic and other circumstances, and that stability depends on the 

462 exchange rate regime being backed by consistent macroeconomic' policies andl supported 
I, I 

463 by robust financial systems. : 

4G4 
I 

"6:5 We ngree that the international community should not provide large-scale offici~1 financing 

1466 for a country intervening heavily to support a particular exchange rate level, except where 
• , I • 

467 that level is judged sustainable anq certain condition's have been met. such a~ where the 
I 

, 
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'. '. I 
4G8 exchan!~e rate policy Is barked by a strong institutional commitment and by cor'istent 

domestic "policies. 469 

470 

471 - We enc:ourage the IMFto contin~e its work in this area and to enhahce the att~ntion it 

472 gives tel exchange rate sustkinability in the context of its surveillance activities, giving early 

473 waminEls and advice to couhtrles .moving to~rds unsustainable positions 

414 

475 J 
,I

476 Financial systems 

477 
. (. 

47& Further efforts are needed to strengthen financial systems in emerging markets: 

479 I .' I 

480 - We cClmmit ourselves to enhancing our cOoperation, together with the IFls and irelevant' 

481 . intem~itional regulatory b~dieslto promote improved financial supervision in ~mergin9 
48Z economies. I 
483 . 1 . 

484 '. The IMF and the World B.ank should coordinate their advice to emerging econJmles, in 
I I . ": 

4SS . particular in the area of financial sector reforms. As part of policy reviews, they should 

485 enhance surveillance ove~ tHe broad range of policies now understood to be ~eial to 

487 financial stability. countriJs should be encouraged to demonstrat~ their commitment to 

488 making rapid progress toJards full compliance with existing intemational codes Js part of 
I . I 

489 IMF and World Bank conditionality when the IFls extend loans or credits. . 

490 . . I, . . '.. . ... I 
491 - We welcome the establl~hment()f the Financial Sector Uaison Committee (FSLC) In 

I 

492 September 1998, and the IMF - World Bank Financial Sector Assessment Programme. 

493 (FSAJ), enhance effectiv~ collaboration betweer:"! the Fund and Bank in this ~rea. The 

494 breadth and pace of thesJ efforts need to be increased, by more effectively integ~at[ng the 
. I. i 

495 effort~s and operations of the two institutions in the financial sector, also drawing on 
I • ,1 

496 relevnnt expertise in nstiohal and international regulatory and supervisQry bodies. We eall 

497 . . upon the Fund and the B~nk to prepare a joint report on their progress and on ~roposal.s 
498 to meet these objective~ by the time of the Annual Meetings in Septemb~r. These 

499 propelsals should aim to Jrovide more effective organisation and deployment of .:esources 

500 to improve crisis responsie, the design and delivery of financial-sedor program~es,and
I 

501 technical assistance for member countries. 

502 

503 
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504- - We welcome commitment,s given by the emerging economies of Asia and Latin ~merica 

50S in various fora tq take th~ necessary steps towards implementation ,of the Ba$le Core 

Principles for effective brnking, ,supervision. We call upon the govemments ;o( other506 

countries to make every effort to ensure that by 2001 plans are In place to Impfer:nent the 

508 

507 

Core Principles. The core ~rinciPles of loseo and IAIS should also be imPlementrd by all 

count.ries without delay, 

510 

511 - Governments should narr?w the scope of their guarantees of private obligations jso as to 

509 

i 	 ' , 

512 make sure that creditors do not lend to private entities with the expectation that 'they will ' 

513 be pr"C:ltected from adversJ outcomes. Those guarantees that are provided ;;hould:be clear 

514 and. lransparent: non.bahk financial institutions that fall outside the scope' IOf such 
. 	 . I .' 

S15 regulution should not be cl,vered by explicit or Implicit govemment guarantees created for 
. I 

516 the b;anking sector. ! 
517 

518 

319 Capital flows 

520 ,I 
521 We encourage the IMF to con.ttnue its work on the appropriate pace and sequencing of capital, 	 . I 
522. account liberali.sation, and to ~xplore further issues re/atedto the Fund's role In facilitating an. 

523 orderly approach to such IIbJralisation. In this context, particular attention should b~ paid to 

524 eliminatirig policy biases i~ favour of short-term capital flows, particularly I~ foreign, 
. I:: . I 

525 currencies, and promoting sound debt management pollci~s. The IMF .should alSr further 

526 refine its analysis of the expe~ence of countries with the use of capital controls. In this regard, 
I " I 

• 	 527 there Is u strong case for further studying the benefits and costs of market-based ~rudentiaf 
:528 measure.s aimed at curbing ~xcessive capital Innows, including those used by th~ Chilean 

529 authorities in a recent past. ,," i 
530 

, 
jJl We Call on the IMF and other relevant institutions to cooperate with national authorities to I 	 ! ' 
532 create a better system for monitoring cross·border capital flows: , i 
53J 

534 W; note the Importanl of timely and comprehensive data on capital fii.. and 
. 	 \ 

535 encourage the IMF and hatlonsl authorities, with the assistanCe. of relevant in'stltutions 

,. 536 such as the 81S, to create more detailed data on inflows and outflows of capital by 
I 	 : i. . 

537 maturity, currency, tyPBI/and borrower. In this context, we welcome the ~~re~ment. to 

impfllve data on short-term liabilities of the official sector in the context of stre~gthemng538 
I 	 . .' , 

539 the Special Data Ois'.mr~on .standard (SODS). 	 . 
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540 
i 

541 - We encourage tne use of high-frequency debt monitoring systems which can' be used to 
I ' . I 

verify the sustain ability ofi debt structures, especially of foreign short-term exposures. and 

543 eneourage the IMF to int~nsify its work with member governments in this area. ! 
542 

544 

545 - We I"ok forward to the work of the Financial Stability Forum on short-term capital flows. 
, I, 

I 
IS<l6 

547 
548 Oebt managment 
549 
550 We will wO~k with emerging market eeonomies and the IFls to promote: best practicts in debt 

551 managernent, which should: I ' 
. ,I , 

552 I 
• I 

55) encourage greater reliance on long-maturity, and if possible domestic-currency, 

554 denominated. debt to m~inta;n a' debt profile that provides substantIal protectt~n against 
I ' ' 

, 555 temporary market dIsruption: avoid, transforming lang-term debtinto shorter.tem:t debt; 

556 " ,'I ." " I 

SSt remove biases which encourage short-term private borrowing; , 

558 . I

I , ',: i . 
559 - encourage the creation of deeperdomestlcborid markets to facilitate long-termi domestic I " ' " 
560 currency debt financing; and ! 

, . !, .., i 
SIS1 

562 encourage ~ovemm.nts Ithat .", heavily dependent on c:ommoditi•• revenue ito hedge 

563 their exposure to com~Odity price v()Iatility, and promote arrangements th~tProvide 
564 greater contractual risk-sharing between creditors and debtors; 

S~5 
. ,I·} , . . 

, , " . 

566 promote debt management that minImises exposure to'lIquidity risk, Including rol,loverrisk, 
I ,..., 

567 rather than minimises short-term borrowing costs. Provisions in sovereign debt that can 

568 a~gri,ent balance of pay~ents p~ssure in a crisis should be avoided; and 'i 
569 . I' .,' . .:. 
570 promote the use of contractual provisions in offshore sovereign bond documentation that 

571 facilitate orderly restruetJrlng, as described in section E below. i 
I

572 I 

!573 

574 c. Improving crisiS prevention and ~anagernent, and i~VOlvlng the private sectbr 
I ~ 'i 

575 
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576' Recent crises have emphasi~ed the need to improve the approach of the interhational 

577 community to fin~nd~1 crisis p~evention ,and resolution. and adapt it to a world of opeJ capital 

578 markets, We need to shape expectations so that private creditors know that they will bear the 

379 consequences of their invest~ent decisions, and to identify ways' to 'reduce th, risk of 

580 contagion. 

531 ' 

382 

58) Crisis prevention 

584 

I 
I 

I 
" 

I 

585 Prevention of financial crises is key. The measures that we have outlined above' provide 

586 important ways to improve crisis prevention. In addition. new 'clear principles and new tools 

537 are needed to limit contagionl and to fully recognise the crucial role private Investor~ play, in 

388 today's integratedfinandal m~rkets. ' ' : 
I 

589 
( 

590 The new IMF contingent credl~ line (CCl) will play an important part in promoting int~mationai 
591 financIal 5tability. "rhis facili~ aims 'at protecting from contagion countries with reasonable 

592 " debt structures, sound m21cieCOnomiC and structural policies, and which are also jengaged 

593 in an appropriate process of consultation with prIvate creditors. The facility should el'courag(l) 

594 the IMF towards an jnCreasi~g focus on crisis prevention.· and will provide further incentives 

395 for countries to take earfy me~sures to avoid the risk of financial crisis. The CCl provides an 

596 additional mechanism for eri~Uraging countries to implem~nt standard~. ' i 
S97 

" i" -. I 
598 Countries should take ex ante steps' to strengthen the framework for the market-based, 

599 coop~i'ative and orderty resJIUtlon ~fth~ debt paym~nt difficulties that doaose. We have 
i , • ! • 

GOO agreed on the following measures: 

601 I I 
602 ":'Appropriate ~mmunication between debtors and creditors is also 'important in both crisis 

603 pfev,sntion and resolutioh. We encourage eme~ing economies to develop m~chanisms 
604- for more systematic dialbgue with their main creditors. We also support st~ngthened

I , ' i 

605 dialogue between the intemational financial Institution's, notably the IMF.,and tre private 

606 sector. 

607 

608 - We encourage the use Of market based tools aimed at preventing crises and ifacilitating 

609 adjustment to shocks, ihc!uding through the use of Innovative financial arrahgements, 

610 including private market1based contingent credit lines in emerging countries a~d roll-over 

61l optl1jns in debt instruments. These measures would facilitate access to the International 
! 
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I 
. markets in tImes of instability for emerging ,countries, and. in the cO,ntext of a so~nd debt 

613 management framework. ban thus help prevent liquidity crises and give cou:ntries a 

614 breathing space t~ make d~cisive macro-economic or structural adjustments. : 

612 

. I • I 
6iS . . I' ,: i 
616 We have ag~d on the Impo~ance of strong~r efforts to encourage progress in br<?adening . 

617 the use of collective action clauses in sovereign debt contracts, along with otner provisions 

618 that facilitate craditor COO'dinarOn and discourage disruptive legal action. w. recom+nd: . 

<5J9 

620 - making the use of such JroviSions a component of- international best praetlceJ in debtI I 

621 management. and a consideration in determining access to the IMF's ContlngeMt Credit 

622 Une: 

623 . I 
624 - focusing attention on ,the use at these provisions in international surveillance, an~ makIng 

625 such provisions a conside~atjOn In IMF co'nditionality, a~ appropriate;· .'. 

626 

627 - ccnslde~ng incorporaling Ithe• o provisions into sovereign debt that i ••nh.n~ bytha 
<, 

I . I 

628 multilateral development banks; I 

629 
. I i 

630 Further considering the P~SSible In~IU310~ of such provisions In our own debt jns~Nments. 
631 and otherwise encouraglrig the use of such previsions in the debt instruments ~ssued by . I . .. , . 
632 other sovereigns in our m"rkets. . 

633 I 
i 

I 
634 We also encourage efforts to establish sound and efficient bankruptcy procedures ahd strong 

Gl3 judicial s;ystems. We SUPPo,rt the work. of the intemational financial instltutlon~ to help 

636 cOt,Jntries to improve the t~nsparency, predictability. and equity at. their insolv~ncy and 
. I 

637 . debtor-creditor regimes. I 
638 


639 


640 A framework for private sector involvement In crisis resolution 

I , 

641 

642 In addltiQ!! to crisis prevehtion measures addressed' above... X:!e. are agreed!. that the . 

G43 internatilJnal financial community needs to set out in advance a broad framework of:princlples
I' . I 

6~4 and tools for involving the private sector in the resolution of crises. Tbe tol/owing frameworit is 

645 designed to' help shape ex~ectatjons to reKtu~e the risk that investors will take: pOSitions 
I , 

646 based on the expectatJon that they will'be protected from adverse outcomes, anr promote 

I 
I 
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647 more orderly crisis resolutIon. It will also 'help to promote cooperative solutions b~tween 

648 . borrowing c:ountries a!id the PrlJate sector. .' , ... . ! . 
649 

650 Principles 

6:51 

652 We agree t.hat this framework should comprise the following key principles: 

653 

GS4 -' The approach 10 crt,ls ",juuon m~'1 not undermine Ih~e obligation of countries to meet 

their debts i~ full and on tire. Otherwise, private investment and financial flows that are .655 

6:56 	 crucial for growth could be adversely affected and the risk of contagion increase. ! 
I 

657 	 I 

; I 

658 - Market discipline will work only if creditors bear the consequences of the risks t~at they 

659 take. Private credit decisions need to be based on an assessment of the potential risk 

660 and mtum associated wlt~ a particular investment, not' on the expectation that ~reditors . 

661 will bEl protected from adv~rse outcomes by the official sector. !
I . . . 

662 I . ! 
663 'In a crisis, reducing net d~bt paym~nts to the private sector can potentiarty conJibuteto 

664 meeting a country;s imme~late fin~nelng needs and reducing the amount of fina~ce to be 

665 provided by the official se~or. It can also contribute to maintaining appropriate i~centive$ 
666 for prudent credit and inv~!tment decisions going forward. These potential gajn~ must be . ... I·,,··,· .. ,. ... . .. I .. .. 
667 . balanced against the 1mPfet that such measures may have on the country's OW" ability to 

668 attra(;t new private caPital flows, as well as the potential Impact on other countri~s and the 

669 system in general through contagion. .' I 
610 

671 - No one calegO~ of privat,l credito",hould b. regarded a, i~herentJy privileged .~I'1ive 10 

672 others in a similar positioh. When both are material, claims of bondholders shoLld not be I .. , 	 .'
I
I 

673 viewed as senior to claims of banks. 

674 

675 ~.' aim of .crisis m.JgemOflI .wherever possible should be to achieve J-operatlve 
I • 	 I 

676 solutions negotiated betWeen the debtor country and j·ts creditors, building on effective 
., 	 I 

617 dialogues established in advance. 	 ' . I 
678 

679 Considerations 

680 . I 
68\ The principles outlined above, and the tools we propose below, should help establ,ish a broad 

" 	 , 

.682 framework. for making jLidgJments about the policy response appropriate to a give~
i 

ease. The 
, . 

! 
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I 

683 appropriat~: role for private cr~ditors, if any, and the pOliCY approaches needed to! induce 

. 684 private creditors lo play this rdlewifl vary depending on the circumstances of the p~rticular . 

685 case. There are adv~ntages tb making clear in advance the basic considerations that will 

686 guide our actions and specifib approaches we will employ. The principles and tdolS we 

GS7 propose should help provide ~ degree, of predidabUity for investors, without sacrifiiing the 

688 flexibility required to address effectively each particular financial crisis. i 

689 


690 Thena is a varlety of CircumsJness where countries might fae. e.xtemal fin';"Cing P~su",. 

69l There are circumstances Whe~e we believe emphasis might:best be pls;ced on markef-based, 


692 voluntary solutions to resolve the country's financial difficulties, There are also cases where 

. . Ii· 

693 more comprehenslveapproa~esmay be appropriate to provide a more sustalnabl,8 future 

694 payments path. In practice, there will be a spectrum of cases between these two e~Temes. 

695 Where a country falls on this ~pectrum will help to determine the policy approach be~t suited 
. . I 

696 to its particular circumstances. Relevant considerations include the country's undertying 

697 capaCity 1.0 pay and its access! to the m~rkets. I 

698 

699 In addition. the feasibility l, different policy approaches will depend on the ~.t\Jre of 

700 outstanding debt lnstrument~ will influence assessments of which claims need to be 

701 address~d to resolve the coJntry's financing diffieulties. th~ magnitude of possible ~oncems 
702 . about equitable treatment am'eng various categories of creditors, a~d the scope for ~oluntary 
7Q3 versus more coercive sOlutiohs. The nature of the relevant debt obligations is crucl~l. These 

. I . .!. 
704 can differ along many axes. !ncluding whether the debt obligations are principally:· private or 

70S public; ff)reign or lOCClrCurr~ncy; short·term or long-lem; ~ayment of principal or interest;I . .. . ' . 
706 offshore or onshore; secur~d or uns~ClJred; held narrowly or held by a diffuse !group 'of 

707 creditors. I" I· 
708 

709 It is important to put Into PlaJ.lncenuves that would encourage a country to take stlng steps 


7\0 at the' e;lrly stages of Its fina~cial diffi~ulties to prevent a deepening crisis. . I
I . . . 
711 


712 Too/$ 


713 
• • • j 

714. To address effectively a wide range of potential cases, the international community needs to 
I • 

7\5 have a broader range of tools available to promote appropriate private sector involvement.· 

71G The tools available to the Int~matjOnal community should comprise the following: : 
. I 

I

717 
I 
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I 

" ,', '. [. 
71B Linking the provision of official support to efforts by the country to initiate discussions with 

its creditors to explain its ~OIiCY program. I719 

no 
, , 

721 Linking the provIsion of official support to efforts ~y the country to seek yoluntary 

722 commitments of support, as appropriate, and/or to commit to raise new funds fro,:" 'private 

723, markE!ts. I 
rn i 

725 Linking the provision of offlcial support to the country's efforts to seekl specific 

"2G comrriitrnents by private C~ditors to maintain exposure levels. 
I727 

728 ,- ,Linking the provision of official support to the country's efforts to restructure or refin~nce 
" I 

, , ' 

729 outstctnding obligations. 

730 
, , i 

731 - In cases where a country's official debt needs to be restrueturedin the Paris Club, the 
, I ' ' ' I 

732 Paris Club principle of comparability 'of treatment applies to, all Categories of [creditors 

733 otherthao the intematiQn~' financialinstituijons. The Paris Club should adopt ~ flexible 

734 approach, to comparabili~, ta~ing' into account ractors. including, the, relative Islze and 
'I ' I 

73; Importance of different categories of claims. 

736 I, ,I 
737 Imposing a reserve floor that effectively ensures that the private sector makes an 

738 adequate contribution, su'ch as thro~gh debt restructuring, alongside official res6urces in 

739 the resolution of crises. ! 
, I740 

741 In exc::eptional cases, it may not bepOSSib;e for the country to avJid the accumLation of . I ' , 
742 arrears.. IMF lending into arrears may be appropriate' if the country is s~eking aI ' 
743 ~oP."'UV. solution to itsj payment Difficulties with .Its cied~o.... 

I 

744 

74:5 - In exceptional cases, countries may impose capital or exchange controls as part of 

746 payments suspensions o~ standstills, in conjunction with IMF support for their pOlicies and 

741 programmes, to provide time for an orderly debt restructuring. ' 

748 
, I 

749 We call em the IMF further to develop and define the legal and technical questions involved in 

730 implementing the specific approaches identified in the framework agreed' here. !We look 
I I 

7:51 forward to its conclusions by lhe autumn Annual Meetings,: t 

752 

753 In order to guide expootauJ. more effecti.ely. we a!lfee that we will ,eek to prcvi~e a clear . I ' 
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.. 
7:54 and timely explanation of the policy approaches in individual cases adopted in relation to the 

755 principles and consid7rations that we have laid -out ~bove, ' I ' 
756 

1751 

758 F. Promc,tlng Socia' Policies to Protect the Poor and Most Vulnerable Issues 
I " , ' 

759 

7GO Recent e'vents in, the' world Lonomy ~llI"e underlined the important link betwe'en ~conomic 
, ,I ' ", 

761 and social issues; and that good economies depend both on stable relationships ibetween 

762 govemments and their citizehs. and strong social cohesion. An efficient social s:(stem. by 
• I ' . 

76J equippin!~ people for Change'lbuildS trust and encourages people to take the 'risks w~iCh are a 

764 necessalY part of a competitive modem markel, This in t""m helps to mitigate the risks and 

765 spread the benefits of glObaliration. " " ", ! 

76G . • I ' 
767 Effective social policy can in particular ease the task of adjustment during times i of crisis, 

768 helping build support for nec~ss,ary reforms and ensuring that the burden of adjustrltent does 

769 not fall disproportionately ,on ~e poorest and most vulnerable groups in society, I 
770 

A', . th bl b' ct t'" b f tr "t, J th !771 etlan In ese areas can e su Je 0 anum er a cons, aln s. n genera. e resources 

, 772- available for social progra~mes are limited, other priorities are ~ressing and _ i~stituti~~al , ' I ' ", - , I 

7.71 capacity Is . stretched. In times of downtum, policy makers may face particularly difficult 
'I ' " , 

774 choices between safeguarding immediate, social welfare, and ensuring the a'djustment 
. I" 

775 necessary to restore confideince and promote stable growth, which provides the, best way of 

776 reducing poverty and supporting social welfare. We bell~ve ttiere are strong benefits for all 

777 countries and the IFls in wO~lng together to develop and promote practices In soci~1 policies 

778 which most effectively suppdrt economic development. ' I' . 
779 
,I · ' ! 

780 Countrif!S, each with their di~ferent culture and traditions; have developed their 4 systems 

781 and p'ra!:tlces for addressinJ social issues. There Is likely to be mutual benefit for cbuntries in
I 'I 

782 sharing experiences of policies which work. best at. different stages of de-jelopment. 

783 Experiences were discussbd amongst countries participating in the G33 In~emationai 
784 Architec;ture Seminar in waJhington on 25 April. The seminar: ! 
785 

78G Considered the mo.t Ilport.nt area. of soc;i.\ spending, the way. in Jim public 

1'07 expenditure can be effJctively targeted to the neediest, and the trade-offs ;which are 
l

788 involved when levels of social spending are determined, 
, I ' 

789 
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• .!~..~. 
- 790 Underlined the importance 

791 a transparent way, so that 

792 the ellrlie.:st possible stage, 

. . , 

of monitoring social developments and operating socia'J policy in 

both governments and. their population, can be more bware, a1 
. I 

af area$ ofparticular need, and plan on that basis. I 

. I, .... f793 

794 Moreover, since countries operating in the modem 910ba,IIised economy are likely to: face 

195 similar p,'essures, there is a cbse for identifying principles. policies and best practjce~, and for 

796 their promulgatfon through Int~maltional organisations. We nole with approval the prihciples of 

797 good practice in social POIi~ which had been prepared by the World Bank, in con'aboration 

798 with the United Nations. At tne last meeting of the Development Committee Ministers asked 
I . I

799 the World Bank 10 report back at the 1999 Annual Meetings on its work on policies and best
I . . . . i 

800 practice to protect the poorest groups and maintain the momentum for development.! 

801 

802 . Further work is needed to Jntlfy' 'and promulgate principle., por.cie'.~d best plaice. in 

803 social policy. We call on: I '..! 
804 

805 the UN 10 make rapid plrass in developing the basic social Pri~ciple. as p~ of the 

806 follow-up on the CopenhaJen Declaration of the Wortd Summit for Socia! Development; 
I '. i'807 I i. 

808 the World Bank, with fuUparticipatibn from the IMF. to report back to the 1999 Annual 

809 Meetings on identifying pbUcies and best practice to .support the process of ~conomlC 
810 develc)pment. In times of IcrtSiS, these can be drawn ~pon in the design of adjustment 

811 progrllmmes to ensure protection of the most vulnerable; - i 
812 I : I 
813 - the IMF and the Wond Bank, in their work 'on transparency and good govemance to 

814- consid~r more explici11y t~~ way in which this can be geared to enS~ring implem~ntation of 

815 social programmes which ~inlmfses waste and maximises efficiency: I 
, 

816 
I 

817 the Wortd Bank and the IMF to strengthen collabo'"'tion in the preparation: of public 

818 expenditure reviews of individual countries which analyse the composition and efficiency of 

819 public. expenditure; 

820 

821 - the IMF, in assisting countries to develop macroeconomic frameworks in times of ctisis, to 
I . 

822 take fnto consideration the degree to which the adjustment programmes p~ovjde fer 

823 adequale spending in the Iocial sector. ..• .'. i 
824 

82.S the World Bank to work yvith countries, the Fund and Regional Development 18anks on 

I 

23 , 
.1 

Uo,", 
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drawing up and monitoring i~plementation and follow up of social indicators. • 82G 

827 , I,. ,I 
t I • I 

the Fund and Bank to inCr~ase the attention they give to these issues' in th= d~sign of828 

adjustment and sector progtmmes', and to develop further their cooperation in th\S area. 829 

830 I" addition, we call on all countries to 'consider what more can be done to encourage the I ' :, , I 
831 pursuit of sound socia~ ponci/es both i~side and outside of ensis situ,stiens. ! 
832 

, 1 

833 Effective social poliCy will help provide a foundation for sustainable development, by ensuring 
, I 

834 that the benefits of globalisation are widely shared, equipping people for change and ensuring 
/ . : 

835 that economies are more robust. I 

" 836 , ' I
1 

,I 
831 Sustainable development at a global level, enabling a/l countries to sliare tha be~efits of 

838 economic growth, also depen~s on m~asures to reduce the unsustainable debt bur~ens on 

839 the poore:it countries and alletiate pOVerty. The Initiatives 6n social poliCy must ther~fore be 
i , " I' , 

840 taken fo~,ard fogether with initiatives on debt relief and poverty reduction, on which We have 
, ,/ • '. I " 

841 presented separate proposals 110 our Heads.' : 

842 

843 

844 

845 

846 

'. , j 

I 

I 
847 Additional language for chapter A 

848 I 
849 [ We agreed to strengthen. the Interim and Development Committees, through a ;series of 

/'" 1850 measure,s to increase their effectiveneu: renaming the Interim Committee the rnt~mational 

851 Monetary and Financial Com~ittee, Oeputies level meetings to prepare for Ministeria:IS, ... 1 
852 , II' 
853 [VVe agmed to establish an ongoing mechanism for dialogue among systemically Important 

, ./ ' , I 
854 countries. [complementing, the frameworkJ/[in the framework] of the Bretton Woods 

ass Instltutiol's,] 

24 
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DEPARTM ENT OF TH E TR EA5U RY 

WASHINGTON, D.C. 


SECRETARY OF THE TREASURY January 17, 1994 

MEMORANDUM FOR THE PRESIDENT 

FROM:' LlQyd Bentsen 

SUBJECT: FrQm MQSCQW to. Asia 

. . I 
'I am nQW in IndQnesia Qn the beginning Qf a trip thrQugh Asia which will end in Cpina. My 
Qverall purpose! will be to. build Qn yQur message in Seattle Qf U.S. Commitment to; the Asia-. 
Pacific regiQn. . ' . 

China 'I 
In China, my mQst important visit, I have two. main Qbjectives: I 

To. begin a brQad ecQnQmic dialQgue based Qn two. gQals shared by bQth! cQuntries: 
expanding mutually beneficial ecQnQmic ties and prQmQting China's successful transitiQn . 
to. a maIket-based ecQnQmy. In this regard, I will revive a refQrmulated JQint' EcQnQmic 

'. CQmmittee, which will fQCUS Qn Qpening China's market in the areas/ Qf trade, 
investment, exchange system refQrm, and financial services; and i . 

I 

To. emphasize the cQntinued impQrtance Qf further Chinese progress Qn humk rights as 
a cQnditiQn fQr renewal Qf MFN. !.. 

. I 

The Chinese are at a critical PQint in their transitiQn to. a market-based ecQnomy. The 
. I 

CQmmunist Party CQngress has just approved sweeping refQrms Qf the fiscal, financial, and 
fQreign exchange systems. These refQrms are essential fQr establishing the basit tQQls fQr 
managing fiscal and mQnetary PQlicy in a market ecQnQmy and letting the marke~ determine 
allocatiQn Qf fQreign ex~hange. At the same time~ the gQvernment is struggling with seriQus 
stabilizatiQn prQblems: it wants to. sustain high grQwth in Qrder to. bQlstersuPPQrt fQr refQrm, 
while simultaneously.limiting the acceleratiQn Qf inflatiQn., We have a large stake in 'the success 
Qf the refQrm program. This will be a basic focus Qf Qur ecQnQmic dialQgue~d the JEC 
meetings. ' 

We will alSo. be wQrking to. shape refQrm in a way that imprQves U.S. access to. Chinfl's markets 
fQr goods, services, and investment. I will cQmmend China Qn its recent prQgres~ Qn market 
access (under the 1992 Market Access MemQrandum Qf Understanding) and liberalizatiQn Qf 
exchange cQntrQls and unificatiQn Qf its exchange rate, as well as China's agreement to. bilateral 
negQtiatiQnson services trade and imprQving prQtectiQn Qf intellectual prQperty. But 

I 

'I will stress 
that additiQnal market-Qpening prQgress is essential fQr imprQved 

. 
bilateral ecQnQmic relatiQns.

I 
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I will also pursue important issues related to U.S. investment in China's markets, both financial 
markets and direct investment in plant and equipment. These areas are now relatively;neglected 
in our bilateral relations, and I can use the broad JEC forum to initiate discussions. Regarding 
our textile tradl~ with China and the forthcoming cuts in China's textile quotas, I willi reinforce 

, the USTR message that China must take action to control the problem of transs~ipping of 
China's textile products and evasion of U.S. quotas. ' I 

I will lTleet with all of the key players that need to hear our message on human rights: !President 
Jiang Zemin, Premier Li Peng, and Vice Premier Zhu Rongji. I want to deliver a: credible, 
sttong message on our overall human rights agenda. And in that context,' I hope io be in a 
position to announce progress on preventing exports produced by prison labor, one of ttte criteria 
in your Executive Order, so that we put that dimension of th~ MFN decision behind! us. ' 

Other Goals 

The trip will also serve to promote two additional regional policy goals: 

the need for strengthened regional cooperation through APEC; and 

,
the importance of further opening of financial markets. 

I 
I will focus on regional cooperation, in particular, in Indonesia, which is APEC chair: this year. 
I will also highlight the importance of U.S. economic relations with Indonesia. It Has a large 
market (185 million people) that is growing very rapidly (averaging 6 million per year for the 

, I
last 25 years). I 

I 

In Thailand, I plan to outline our road map for financial services negotiations after th~ Uruguay 
Round in the context of a broad message on the positive contribution that open and [integrated 
capital markets can make to regional growth. i 

i 

With respect to regional cooperation, I intend to begin consultations with Asian econorilic leaders 
on the structure and content of the APEC Finance Ministers Meeting endorsed by your Leaders' 
Meeting. I propose to convene a meeting of the Finance Ministers in March 18-19 in Hawaii. 

I 
I will offer three broad 'challenges as the focus of the discussions: sustaining growth with low 

, inflation throughout the region: promoting increased private investment and fiiuincing for 
I 

infrastructure development; and promoting development of securities markets in the developing 
countries' of the region, including opportunities_for foreign investors and foreign fnvestment 

, " I 

firms. 
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DEPARTMENT OF THE TREASURY 
WASHINGTON. D.C. : 

SECRETARY OF' THE TREA,SURy 	 March 27, 1996 

MEMORANDUM FOR THE PRESIDENT 

FROM: Robert E. Rubin CQ. .~. 'l .. 
SUBJEC'l': APEC Financial Ministers Meeting 

I 
I have just been to Kyoto for the third APEC Finance MiniJsters' 
annual meeting. I also met there bilaterally with my Ja~anese 
and Chinese counterparts, among others, and then stopped iin Hong 
Kong al'ld the Philippines. I thought the following observ:ations 
might he of interest, especially the comments on China il1 t,he 
Hong Kong section. Additionally, I would note, the extensive 
press coverage in Asia throughout the trip reflects the focus of 
this area of the world on the United States and the U.S. I 
relationship with Asia. 

AlEC 	 Pinance Mipisters' Meeting 
i 
I 

The APEC Finance Ministers group is developing as a useful forum. 
The Ministers' interactions were stronger and more engaged than 
last years. I 

I 
o 	 Last year, their overriding concern was the yen-dollar 

exchange rate. This year, the major preoccupation was how 
the developing member countries can meet their massive 
infrastructure investment needs. 

o 	 This concern is leading them to see the urgency of 
developing their domestic capital markets and draw on global 
financial markets. I 

, 
I 

o 	 In private conversations, there was much concern about the 
US/China relationship and its effect on economic and 
security conditions in their region. 

\ 

o 	 There was a health~focus on the need to address sobial 
issues -- especiali-y the problem of the least well-bff -- as 
integral to continued economic progress., ' 

I 

o 	 I also used the Kyoto meeting to focus my counterparts' 
attention on the need to combat money laundering. i 
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IJapan'Silateral I 

o 	 Ja,pan's economy is doing better but still needs stimhlative 
pc.licies for the recovery to be sustained. "I 

o 	 Minister Kubo and I agreed to ~onti~ue as we have in 
e)(:change markets and cooperate when appropriate • : 

, 	 , ' I 
o 	 I impressed on him how seriously we take their failure to 

implement our insurance agreement and urged him to work 
cCtnstructively with Mickey Kantor. 

China Bilateral 

o 	 I told Minister Liu that, having delinked MFN and human 
rights in 1994, you are committed to continue on that track. 
But, I strongly expressed our grave concern that the¥ have 
fa,iled to make progress in this area and that, also,t new 
issues have arisen: nuclear proliferation, their ac~ions in 
the Taiwan straits, and IPR. ,: i 

, 

o 	 I cautioned Liu that congress' support for MFN renew'al was a 
pI'oblem. I am not convinced that he believed me. I , 

o 	 We agreed to work toward holding a session of the Joint 
Ec:onomic committee in Washington later this year in :order to 
ta,lk more deeply about these issues. . 

Bong 	long 

Hong Kong's reversion and China's MFN renewal dominated my 
discussions with officials (Governor Patten, Finance Secr:etary
Tsang, and Monetary Authority Executive Dire'ctor Yam) and:, with 
represe,ntatives of the Hong Kong and U. S:. bus iness commun'ities, 
including Chinese business people with strong ties in the! PRC. 

, 	 I , 

o 	 R.eversion - The public a~d private sectors both seem'ed 
confident that Hong Kong will retain its special eco'nomic 
and financial status after June 30, 1997. They were less 
confident that China would refrain from intervening, lin the 
political sphere. 	 . I ' 

, 	 ' i 
o 	 MFN - Officials and business groups both warned that: failure 

to renew MFN would severely damage Hong Kong's economic 
pI'ospects, spillover ,on other economies in the region, and 
da,mage the position of the United states involvementl in the 
Asia/Pacific region. I 
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o Hong Kong businessmen voiced alarm that we and China are 

o 

ships passing in the night: China fails to understctnd our 
vj~lues and the dynamics of our political system; we Ifail to 
understand China's insecurity and hypersensitivity to what 
it sees as our threats to its sovereignty. 

.. I
I urged officials and u.s. and Hong Kong business people to 
help Beijing see the risks of its actions. They claimed to 
have ·tried, said they would continue, but did not seem to 
expect that they would get through., : 

. 

The Ph:L1ippines 
I 

. Presidl~nt Ramos and Roberto Deocampo, his first rate Finance 
secretary , received' me very warmly. I . 

o 	 The Philippines is starting to see the fruits of seJeral 
years of good economic policies; but much remains to be 
done.. ' I 

. 
o 	 Also, they are· concerned to see the benefits of groWth 

spread in ways that empower the great majority of p~ople who 
are too poor to help themselves. ! 

I also had the opportunity to visit a micro-enterprise c~edit 
program being implemented in the Manila 'are.a by a non- , 
goverrunental organization with financing from the Asian I 
Development Bank, the Philippine government, and the project 
beneficiaries, and brought some ideas back to apply to our own 

. micro-enterprise lending in CDFI. . 	 i 

Icc: 	 L,lura Tyson 
, 
I 

Ailthony Lake 
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DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C. 

SECRETARY OF THE TREASURY 

MEMORANDUM FOR VICE PRESIDENT GORE 

FROM: 	 Robert E. Rubin lsI 

SUBJECT: Your Trip to Asia W ~ L-.. 1- £ 

, . ~ '4(Y c..-'P-~c:-4 L- ~ 
, ,~. ;, f.r.. ""') ~, 

Prior to your departure for Japan, South Korea and China, I wanted to outline S6me ke'y messages 
that could be delivered in your discussions, I have inCluded a background paper that pt.ovides 
more depth on these issues, as well as a copy of a speech delivered by Deputy Secretar} Summers 
last week in Hong Kong. I 

Key Message for Japan: 

• 	 We are concerned that a failure to restore and maintain a strong domesticdemahd-Ied 
expansion will slow Japan's GDP growth and create the conditions for a significant 
inl;rease in Japan's current account surplus. ' 

• 	 This would risk undermining wh~t we have achieved under the Framework talkJ over the 
I 

past four years and could lead to an increas':! in protectionist pressure outside Japan. 

I 
Key Message for China: 

• 	 The economic and financial side ofHong Kong's reversion appears to be well Janaged. 
However, policies that weaken civil liberties and restrict freedom of informatiori will badly 
damage market confidence. This would be disastrous for Hong Kong's economy and 
would limit the benefits China could reap fr':>m a successful transition. 

, 
• 	 We recognize there are a number ofmicroe.;onomic and macroeconomic factors 

underlying China's global current account position, as, well as our own bilateral trade 
deficit with China. Given China's strong economic growth and heal~y reserve position, 
we believe you are in a strong position to undertake more aggressive trade liberhlization. 

i 
, 

Key Message for Korea: 	 I 

• 	 Sticking forcefully to your medium-term economic reform program is the best gLarantee 
against instability in the short-term, as it contributes to investor confidence. 

• 	 In this regard, following through on reform efforts to liberalize your investment regime 
and financial markets is essentiaL 



The Secretary of the Treasury 

March 17, 1997 

I 

! 

NOTE FOR DAVID LIPTON 

FROM: BOB RUBIN ' 

Well done - :r kept attachment for my use. 

Attachment 
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From: Patrick Stuart 
To: , thailand, velthaUsa ' 

, Date: "7/23/97 5:37pm' 
Subject: Developments as of July 23 

Thailand 

The Thai baht continues toplwnmet versUs the dollar, Jpsing anoth~ 4.7% from yesterday to 
trade at 32.4/$ in onshore markets. The baht traded as lowas 32.61$ in onshore markets before 

, the Bank of'I'iuuIand (BOn intervened, according to dealel'S. The baht did not lose as much in 
, offshOre markets, trading at 31.51$, 2.6% weaker tbanon Tllesday: The key factor in today's 

declme appears to have been dollar demand by importen 8Il,d bedgingactivities by Thai 

corporates with dollar-denominated debts. According to news reports, Thai debtors had been 

waiting for cheaper dollars, but this hedging activity indicates that Thai corporates now see 

increased down.'iide risk. Bank intervention was reportedly small. as trading was still thin. 


I" '. . '. , 

lncontrast to yesterday,thougb. the Stock market fell by 4.30/0,88 the ,WAve ofbad news on 
profits continued throughout the banking and finmice sector. Keung Thai Bank, the second , 
largest lender, declared a 3"/0 drop in profits fOr the first half of 1997. Cuinulative declared' I ' 

,losses for the fuaance sector are $113 million, and not all tuaance companies have reported their ! 

earnings yet The stock market was also pushed down by trlBjor dollar debtors, such as Siam 
Cement, which stated that it will see a $330 million drop in profits due to the baht's devaluation 
if the baht stabinizesat 301$ (with larger losses atcwrent levels). That'is almost halfofthe relief " 
ftIDd proposed by the Thai goveinment to cover forex lossel.. The Thai stock market could . 

. accelerate this decline tomorrow,when most baDksare expected to release their non-perfonning 
, loan figures. ' 

The Thai authorities ,have not announced any new policy mc:aslires since Stan Fischer's lecture, 

but according to one report; they are considering a set of"sc:cret" options to revive the ' 

economy, so secret that they have not eveD discussed them with the IMF. In other reports, 

Finance Minister Thanong hinted at unspecified monetary and tax policies that would be in line' 

with IMF rea>mmendatioRS, while continuing to stress that Thailand would not seek IMF ' I 

financing. On dle fmance front, the goVernment has only ss.id that it is reviewing rehabilitation ' 


• pJans at the 16 dosed finance companies and may anriouna: approved plans on July 28. The 'j" 
,'BOT did state, however. that ,it has extended by three years the time limit for setting aside' , I 

provisions for stlbstandard Joans. Banks and finance comp;mieS now have the '~option" of I 

taking until 200 1 to make adequate provisions. ' ,', , ' I " ", 

, ' , 

Somprasong L&ld is now Connally in default ,~ its $80 millionin convertible bonds, bec:oming 
the IllSt Thai company to default on its intemationalldans. ,Somprasong rust missed its interest 
payments back in February, and bondholders had been in ru:gotiations with the company since;, 
Analysts expect more,Thai' companies to default on their iru:emarionaldebts. over, the next year. 

PStuart, 

Philippines 

Philippine markets remained quiet., with the peSovirtuaUy unchanged in light trading. In an 
apparent attempt to encourage banks to sell doJJars. the central bank halved , the overbought 
limit to 10%, Mule doubling the oversold limit to 20%." . ' ' 

AMarcus 
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. i 

Indonesia 

, The value ofthc: rupiah was little changed today. In Asian trading, the rupiah continued its 
gains ,from Tue!iday. rising as high is 1. 'PAt to 2,540, orwi~ttin 10 rupiah ofmid-point ofBank 
Indonesia's intervention bank., HoWever, the fall ofthe bahl: and the rise oftbe dollar against 
other major curitmcies caused the rupiah to fit]] off to about 2590 in later trading. Following 

, previous comments by FinanCe Minister Muhammad, Bank Indonesia Governor Ojiwandono ' 

stated that the central bank would intervene to prop up the rupiah; a further signal that 
 I
Indonesia intends to keep the rupiah within the intervention band. There were some reports of , i 

Bank Indonesul intervention. but these have not been eonfinned. ' 

Although Bank Indonesia's monetary stance has remained largely unchanged in the past week, 

it raised the ralte on its one-month certificates by 2S basis llOints to 10.7S percent.' 


, 

, , 

Th.eJakarta stoc:kexchaftge closed up abOut 1% on news dull inflation slowed in June and the ' 
trade surplus in March was double Fe))ruary's. " 

Mlllaysia 
, , 

The Malaysian lringgit was only slightly lower than yesterday. Some traders believe that 

renCwed attention on the baht and recent attention on the rul,iah have given,the ringgit a 

respite, but that there couldbe more, downward pressure in the fu~. 


Back on the job after a two-month ~on. Prime Minister Mahatir issued a sharp criticism ~f 

George Soros, claiming he has been pJottingto destabilize South East Asian currencies to 

punish ASEAN member economies for aUowing Burma to ASEAN. While Soros has publicly 


, criticized ASEAN's&cision to allow Burma to join ASEA:~. he issued astatement that there is 

" "absolutely no c:onnection" between BWma's cotty to ASEAN and recent currency tunnoil. ' , , 

The composite index of the Kuala LUmpur stock exchanp lose by 1.6'Yodue to bonom fishing. 
and Chairman GreensPIll1'S testimoily indicating that U.S. interest rate hikes are unlikely in the 

, near term. I 
I 

, Singapore 

The Singapore clollar was down about 0.3% from yesterday due mostly to the baht's fall. ,Some 
traders i.ndiaited that comments by Finance Minister Hu caused cOOcerns iri the markets. In 

, response to concem1I in Singapore's parliament that the Sinppore dolJar had appreciated 

relative to 0Iher ASEAN eurreJlj;;ies, Dr. Hu Commented that the value of the Singapore dollar is ' 

determined by market forceS and numaged on alrade-weigbted basis with a medium-term vieW. 


The main index of the Singapore stock index gained 1.24%. rising 10 a two;.Week high on 

expectations ofa re.bound in globaJ demand for electronics I)roducts. Chairman GreensPan's 

testimony had a positive impact similar to that in Malaysia. ' 


AVelthaus 
" 
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