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June 3, 1997 

TO: Secretary Rubin 

FROM: Lawrence Summerrl.,,/ 
<..-' 

SUBJECT: Presidenfs Dinner with Chancellor Kohl 

The President is having dinner with Chancellor Kohl 
Wednesday night and Assistant Secretary Kornblum . 
suggested to Lipton today that you provide the President 
directly some background on the German economic outlook 
and EMU. 

1have attached some points you might find useful. 

In addition, Chancellor Kohl may raise the issue ofbringing 
Russia fully into the G-8 and thereby eliminating the G-7 
cOlYlpletely. 

I am going to try to reach Sandy Berger separately to 
reinforce with him the importance we attach to preserving 
the integrity of the G-7 economic process and to urge him 
to urge the President to resist any funher concessions 
toward Russian integration into the Summit process at this 
stage. 

If you have a chance to raise this directlywith the President 
tomorrow before his dinner, that might be helpful. 
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 DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 

ACTION.Februar'l.I B, 1999 

UNDER SECRETARY 
: . 

MEMORANDUM VOR SECRETARY ROBERT E. RUBIN 


FROM: Timothy F. Geithner ;(~ 

Under Secretary for International Affairs 


SUBJECT: Memorandum to the President on Schroeder Visit 


ACTION FORCING EvENT: 


German Chancellor Schroeder will meet the President on February 11 for lunch and an informal 
working visit. The agenda features such key economic issues as Russia and international 
financial architecture .. In addition, continental Europe's economic outlook is lookink less . 
promising, while the recent successful launch ofthe euro has drawn attention away ;from the need 
for stru!:tu:ral reforms to improve labor market flexibility and growth perfoqnance. 

RECOMMENDATION: 

attached memo to the President, highlighting key economic issues to raise with 

chroeder (see Tab A).. I. . 
Agree DIsagree . . . Let's DISCUSS------....- ­

Attachment: Tab A: Memorandum to the President 
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GERMANY IMI/Carol Carnes 

I
Febr;uary 5, 1999 

MACROECONOMIC OVERVIEW I 
The Gennan economy is slowing significantly after last year's strongest showing sinre 
reunification. Growth is likely to slow to 1.7% this:y~ar, after 2.8% in 1998. Since last August, 
the outlook has looked increasingly soft as global prospects, particularly for Asia and Russia, 
have dariilpened demand for German exports and shaken business confidence. Businbss 
confidence has also been affected by the view that the new government, elected at thb end of 
September, is less committed to addressing Germany's structural problems and is plJnnmg to 
expand the role of government in managing markets. While equipment investment lias been 
strong, construction spending has been declining since the end ofthe rebuilding boob in the east 
after 1996. The forward-looking IFO business climate index has turned downward Jnd continues 
to deteriorate. However, measures ofconsumer optimism are high. With net expo~ essentially 
flat, we ,expect private and public consumption will playa larger role in 1999. 

Unemployment is high (10.8% s.a. in December) but under the 11.8% record reache,(l in 1997. 
Price prl;':ssures are virtually nonexistent in the current climate; with inflation at 0.901' in 1998 and 
a forecast 1-1.5% for 1999. Although lower commodity and import prices - and wcrakness in 
food prices for most of 1998 -- have fueled talk about deflation, core inflation remains positive, 
perhaps on the order of about 1 %. 

MACROECONOMIC POLICY MIX 

Fiswc':oDsolidation decelerates: The new government's budget plans continue to target fiscal 
consolidation, but at a much slower pace. The public sector deficit (Maastricht definition) has 
narrow(:d from 3.5% ofGDP in 1996, to 2.7% of GOP in 1997 and 2.1% ofGOP iIi 1998. 
Howevc~ - with Maastricht criteria met, the new government in place. and softe~g growth 
prospects -- we do not anticipate any further narrowing as moderate growth effects ke offset by 
some social spending, a recent constitutional court ruling that will reduce tax revenks (by OM 
10 billion in 2000 and up to OM 35 billion by 2002), and continued transfers to easkm G~y
(amoUll~ting to over DM 140 billion, 4% of GOP). A mid-January article by Financ'e Minister 
LafonUaine, co-authored with his French counterpart, shifted emphasis from deficit !targets to 
restraints on government spending (to less than potential output growth). 

The SPO negotiated a tax package with coalition partner Greens to provide tax relief , ofabout 
OM 15 billion ($9 billion or 0.7% of GOP) when the program is fully implemented in 2002. The 
reform would lower tax rates for those in both the lowest and highest income taxibtackets, and 
increase exemptions for children. Corporate tax rates would be reduced gradually ~uring the first 
two years ofthe reform from 45% to 40%, with the goal ofmoving to 35% by 2002. German 
indumy, which would immediately lose about OM 34 billion in deductions and 106pholes, has 
oppose:d the plan. Industry argues that these reforms. small and implemented over/fOur years, 
will not provide much economic (or employment) boost. But there may be modest economic 
efficieilcy gains from reform ofthe loophole-ridden German tax code. 

UNCLASSIFIED - SENSITIVE 
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Monetary policy easing: As ofthe beginning of 1999, responsibility for monetary policy has 
shifted fi'om the Bundesbank to the European Central Bank (ECB). Market analystslexpect 
continental Europe's dampened growth' outlook to bias ECB monetary policy toward easing, with 
a possible rate cut - perhaps on the order of25 basis points.:· sometime toward the*nd of the 
first quader. Complicating matters, the ECB needs'to establish its independence to the markets, 

I 

\. and avoifthe appearance of bowing to pressure from government officials, such as Finance 
Minister Lafontaine and his chief deputy_Heiner Flassbeck, who are strong advocatek of 
expansionary monetary policy. 

MAIN POLIcY ISSUES 

The SclliroederlLafontaine agenda: In his initial address to the Bundestag, Chancellor . 
Schroedier emphasized that his primary'focus is on domestic and economic issues, nbtably the 
unemplclyment situation. Finance Minister Lafontaine has endorsed a larger, more Jctivist 
manageJnent role for the public sector. On financial issues, Lafontaine has advocat~d further 
interest :rate reductions and IIgreater cooperatio~'; on exchange rates. . I . ' 
Unemplloyment under 1997 record but still high, stubbornly so in east: UnemploYment, at a 
seasonally adjusted 10.8% (December 1998), has retraced to 1996 levels and is und~ the 11.8% 
high set in October 1997. The East has seen little improvement, with unemploymerlt stubbornly 
,higher, around 17~18%. In the East, the construction sector comprises adisproportibnately large 
one..;,third ofthe region's GDP, and diversification ofactivity as a follow-on to the pbst. 
reunification construction boom has not materialized as hoped. 

The persistently high and divergent unemployment rates draw attention to the need for structural . 

reforms to improve labor market flexibility. Under the previous (Kohl) governmen~ some ' 

limited progress was achieved on reforms rumed at loos~ning labor market rigiditie~ arid 

lowering non-wage labor costs, with more progress made on deregulation. Howev~r, indications 

are that the new government has shifted emphasis away from reform in favor ofunJmployment 

concerns and preserving a "positive indUstrial relations climate." 


Net uiJort growth dissipates: Germany's recovery has relied heavily on export gr,owth and the 

current account pI'Qbably registered a small surplus (for the first time since reunific~tion) in 

1998. We expect net export growth to flatten this year, given slower growth in major 
U.SJEuropean markets, and developments in Asia, Russia and Latin America. 

RECENT DEVELOPMENTS 
. . 

Statistics cast shadow on 98Q4-99Ql growth: Industrial production declined 2.2% mlm in 
. 

Novem,ber; the Purchasing Managers Index contracted in January for the fourth st:nhght month, 

g:\imi\cp..&er.doc 
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GERMANY 
Nominal GOP, 1997 ($ bil): 
Population, 1998 (mil): 

2,102.7 
82.2 

Per capita GOP,1997 ($,PPP): 25,534 
Fiscal Year: January 1 - Djmber 31 

. I 
Comparative Forec.'ist: Real GOP Growth (%) Cptlnflatioo (%) Current Account (%GO~) 

1998 1999'" 2000-f ~998 1999-f 2ooo·f 1998-e 1999-f 2000.., 
0.1 0.0 

IMF (January) 1.5 3.0 1.1 1.3 
Treasury (Janua,.,.) 2.8 1.7 2.3 1.0 1.5 1.8 0.0 

0.0 0.4 
OECO (December) 2.2 2.5. 0.7 0.9 
Fed (January) 1.5 2.3 0.9 1.2 

ConSensus (Jam.lary) 1.8 2.5 1.0 1.6 

I
Quarterly . 

1996 1997 1998 1999-f 1998-1 1998-2/ 1998-3 19984 
GOP (%OOange) (% change on preVious quarter, s.a.a.r.) 

Real GOP 1.3 2.3 2.8 1.7 5.9 0.2 3.5 #NIA 
Consumption (private) 1.4 0.6 #N/A 2.2 3.4 -1.6 3.8 #NIA 
Investment (tatal) -1.0 0.2 #NIA #N/A 11.1 -16.9 8.7 . #N/A 

Govemment «Xlnsumption) 2.7 -0.7 #NIA 1.2 16.2 ·1.8 -0.5 #N/A· 
Exports 5.3 11.2 #N/A 3.5 0.8 10.9 1.5 #NJA 

. Imports. 3.0 8.3 #N/A 4.6 5.6 5.7 ·2.3 #NIA 

. Inflation (%change) (0/0 change qn previous year) 
Consumer Priceil 
Producer Prices 

1.5 
-0.4. 

1.8 
1.1 

1.0 
-0.4 

1.5 1.2 
0.6 

1.3 
0.1 

0.8 
-0.7 

0.6 
-1.5 

Balance of Payme.nts 
Current Account' ($ bil) 
Current Account (% of GOP) 
March.Trade Ball. wlUS ($ bil) 

-13.7 
-0.6 
15.4 

--4.5 
-0.2 
18.7 

#N/A 
tINIA 
tINIA 

-2.0 
0.1 

-17.9 
-0.9 
20.3 

(~.a.a.r.) 

3.4 0.1 
0.2 0.0 
22.9 22.9 

#N/A 
#N/A 
#N/A 

Exchange Rate (% change 00 previous quarter) 
Real Trade Wei(lhted (% chg) 
OM 1$ (level, pellod avg) 

-4.3 
1.5048 

·5.4 
1.7339 

1.3 
1.7593 

0.3 
1.8187 

0.6 , 
1.7938 

1.2 
. 1.7612 

-0.1 
1.6635 

. Fiscal Policy (calElndar year) 
Gen. Govemmt Exp (% GOP) 
Gen. Gov. Fin. Oal. (% GOP) 

49.1 
-3.4 

47.9 
-2.6 

47.1 
-2.4 

1 

46.9 
-2.1 

Monetary Policy . (M3 %chg qlq, if'lt rates end-of-period) 
Money Supply (M3, period avg) 
Interest Rates: 3 mo. (Ievel,%) 

10 yr. Govt bond Oevel,%) 

7.5 
.3.3 
6.6 

6.2 
3.3 
5.9 

4.4 
3.5 
4.7 

1~ 

3.5 
5.1 

1.4 
3.6 

12 
3.5 
4.5 

1~ 

3.5 
4.2 

Labor Market 
Unemployment Rate (%) 

Empl. as % Work. Age Pop. 
10.4 
61.7 

11.5 
60.7 

#NJA 
60.5 

10.9 
60.6 

11.5 
(s.a.a.r.) 

11.3 11.0 #N/A 

Other Indicators (%change) (% change, on previous year) 
Industrial Prodllction -{).4 2.6 #N/A 6.8 2.41) 3.5 #N/A 
IFO Business Climate Index -12.4 8.0 7.0 16.5 14.6' 5.0 -7.9 

Sources: OECD, IMI:; U.S. Commerce Dept; Haver data base . IMI:CamesI 
. Treasury,lMF, OECD, Fed forecasts sensitive. g:\imi\cp,.ger.xls 08-Feb-99 
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DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C. 

UNDER SECRETARY ACTIO. 
MEMORANDUM FOR SECRETARY RUBIN 

THROUGH: Deputy Secretary summer~ 
FROM: Ctv ~ Jeffrey R. Shaferd'" :;'Under Secretary (International Affairs) 

SUBJECT Memo· for the President on the Lyons Summit 

ACTION FORCING EVENT: 

There are a few issues on the agenda for the upcoming G-7 Summit in Lyons which we 

believe you should highlight for the President. 


RECOMMENDATION: 


That you sIgn. tJlattached memorandum. 


Agree _L Disagree Let's Discuss _____ 


EXtTUTIVF. SECRETil.'i'AT 

.- .... I'
~ 



DEPARTMENT OF THE TREASURY· 
WASHINGTON 

UNDER SECRETARY· 

MEMORANDUM FOR SECRETARY RUBIN 

THROUGH: Lawrence Swnmers 
Deputy Secretary 

. FROM: OO/effrey Shafer . .. 
\f~UnderSecretary for International Affairs 

SUBJECT: Progress Report to the G-7 Heads ofState and Government 

ACTION FORCING EVENT: 

The "Progress Report to the G-7 Heads of State and Government on Promming Financial . 
Stability" has been finalized and is ready to be transmitted to the President. 

RECOMMENDATION: 

That you sign the attached memorandum to the President transmitting the report. 

Agree____ 	 Disagree___ Let's Discuss ___ 

BACKGROUND 

As you may recall, the Heads of State and Government in Lyon called for ITIaximum progress 
over the coming year in: enhancing cooperation among supervisors of internationallYj-active 
financial institutions; encouraging stronger risk management and improved transparency in the 
markets; encouraging the adoption of strong prudential standards in emerging markeb, and 
studying the implications of advances in E-Money technologies. 

As we infonned you a. few weeks ago, the report is a pro2ress report only. providing a 
I 

description of our current work plan underway. It does not describe everything we hope to 
. achieve for Denver. We are currently developing more thoroughly our goals, subjeb to the 

I 

constraints imposed by our regulators, and will continue to work with the G-7 and the 
international regulatory bodies to produce a final report for the Denver Summit. 

ATTACHMENTS: 	 Memorandum to the President 
Tab 1: Progress Report 
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DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 

SECRETARY OF THE'TREASURY 
January 10, 1991 

MEMORANDUM FOR THE PRESIDENT 

FROM: Robert E. Rubin (L~0-

SUBJECr: G-1 Progress Report on Promoting Financial Stability 

In the run-up to the Lyon Summit last year, we were successful in convincing our G-1 colleagues 
of the need to take additional steps to promote stability in the international financial sy~em. As a 
result, we flagged the key vulnerabilities offinancial markets and established what is liRelY to 
become a rolling agenda focused on our objectives: improved market transparency and better 
financial supervision. 

I am pleased to report that we have made great strides since June to implement the Summit 
Communique. I believe that our efforts have increased the level of international coopdration and 
focused attention on the need to reduce systemic risks in the international financial system. I am 

, ' I 

attaching an interim Progress Report, which describes our work plan underway. My 0-7 
colleagues are also submitting this report to their respective heads of state or goverritJent. . 

I believe that we need to continue to be vigilant, and I remain very interested in pursJng practical 
measures, to reduce systemic risks. I look forward to using our leadership in the G-7 tlo prepare a 
substantive and meaningful report to you in time for the Denver Summit. 

Attaclunent: Tab 1: G-7 Progress Report on Promoting Financial Stability 

cc Sandy Berger 
Gene Sperling 
Dan Tarullo 



PROMOTING FINANCIAL STABILITY 

PROGRESS REPORT 
TO THE G-7 HEADS OF STATE AND GOVERNMENT . 

INTRODUCTION 

The Heads of State and Government in Lyon called for the "implementation of improved 
practical measures to deal with risks relating to the operation of the global financial markJts." The 
Heads asked for maximum progress over the coming year in: 

. -- enhancing cooperation among the authorities responsible for the supeTh'ision of. 
internationally-active financial institutions, importantly by clarifying their roles and respoJsibilities; 

, 'k d" d' . h Ik dencouragmg stronger ns management an Improve transparency In t e mar ets an 
connected activities, especially in the innovative markets; 

encouraging the adoption of strong prudential standards in emerging economies and 
increasing cooperation with their supervisory authorities; 

-- studying the implications of recent technological advances which make possible the 
creation of sophisticated methods for retail electronic payments and how to ensure their bJnefits are 
fully realized. 

. . 
The Heads requested that the G-7 Finance Ministers report to the next Summit in Denver on these 
issues. This progress report from the Ministers describes the results of the work thatl has been 
undertaken by Finance Ministries. in association with national authorities and the international 
financial regulatory bodies, to specify in more details the areas of work which will need io address 
Heads' concerns in financial regulation, describes efforts undertaken to date and plans currently 
underway; ,md sets out atentative timetable for completion of this work. 

KEY OBJ]~CTIVES 

Intemational financial markets are undergoing rapid changes, leading to increased expansion, 
globalization, and complexity. These changes present new opporturIities that are re:sulting in 
increased efficiency in the functioning ofthe international financial system and in economic growth. 
At the same time, the changes present new challenges -- to consumers, investors, and thb markets. 
Governments must take meaSures to deal effectively with possible systemic or contagion!risks, and 
foster financial stability without stifling financial irmovation or undermining the b1enefits of 
liberalization and competition or encouraging moral hazard, The supervisory and regulatory 
response, including international cooperation, must continually evolve to cmticipate aJd respond 
promptly and effectively to market ilUlovations and new risks as they arise. 



Over the years, the international regulatory bodies have undertaken extensive work in setting 
standards and producing guidance in regulatory areas to promote fmancial stability. They,! with the 
international fmancial institutions, governments and national authorities, are continuing theJe efforts. 
Governments and regUlators have to be careful that the policies and regulations they develbp do not 
result in "regulatory arbitrage", resulting in the flight offinancial activities to less regulatetl or even 
unregulated markets . 

. We, Ministers of Finance, have engaged in a close consultation with the international rrgulatory 
bodies, to set up precise objectives and a work plan on those areas in which Heads have identified 
progress as Ii priority.. 

Enhancing cooperation among authorities responsible for the supervision of internationally­
active finalltcial institutions, importantly by clarifying their roles and responsibiJiti~s 

Supi~rvisors need to exchange pertinent information, both on an ongoing bJis and in 
emergencies. They also need to develop other appropriate cooperative arrangbments to 
address emerging concerns at internationally-active firms in a proactive fashion. 

In a world of rapidly developing financial markets and·financial innovation, supervisors need 
to have adequate information to assess risks and to require institutions to marlage them 
apptopriately. As the gap between firms' business lines and their legal entity Istructures 
wid!:n, supervisors need to be able to obtain more information to assess risks incutredby the 
finn. as a whole. Supervisors' ability to exchange information is an import~t tool in 
comprehensive risk assessment. 

Work plan 

With the full cooperation of the international financial: regulatory bodies, we have asked for 
priority to be given to the following contributions and proposals: 

• 	 a list of major internationally-active financial institutions with the supervisors 
involved; 

• 	 concrete proposals for putting in place cooperative arrangements and 0ptions for 
objectives and roles assigned to coordinating supervisors, both folr ongoing 
supervision and for emergencies; 

• 	 prospects for setting a broad set of supervisory principles for the supervision of 
financial conglomerates· under the work plan of the Joint forum orl Financial 
Conglomerates; 
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• 	 status of progress achieved in effective infonnation sharing and remaining. gaps to 
be addressed; . . ' 

• 	 a factual report on the main obstacles, including legal issues encountered by 
authorities in infonnation exchanges, and if any, proposals for the Govemfuents to 
tackle them. 

Regulators and supervisors are cooperating in various fora to improve information sharing and to identify 
. . 

information that is needed, by whom and on which time scale, for effective supervision. The Base Gomrnittee 
on banking supervision and the Technical Committee of the. [nternational Organization of 'Securities· 
Commissions (lOSCO) are preparing a further report by end-April 1997 outlining additional ardngernents 
among supervisors in the supervision of internationally-active fmancial institutions. The Joint Forum on 
Financial Conglomerates, which is sponsored by the Basle Committee, IOSCO, and the Intbrnational 
Association of Insurance Supervisors (IAIS), and includes banking, securities, and insurance regul1tors from 
12 countries and the EU is also contributing to the process by preparing procedures for informati6n sharing 
and coordination among supervisors and identifying and evaluating information needs to enhance ~mergency 
preparedness. The Joint Forum is also developing principles for assessing capital adequacy of financial 
conglomerates and assessing prospects for setting principles for their future supervision. The IAIS, after having 
restru<:tured its working bodies, is prepared to contribute to this work from the viewpoint of insurance 
supervision. 

The work program in this area will extend beyond Denver. But there will be a substantive progress report for 
the Dtmver Summit, including elements where agreement has been reached. The international ~egulatory 
bodies have already given notice that they will be asking for action by governments to legislate tb allow an 
enhanced level of exchange of information. I 

Encouraging stronger risk management and improved transparency in the markets and 
connected activities, especially in the innovative markets 

Encouraging stronger risk management 

As financial institutions engage in more and more complex and global transactions, it is 
critical for their Boards ofdirectors and senior management to put in place effectiv~ systems . 
that (~nable them accurately to measure, monitor, and control risks. It is also essdntial that 
firms maintain a capital base that adequately provides for such risks and ~ngenders 

. 	 I 
confidence in the markets. Regulators and supervisors should continue to collaborate to 
addr.ess these issues. 

Improving transparency in the markets 

An :important element in efforts to enhance the role of market discipline and protect 
consumers and investors is to encourage financial institutions to disclose infonnltion on a 
mon~ comprehensive basis. Efforts to improve the quality of finns' public ann~al report. 
discl.osures about trading and derivatives activities are important. In addition, the feasibility 
and desirability of providing some information on a more continuous and up-to-Bate basis· 
should be explored. Initiatives to implement high-quality internationally accepted 
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a~counting standards and auditing practices are also critical, if such information is to be fully 
useful. 

Redlllcing payment and settlement risks 

Failures or problems by large financial institutions carl have serious ramifications for. the 
payments and settlements system, which is a key part ofthe infrastructure of the! financial 
system. The implementation of initiatives to reduce settlement risks in exchanges and 
markets, in particular in foreign exchange settlements risks, play an importaAt role in 
enhancing financial stability. 

Workplari 

With the full cooperation of the ip.temational regulatory bodies, we have askea them to 
prepare as priorities; 

• 	 concrete proposals to strengthen requirements for reporting and public disclosure of 
trading and derivative activities; . 

• 	 an assessment of the capacity of supervisors to be aware of very large positions; 
. 	 . ..! 

• 	 a report on possible ways to reinforce risk management and control mechanisms, in 
particular for financial firms; and 

. 	 . 

• 	 a repon on work. underway and envisaged further to reduce risks to payment and . 
settlement systems. 

We will also encourage further progress towards the development and adoption of high-
quality lAse international accounting standards.. . . . I 
There is a great deal of achieved and ongoing work by the national authorities and in 
intf:mational regulatory bodies, which is responsive to 0-7 priority requests. 

En<:ouraging stronger risk management 

The: Basle Committee has put a market risk package in place which strengthens incentives for good risk 
mailagement. 10SCO is continuing its work based on its April 1996 report to develop initiatives aimed at 
enhancing risk management controls at fInns, including the evaluation of the use of value at risk models that 
help managers better measure market risk. lOSCO will also be looking at the possible use of su~h models for 

J 

assessing capital standards. The Eurocurrency Standing Committee issued a report in July 1996 proposing a 
framework for improving global derivatives markets statistics, whichwiII help supervisor! and. market 
participants better understand the evolving scope and nature of derivatives markets. The Basle Committee 
has formed a work ing group to focus on the development of policies to address risk managemedt and internal 
control issues, expanding the work on risk management guidelines for banks' derivatives activities published 

. in July \994. 10SCO published similar guidelines at that time, and is currently examining the scbpe of further 
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work in this area. lAIS has set up a committee to study the supervisory approach to the use of derivatives by 
insun:rs in order to develop recommendations for the insurance sector. 

Improving transparency in tbe markets 

The BasleCommittee, laSCO, and the Eurocurrency Standing Committee are encouraging the adoption of 
improved standards for public disclosure of trading and derivatives activities. lAIS intends to wotk on issues 
related to these activities. The Basle Committee and IOSCO have just released a joint survey on tAtemational 
bankS' and securities flnns' disclosure of such activities with the aim of stimulating further impr6vements in 
this field. The Basle Committee has recently assigned asingle working group to focus on supervisoh- reporting 
and public disclosure issues, and to work closely with a separate task force on accounting mktters. The 
International Accounting Standards Committee is cooperating closely with lOSCO to c~mplete the 
development of a comprehensive core set of international accounting standards to help market participants and 
supervisors better analyze institutions across countries. Because disclosure regimes in individual cbuntries are 
governed by legal frameworks, in some countries legislative action may be needed to achieve a hi~er common 
standard of disclosure 'that should evolve in response to market developments. 

Reducing payment and settlement risks 

The BIS Committee on Payments and Settlement Systems have undertaken important work on the management 
of foreign exchange settlement exposures in private fmancial institutions; work which is bein~ continued. 
IOSCO and the BIS Committee are currently undertaking a joint project to develop a disclosur~ framework 
for securities clearing and settlement systems. Regulators are also examining ways to strengthen hsk controls 
and are continuing to review the use of netting in cross-border transactions as a means to lessen the impact of 

, pa)'lnent problems on the international payments system. The international regulatory bodies hJve indicated 
that the enforceability of netting agreements in relation with insolvency and bankruptcy rules is an area to 

. which governments will need to give continued attention. 

Encouraging the adoption of strong prudential standards in emerging economies and 
increasing: cooperation with their supervis~ry authorities I 

Cooperation with emerging market economies authorities is essential to foster ,good 
regulatory, institutional and legal systems, in order to minimize the risk df financial 
emergencies that could have adverse systemic consequences. 

G-7 authorities should encourage the G·I0, international financial institutions, and the 
international regulatory bodies to intensify their efforts and will continue to Jork closely 
with them in support of these objectives. 

Work plan 

The G-IO has fonned a working party to identify and analyze factors that promote flnancial stability in 
, . I 

emerging economies and build on efforts underway by the Basle Committee, laSCO, IIAIS and the 
international financial institutions. The working group's objectives are to build a consensu~ among 0-10 
mc~mbers, representatives of key emerging markets, and international financial institutions on /1) a set of key 
elements underpirming sound supervisory systems, and 2) concrete steps for achieving these goals, including 
coordinating the efforts of international bodies of regulators and international financial institutions to ensure 
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effective integration of such key elements, as appropriate, throughout emerging market economies. The 
working party will prepare an interim report for the G-I 0 in April, 1997 and a final report by end-May, 1997 

The r~!gulatory bodies have engaged in this cooperation. The Basle Comminee issued a report in oclober 1996 
setting out a framework for improving and facilitating the supervision of cross-border banking, rhiCh was 
endorsed by supervisors of 140 countries. The Basle Committee has undertaken to hold regular meetings with 
various categories of non-G 10 supervisors with a view.to fostering the adoption of common stan~ards.. The 
Basle Committee will keep G-7 Ministers infonned on the result of these efforts. IOSCO and 'tIS, whose 
broad membership includes developed and emerging market countries, will continue to work on tliese issues. 

Addition,lIy, the enl""emen' of 'he membe"hip of 'he BIS '0 new key d"eloping COllnm.! i, ,bo 'n 
important step to increasing cooperation. 

Studying the implications of recent technological advances which make possible the creation 
of sophistiC:ated methods for retail electronic payments and how to ensure their behefits are 
realized 

A G-lO working party has now begun meeting to examine this issue. Its focus is on stored 
value cards and on functionally equivalent network payments services. ThJ group is 
ass(!ssing the current state of development in these technologies in 0·10 coktries and 
reviewing the different approaches being taken with respect to competition poliby and the 
degree and extent of regulation and supervision that may be required. The gr6up is also 
bringing together the work which international bodies and countries have been dding in this 
area, particularly on consumer protection, law enforcement, and supervisory issres, 

Thl~ group will complete its study early in 1997 and produce a report for submission to 
Deputies next March. 
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DEPARTMENT OF THE TREASURY 


WASHINGTON, D.C. 20220 


June 17, 1997 

ACTIOI 
MEMORANDUM FOR SECRETARY RUBIN 

FROM: 	 Timothy Geithnerl~ 
Senior Deputy Assistant Secretary (International Affairs) 

SUBJECT:. Memorandum for the Pre"ident Transmitting G-7 Finance Ministers' 
Report to Heads of State and Government on Promoting Finarlcial 
Stability 

ACTION I:ORCING EVENT: 

The Report has been approved by all G-7 Finance Ministers and is ready for transmission to 
heads. (T(lLb 2) 

RECOMNCENDATION: 

Tha t you initial the mem1the President and approve transmission of the ,Report. ('!lab 1) 

Agree Disagree____ Let's Discuss . ' 

BACKGROUND: 

The G-7 Finance Ministers' Report to Heads on Promoting Financial Stability, which y,ou 
approved recently, has been approved by all G-7 Finance Ministers. The attached memo to the 

, President transmits the Report and summarizes key points and achievements. 

Attachments Tab 1: Memorandum for the President 
Tab 2: G-7 Finance Ministers' Report to Heads of State and Government on 

. Promoting Financial Stability , 

cc: 	 DI~puty Secretary Summers 

Assistant Secretary Lipton 

Daniel Tarullo 


LXEClr:r/.: .' '. ., 
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DEPARTMENT OF THE TREASURY 
WASHINGTON, D,C: 

SECI1ETARY OF THE f'REASURY June l.~', 1997 

MEMORANDUM FOR THE PRESIDENT 

FROM: Robert E. Rubin a, ttL-

SUBJECT: G-7 Finance Ministers' Report to Heads of state 
and Government on Promo~ing Financial stability 

I am 	 pleased to convey that, in association with our G-7 partners 
and th.e international financial community, we have made 
considerable progress in the implementation of the Lyon Summit, 
objectives on promoting financial stability. Attached iJ; our 
report describing our achievements since Lyon and propos~ls to 
carry this process'forward. I 

The most important results ot this process so far are the 
following: ,I 

We have developed a strate<JY to strengthen financial systems 
in emerging economies. This is important because w~ak 
financial sy~tems, as we learned in Mexico, can prebipitate 
a,rid exacerbate economic crises. ['his strategy inclUdes 
agreement on a single, universal set of guidelines ~nd . 
principles for strong financial regulation and a pl~n for 
mobilizing the World Bank, the IMF, and the international 
regulatory community to help countries put thesesthndards 
in place. 	 , , I ' 

• 	 \'le have also reached agreement on a set of proposals for 
reducing risk in the major financial centers, throubh steps 
to establish a global network of ~upervisors and re~ulators 
to enhance oversight of the major~lobal financial I 
insti tutions and markets, .;md to ,improve transparency and 
disclosure. " 

• 	 We have reached agreemerit on an important report on the 
international implications of electronic money, which 
outlines a consensus on·a framework of principles fpr 
9uiding national approaches to these emerging elect,ronic 
payment technologies, based on a market-based approach which 
plays. well to our strengths in financial services ahd 
information technology. 

These ~fforts are part of an ongoing p~ocess to strengthen the 
global financial system which you initiated in Naples anld 
Halif'ix. Looking forward, we will focus on implementatijon of 
these proposals, particularly in the area of strengthening 
standards in emerging markets and enhancing cooperation among 
supervisors in the major financial centers. 



June 2,1997 
PROMOTING FINANCIAL STABILITY 

Executive SumllUlry 

At the req uest of the Heads of State and Government in Lyon, the G-7 Ministers ofFinance are , 
pleased to report on the extensive progress that has been achieved in promoting the stability ofthe 
global financial markets in the four areas delineated in the Lyon Summit Conununique': . 

International Regulatory Cooperation. 

• Supervisorsl have ~eveloped a set ofproposals for enhancingcooperation in the 
supervision ofglobally-active financial institutions on an on-going basis and in Jmergency 
situations. 

• Supervisors have made substantial progress toward agreement on a framework lof 
sUI>ervisory principles for globally-active financial institutions, including techniques to 
assess capital adequacy. 

Risk Management and Market Transpilrency 

SuperVisors have studied the orgaruzational and management structures of selected 
globally-active financial conglomerates, d(:veloped supervisory tools to better uhderstand 
their risk management processes, and are. expanding guidance on sound risk mahagement 
systems. 

• 	 Supervisors have taken steps to enhance disclosure practices by financial firms and to 
improve the information firms provide to supervisors and regulators. 

• 	 G-IO Central Banks have taken steps to reduce settlement risk in foreign exchange 
transactions and, together with IOSCO, in securities settlement systems. 

Prudential Standards in Emerging Economies 

• 	 The Working Party on Financial Stability in Emerging Market Economies, comprised of 
representatives from the 9-10 countries andemerging market economies, issue~ a report 
recommending a concerted international strategy to assist emerging economies in 

. strengthening their financial systems based on a set of broad principles and prac~ices. The 
working party proposes roles for international regulatory bodies, international financial 
institutions, and for providers of technical assistance, while emphasizing the ulti'mate 
responsibility of national authorities in emerging market economies, the need fo~ sound 
macroeconomic policies, and the importance of open, ·competitive, and transpatent 

I The teml "Supervisors" is meant to refer broadly to national supervisory and regulatory authorities, and, 
where applicable, to organizations of supervisors, including the Joint Forum on Financial Conglomerates, qr its 
sponsoring bodies, the Basle Cornrnittee on Banking Supervi,ion, the International Organization or Securities 
Commission:; ("IOSCO") and the International Association orInsuranee Supervisors ("IAIS"). 
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markets. 

• 	 The! Basle Committee, in cooperation with 15 key emerging economies, develop,ed a set of 
"Core Principles for Effective Banking Supervision," which will contribute significantly to 
the adoption of improved prudential standards worldwide, particularly in emergi'ng 
markets. ' 

Electronic Money 

• 	 Tht: G-I0 Working Party on Electronic Money reached agreement on a set of broad 
obj4~ctives and key considerations to help guide/national approaches to emerging electronic 
payment technologies, including the need for transparency, financial integrity, tetlmical 
security, and evaluations of vulnerabilities to criminal activity. 

Looking Forward 

Looking be:yond the Denver Summit, G-7 Finance Ministers urge that efforts to strengthen the 
international financial system continue. We have identified two areas warranting particJlar effort. 

I ' 

In the area of enhancing cooperation among supervisors of globally-active financial institutions, 
we have encouraged international regulatory bodies and national supervisors to reach abeement 
and implement their proposals for enhanced cooperation. We are also undertaking an aSsessment 
of the imp~diments t.o infonnation sharing t?at have ~e~n i~entified.. With resP7ct to I 
strengthenmg finanCial systems and prudential SUpcrvtslon In emergmg econorrues, we have asked 
the G·I 0 Deputies, in collaboration with emerging market representatives, to review I ' 
implementation of the strategy proposed by the working party. We have also called on the 
internationtLl regulatory bodies, the IMF and the World Bank to report to Finance Ministers next 
April on thc~ir contributions to this process. 



June 2.1997 
FINAL REPORT 

TO THE G-7 HEADS OF STATE AND GOVERNMENT 
ON PROMOTING FINANCIAL STABILITY 

INTRODUCTION 

The Heads of State and Government in Lyon called for the "implementation of improved practical 
. 	 I 

measures to deal with risks relating to the operation of the global financial markets." The Heads 
asked for maximum progress over the year in: . .1' 

• enhancing cooperation among the authorities responsible for the supervision of 
I 

internationally-active financial institutions, importantly by clarifying their roles and 
responsibilities; 

• 	 encouraging stronger risk management and improved transparency in tile markets 
and connected activities, especiaUy in the innovative markets; 

• 	 encouraging the adoption of strong prudential standards in emerging economies 
and increasing cooperation with their supervisory authorities; and 

, I 

• 	 studying the implications of recent technological advances which make possible the 
creation of sophisticated methods for retail electronic payments and how to ens'ure 
their benefits are fully realized. 

The Heads requested that the G-7 Finance Ministl~rs report to the next Summit in Den'fer on these 
issues. In December 1996, the Ministers provided an Interim Progress Report to the Heads 
outlining in detail the extensive work undertaken by Finance Ministries, in association tth 
national authorities and the international regulatoIY bodies l to address the Heads' interest in these 

l 

areas. This final report for the Summit in Denver describes the accomplishments since Lyon and 
recommends a set of objectives and proposals to carry this process forward. 

International financial markets are undergoing rapid changes, leading to increased expansion, 
globalization, and complexity. These changes present new opportunities that can lead ~o 
increased efficiency in the functioning of the intemational financial system. At the samf time, the 
changes pr'esent new challenges -- to consumers, investors, and the markets. Governments must 
take measures to deal effectively with possible sys.temic or contagion risks and foster fihancial 

The Basle Conunittee on Bank.ing Supervision, the International Organization of Secwities Commis~ions, the 
international Association of lnsurance Supervisors, and the Joint Fonun on FinanCial Conglomerates (which is 
sponsored by the first Uu-ee bodies and includes banking, secluities, and insUrance regulators from 1 3 counfr1es and the 
European Conunission). 



stability without stifling financial innovation or underoUning the benefits of liberalization and 
competition. Governments and regulators have to be careful that the policies and regul:ations they 
develop do not result in "regulatory arbitrage," resulting in the flight of financial activities to less 
regulated or even unregulated markets. We must pursue these efforts while maintainin~ the . 
important role of market discipline and promoting the improvement of prudential standards. 

In the past year, national and international regulatory bodies,the International MonetaJ Fund, the 
World Barik and others1 have continued to intensify their cooperative efforts on a natiohal, 
bilateral, and multilateral basis to strengthen the international 'financial system. These attions have 
produced meaningful progress to enhance risk assessment and address possible systel1}i6 or 
contagion problems. ,We welcome the increasing degree of interaction and cooperation among all 
the various, bo~ies and encourage them to continue their efforts. 

OBJECTIVES 

Enhandnl~ Cooperation Among Supervisors of Globally-Active Financial Insti(utions 

Major, globally-active financial institutions operate in world markets through a variety lf legal 
entities and functional business lines and across geographic jurisdictions.· Therefore, as la practical 
matter, supervisors of regulated entities within a financial group must be in a position t~ 
understand a firm's global operations, so that all material risks to the relevant entities within the 
firm and to the group can be considered. International cooperation among supervisors, \inCluding , 
exchange of information, is an important tool in the comprehensive risk assessment of global 
firms, and in assisting supervisors to take timely supervisory action. 

Key Areas ofProgress 

. Substantial work to enhance regulatory cooperation is taking place on a bilateral and ml:lltilateraJ 
basis. Arrangements to exchange information in emergencies represent a significant ste~ by . 
~ec~rit~es and banking r~81;llators to enhance the supervision ofglobally ac:ive finapcial I' . 
institutIOns and are a buildmg block to expand further regulatory cooperatIOn. We welcome the 
important steps outlined in the reports of the international regulatory bodies to e,nhance 
cooperation among supervisors on an ongoing basis and in emergency situations. 

The ioint Forum has agreed that, in appropriate circumstances, a coordinator should be identified 
to facilitate the exchange of inforrt:latiori on globally-active financial institutions. The J<pint Forum 
is continuing to develop the possible menu of roles that a coordinator could assume during 
emergency and non-emergency situations. It is also exploring the relative merits and prlctical 
implications of each role (including lega! and regulatory constraints) for the coordinatorland other 
relevant supervisors. 

These include the International Accounting Standarcs Committee and the Commiltee on Payment and 
Settlement Systems of G-I 0 Central Banks. 

2 
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The Jaint Farum has alsa drafted a set .of supervisary principles, including techniques taassess the 
patential iinpact .of the graup-widecapital structure an the regulated firms. . 

IOSCO and its members have undertaken a number of practical measures ta strengthen their 

caaperation, including caardinated inspectians, investigatians, and reviews afmajar, 

internatianally-active financial groups. 


Regulatars fram twenty jurisdictians respansible for the supervisian bfthe warld's leading 

?erivativ~ market~ and a~er sixty derivatives excha?ges re~ched an a~reeme?t i~tendedlta 

Improve mfarmatlan shanng an large expasures .of internationally-active denvatlves firms. 


We welcame the pragress by these graups and, going farward, we: 

• 	 Encaurage the Jaint Farum ta reach agreement an principles for enhanced cooperatian, 

bath far angaing supervisian and far emer.gencies; 


Enj:;ourage the Basle Committee, IOSCO, and the IAIS. ta develop further thei~ wark in . 
these areas, and national superVisars ta apply the coaperative arrangements identified by 
the Jaint F.orum in its repart to Finance Ministers, in .order to draw lessans and tefine the 
caflcrete features .of such arrangements; 

• 	 Agree ta support necessary changes in laws .or regulatians that facilitate and imprave 
ini()rmatian exchanges far supervisary purpases between natianal regulatary authorities, 
while preserving the confidentiality .of infamlatian. 

• 	 RC4:.agnize the importance .of changing laws and regulatians, where necessary, to facilitate 
ansite inspection arrangements far branches. In additian, the horne cauntry sup~rvisar 
should have the right ta .obtain information abaut fareign branches and subsidia~es .of the 
financial institutians under its, supervisary jurisdictian.' Barriers ta ansite inspectians 
should be minimized. 

G-7 Finan(;e Ministries are undertaking an assessment of impediments ta infarmtttian snaring 
identified by the Basle Committee, IOSCO, the IAIS and the laint Farum. 

Encouraging Stronger Risk Management and I[mproved Transparency in the Markets 

A stable financial system depends on saund financial institutions, whose .operations are transparent 
ta supervisars and to the market. As financial institutions engage in increasingly compl~x and 
'glabal transactions; it is critical that they have in place effective systems ta measure, mdnitor, and 
cantrol risks, as well as sufficient capital ta provide far such risks. Public disclasure cah alsa 
enhance the rale afmarket discipline by improving the infarmation available ta market I 
participants. Insalvency or liquidity problems .of majar glabally-active financial graups can 
seriausly affect the payment and settlement systems, and mechanisms to permit firms to reduce 
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the net value of their exposures to counter parties may lessen the vulnerability of the system to 
such events. 

Key Areas ofProgress 

• 	 Supervisors have studied ·the organizational and management structures of selected 
globally-active financial conglomerates, developed s!Jpervisory tools to better u6derstand 
their risk management processes, and are t!xpanding' guidance on sound risk ma~agement 
systems. 

• 	 Tht! Basle Committee is currently overseeing the implementation of the January 1996 
Amendment to the Capital Accord to incorporate market risks. The amendment requires 
banks to hold sufficient capital against risks from trading activities and reinforc~s their 
efforts to improvensk management techniques. 

• 	 Th(! Basle Committee has issued a consultative pap~r that establishes twelve pri~ciples on 
the management of interest rate risk that its members will use to evaluate the effectiveness 

. ofbanks' interest rate risk management 

• 	 lOSeO haS created a special task force to define acceptable methodologies for 
detl~nnining minimum capital standards and supervisory approaches to systems and 
controls for internationally-active securities firms. 

• 	 Through their comprehensive surveys; the Basle Committee and rasea have taken steps 
to make information available to markets and sup~rvisors on derivatives activitiJs. The 
Euro-Currency Standing Committee developed a reporting system on derivative1s activities 
ofrnajor dealers, to begin in 1998. 

• 	 The: lASe, in consultation with laSCO, has the goal ofdeveloping, by March 1998, a 
cOIllprehensive core set of high-quality international accounting standards for uJe by 
fon:ign issuers conducting an offering or seeking alisting. 

• 	 Th~: Committee on Payment and Settlement Systems ofG-IO Central Banks has
l
takeri 

steps to reduce settlement risk in foreign exchange transactions and along with ~OSCO has 
takl~n steps to develop and implement a disclosure framework for securities settlement 
systems. 

We welcome the progress that has been made in f:lese areas' and look forward to efforts to foster· 
high-quality accounting standards and to improve the info~ation available on the natu~e and 
adequacy of risk management and internal controls. In the context of these efforts, we encourage 
supervisors to examine the feasibility and desirability of establishing stronger public disdlosure in 
periodic financial reports, including whether legislative action is necessary, to maximize: the ability 
of market participants to make meaningful assessments. We also encourage supervisors to 
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explore pdnciples for analyzing the capital positic,ns of regulated entities and where such entities 
are included in a diversified financial group, on a group-wide basis as well, in order to bvaluate 
risks to the regulated entities. 

We welcome the steps outlined in the reports from the international regulatory bodies ~o reduce 
risks to p~lyment and settlement systems. We encourage the Commhtee on Payment arid 
Settlement Systems to continue to work with indust'ry groups that seek to offer risk-reducing 
multi-cun'ency services. 

We agree to introduce, where necessary and appropriate, legislative measures to ,ensure the 
enforceability of sound netting agreements in relation to insolvency and bankruptcy rulbs to 
reduce systemic risk in international transactions. 

Encouraging the Adoption of Strong Prudential Standards in Emerging Economies 

Strengthening financial systems in emerging econl)rnies will reduce the risks offinanciJI and 
macroeconomic crises that can impose substantial costs on domestic economies and ha've 
potential contagion effects in regional and international markets. In response to the G17, the G-IO 
fonned a working party to identify and analyze factors that promote financial stability in emerging 
economics and to outline a concrete strategy to strengthen financial systems in such ecbnomies. 

Key Areas ofProgress 

The working party, which included representatives of emerging market economies, international 
regulator:V bodies, and the international financial institutions, made significant progres~: 

• 	 The working party issued for wider discussion a report recommending a strate~ 
comprising: development of an international consensus on the key elements o~ sound 
financial systems; fonnulation of sound principles and practices by international regulatory 
bodies; use of market discipline andmarkt~t access to provide incentives for th~ir adoption; 
promotion by the IMF, World Bank and others of the adoption and implement1tion of 
such principles and practices. 

The international regulatory bodies and the BIS have made significant contributions: 

• 	 In cooperation with 15 key developing countries, the Basle Committee release(l ~a 
consultative paper on "Core Principles for Effective Banking Supervision," antI' an 
accompanying c~mpendium providing mor~ in-depth guidance. on supervisol issues. 

• 	 The Basle Committee In OCtober 1996 also Issued a report settmg out a framework for 
improving and facilitating the supervision of cross-border banking, which was endorsed by 
supervisors of 140 countries. , 
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In the last year, the BIS expanded its membership to include representatives from 
em(;rging market economies. IOSCO m~de changes to its organizational struct~re to 
increase the representation of emerging markets. The IAlS formed a special corhmittee to 

. I 

promote the development of emerging insurance markets by establishing principles and 
offering training programs. 

We endors(! the strategy proposed by the working party. We also share their view of the ultimate 
responsibility of national authorities in emerging market economies, the need for sound I 
macroeconomic policies and t,he importance offunher developing competitive, transparent 
markets opl~rating on sound principles. We encourage the endorsement and implementation of 
the working party's proposals by national authorities worldwide. We urge national sup~rvisors to 
implement the Basle Conunittee's Core Principles, and call on the IMF and World Banklto use 
them as benchmarks when they advise or conduct surveillance of emerging market economies. . 
We prOpOS4! the IMF give higher, targeted priority to financial sector stability in its survbiUance 
work, incorporating the guidelines and advice of the supervisory conununity. 

We suggest the international regulatory bodies corJtinue t6 work within the framework proposed 
by the working party, in dialogue with the international financial institutions. We propoke that 
parties offering bilateral assistance. the World Bank and other development banks encoJrage 
sound financial sectors, consistent with the strategy, through the provision of high quali~. well­
coordinated technical assistance. 

We ask the G-I 0 Deputies, in collaboration with emerging market representatives. to review 
. I . 

implementation of the strategy. In this context, we ask the international regulatory bodies, the 
IMF and the World Bank to report to Finance Ministers next April on their contributionlto this 
process, inc:luding their efforts to strengthen the roles they play in encouraging emerging market 
economies to adopt the principles and guidelines identified by the supervisory community. 

Studying the Implications of Retail Electronic Payments 

In response to the G-7, the G-IO fonned a working party to develop a broad understanding of the 
policy issues that might arise from the development of electronic money and idelltify thdse relating 
to consumer protection, law enforcement, and supervision, which could benefit from additional 
internationaLI cooperation. The working party focused on multi-purpose stored value cafds and on 
functionally equivalent payment products for executing payments over open computer nbtworks. 

Key Areas ofProgress 

W e endors~; the working party report on electroni(: money and its key findings that consumers, 
providers and authorities should give attention to the transparency, financial integrity, tckhnical 
security, and vulnerabilities to criminal activity of electronic money. On cross-border iJsues, 
given the early stage of commercial development. we agree with the working party that ~e should 
adopt a flex.ible response to electronic money schemes, particularly in light of somewhat different 
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national approaches to regulation, to minimize any impediments to innovation and competition 
and hence their active development. . .1 

The working party provided a useful forum for re!lecting the perspectives of central banks, 
finance ministries, and law enforcement officials. We agree with the working party's cJnclusion 
that it is important to monitor the situation going forward and that a similar approach cbuld be 
useful in the future if circumstances warrant, though it is not necessary at this time to e~tablish 
new, formal international coordinating mechanisms specifically addressing electroni~ m6ney 
developments. . 
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DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C. 

September 10, 1999 
SECRETARY OF THETREASU'IY 

. MEMORANDUM FOR THE PRESIDENT 

FROM: 	 . Lawrence summ~ 
SUBJECf: . New Economic and Financial Forum - the G-20 

I want to update you on our effortS to establish a new, expanded Finance Ministers' and ICentral 
Bank Goverrtdrs' forum. You will recall that we undertook this initiative as part ofthe €ologne 
Summit preparations in order to broaden the international dialogue on economic and finlmcial issues 
- much as we, did through. the successful "0-22" discussions that you joined in October 1998. 

The new fonun was accepted in principle at the Cologne.S~tin June. An approach ifor 
establishing the group has now been agreed, and 0-7 Finance MiDisters will announce oh . 
September 2:5 its creation and first meeting - targeted for December in Berlin. 

The paramet1eI'S for the new group are consistent with our original conception. 

• 	 Vie argued successfully to gain membership for key countries. The group will be 
c1:>mposed ofthe 0-7 plus: Argentina, Australia, Brazil, China, India, Indon~sia, Korea,

. . 	 I . 

Mexico, Russia, Saudi Arabia, South Africa and Turkey. In addition, the EU Presidency 
and the European Central Bank will send speCial representatives to the,meetfugs. 

• 	 To ensure effective coordination with existing institutions, there will also be four ex 
officio members: the chairmen of the Interim and Development Committees, the 
President of the World Bank and the Managing Director ofthe IMP.. I .. 

• 	 We also secured the initial chairmanship for Canadian Finance Minister Paul Martin,· 
who we believe will provide strong leadership for the group - and with who~ we have a 
close relationship .. 

There was s1rongpressure to keep this group small in order to facilitate frank and informal 
. discussion. The balance ofparticipants reflects the weight ofeach region in the global ~onomy; 
individual CC)untry selections within each region are'based on economic size and population. On 
this basis, ccJuntries such as Poland and Thailand did not make the final cut. However, the Thai 
Finance Minister will participate in his capacity as Chairman of the Development COn:uhlttee, and 
we have agrl~ed to try to lengthen his term in this position. 

We are optimistic that the new 0-20 will provide an important vehiCle for building consensus and 
promoting cooperation in coming years. If it develops as we expect, the 0-20 will be ait. important· 

. legacy ofthils Administration in international economic and financial policy . 

., 



DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C. 

September 10, 1999 
UNDER SECRETARY 

MEMORANDUM FOJECRETARY SUMMERS 

FROM: Timothy F. GeithnerW 
Under Secretary for International Affairs 

SUBJECT: Memo for the President on the New "G-20" 

We have now reached agreement among G-7 Deputies on the main elements of the new informal 
m~c~anis:m for dialogue among systemic~ly signifi cant economies ("G-X") th~t G-71 Finance 
MmIsters proposed and Leaders endorsed III June as part ofthe Cologne SummIt process. 

. 	 . I , 
The attac:hed German paper outlines the deal that has been reached, although some of the details are 
still unde:r discussion. In particular, I have flagged for others that Indonesia's participation may 
need to be revisited closer to the point of announcement. .. . I 
We have shared the German paper with the NEC, NSC and State to keep them informed. The 
attached memo from you to the President reports on these developments and the plarlned 
announcement of the new forum at the G-7 meeting later this month. 

Rocomm7, 
That you 'gn the attached memo. 

-¥-_ Agree. Disagree ___ Other 

Attachments: 	 Memo for Signature 
German Background Paper 

Cc: Assistant Secretary Truman 

. EXECUTIve SECRETARfAT 

I 
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DEPARTMENT OF THE TREASURY' 

Wf,SHINGTON 

May 3, 1993 

MEMORANDUM FOR 	 DEPUTY SECRETARY ALTMAN 

FROM: 	 Alicia Munnelill \ \,\\\\ . 
Assistant secr~~~Designate, Economic Policy 

SUBJECT: 	 Climate Change Action Plan 

I will attend' the May 3rd meeting on Climate Change, but you 
should know that this group's assignment:is solely to seti up fora 
to receive views from industry, labor, Congress, environ~ental 
interests etc. It is designed, at least in part, to keep' 
Transportation, Energy, EPA, Treasury, and othc~s busy w~~le the 
real work will be done by a separate (and secret) group, 1""Jhich 
excludes these aaencies With "vested interests." This secret 
gro~p app~rentlyJhas be7n tol~ to say no~hin~ abo~t its I 
del1berat10ns, because 1nvolvlng those agenc1es w1th vestied 
interests "would unnecessarily politici?e the process." 

My view is that Treasury (despite our bad behavior) should 
not be lumped in with Transportation, Energy, and EPA, b~t rather 
should be represented on the secret group. The membership of 
this group is attached. I am a novice at this type of i~trigue, 
but it may be useful for you to call your pal Bob Rubin io get 
our name added to the list. . . 

If you do not want to do this, it is fine with me. But you 
should know that information is going to be very tightly 
controlled and we may well get blind-sided. Even my best source. 
Ray Squitieri, has had great difficultygctti~g Gve~ a c~py of 
the meeting notification; 

Please let me know what you would like to do. 

cc: Philip Diehl 
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MEMORM'DUM 

TO: 

THROUGH: 

SUBJECT: 

THe WHITe HOUSE 

WASHINGTON 

1 p 5 : I B 
April 23, 1993 

Rahm Emanuel . 
John Gibbons 
Alexis Hennan 
Anthony Lake 
Thomas McLany 
Regina Montoya 
Roy Nee! ~ 

~(.) 

John Podesta ~ t; 

Katie McGinty ~/ 

Howard Paster 
Leon Panetta 
Carol Rasco 
Marla Romash 
Roben Rubin 
George Stephanopo)ous 
Laura Tyson 

Action Plan for Greenhouse Gas Commitment 

During the Eanh Day speech. the President made a co~itmenl to the preLvation of the 
world climate system: 

Tod3.V, I reaffrnn mv person3.1. and announce our nation's 
ccr;:;;i!!Tlcnt, to rcduci'IH; our emissions of c:reenhouse gases td 
their 1990 levels by the year 20JO, I -am inslJuct'ing fll)[ 
adminisrration to produce a cost-effective plan by August that can 
continue the trend of reduced emissions. This must b: :! c:!2Jic~ 
call. not for more bureaucr3.cy or regulation or unnecessary costs!. 
b!..!! instead for Amcric<ln ingenuity and cn::ativiry.' to produc~ i~J 
beSi and most energy-efficient technology . 

. The President has issued a significant challenge, one which wilJPem~nd 
~reativity from us. I p:opose .!.hat we (o:designatcs) meet on Wednesda)\ April !2~. 3t( 12:~m 
In my office (Room 060 OtOB) 10 alSCUSS how we should respon_d to Ihe Icnallenge. Be 

~:':~~ocnue \~ ~'~S~~~~\\J~e1~b~r~~;~~;":~;~~;~~c ;:~~~: c:t~~~~\he bC:12~~~~0~:(~:~~ ~~:~;~~!~~:oS~t~';l :~~~ 

President delivers on his commitment) 

http:bureaucr3.cy


.' 

In cn::.aling and eventually selling the Action Plan. we will need to design a manageable 
combination of public panicipation (industry. labor. Congress. environmental ihtercsLS) and 
confidential deliberation. This will be an ihherenlly political process which williattract a lot 
of press and interest group attention. You will need to understand where the process is 
going in order to monitor and help manage the substantive and poiitical aspdcts. 

At the meeting. I will distribute for discussion my initial ideas on how we can struCture 
a process to produce the Action Plan by August. \Vc need to move quickly, and I look forward 

to hearing your views and ideas. 
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THE WHITE HOUSe 

\'\1 ASH I N G TON 

April 2<), )')f.l3 

MEMOHAflDUM 

TO: Se.qe.tHry Babbill 
Secretary Bentscl\ 
Secretary Brown 
Adminislralor Browner 

[-ROM: 

Sccrcl ary Chrislopht!r 
Secrelllry \-:spy 
Secret,lry O'I.cHry 
Sccrclary rena 

, Kiit!C McGi!lI~ (yV , 
Office 011 EnVll'Ol11nenta! Pill:c:y 

SUBJECT: Climate Chnn!;c AClion Plan Pro:.:ess 

During the Earth DRY speech. {he pn.:sidcn~ matk. a cO!l)miln~t.:111 10 thc-, prC':$C':Jaliofl of the. 
world climate system: ' 

TOO:l),. I ream rm my per~{)nal. and :1 nnOll 11 CC"; our nat ion' s 
commitment. to rc:illcing Ot:r emissions of grc.~nhol!sc g;lscs to 
their J 990 k.vd~ by the y:.ar ~O()O, 1 ;!!~~ in~;ln:(~:iiig ill)' 

admilli~trati{)n' to produce 11 cos\-cfkcliv\: plan by ,AUJ.!tISl lhal can 
continue. tilt.: l:l::nd of r::-duccd ('missiolls. This mllst he a c:lill;OIl 
":;111, 110\ ro,- nlO,:.: b:.m.::ItICf<1C)' (If fCf:l!Lition or III~nr'.CC:;S;ii:y costs, 
bUl inslc:1d for American ingc-.Iluily allt: ,:n:,l\jviIY, 10 producc lhe 
bcs: :lnu most cll:..:rgy-criicicilt l~cl:!l(lI(lF.Y. 

The Pn::sidcrll hcs issut;t\ a :;ignitic:l1ll challenge, ont'o whiell will demand irq::l!nairy and 
c:rcutivity from ..:.4~,.. \>.'ould iiKC \0 C()il\'e!l~ r. nK~('.:il1g with\ de"ignut:s 
from your sG.Qon Monday. May 3. al JO:15 in 11, of'fkc (Roelln :;60 or::O 13) l(l di~c~lss how we 
"hOllld ""SI)Olld ~lOen' ··ll'·n·· u ' wl..,.-r"::li<;C:II'~ hc"'" \". ""1" '"'II''' "" inl'!'! '{Ip' " •• , )".,,'; :.i" .."".Ill"~ ;;y r 10 Ule cni.!IJc.n;,.:~. \~ II U ..... .. " ....... L,CI". ..•.••• ~,. ("t ..... ~ ......~_ no ... , .... 1.')
I ,II' 

prDCi;:~~ (to f:11J~e sure ina! {'.vcryonc is 011 board) d:::libn:uio:l (so we wii! choos: lhe bi'sl 0plions) 
and resulls (so thaT the Pre-sidelli ddivcrs on his CO:lllllillll~nl), 



In cre(\!i:1~ Hnd cventually stllillg lilt; /\(;Iioll Pl:lll. we w:ll 11,',(".ci 10 ci(",sign ~ m:\I);1gc:\blc 
combinntion of pllhlic r:micip;\ljon (industry. l:IbOf. Con);:'css. r.l)vironmc:ntal interests) and 
confider.! il'..! de I iber<! lion, A tl.teh..:u is a d raft of tile propo!'cci prOCC$$ by which \>.,6 c £Ill produce 
lin, Acrion Plan h)' Augml. Plc(lse'review the draft su 11\;1: we can dlscliss lltc Iprnpo!'(\l ~Ild 
qUl(.:kly rC:1ch cl()~u:\:. Or! Ihc proces~, \Ve ner..:d lIll))O\'(! \/llIe\,I)'. ilnd 1 look forw:ird 10 Ilearlllg 
yom view$: nnd idca." / 

Atlflchment 
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DeveJopmp.~~ 0f the 
ClimatQ ChanQQ Ac~ionPl&n 

. 	 ( 
St:-uc<':Ul~e ann f'u:-H.:tior:s 

April /'8, 1993 

Critical. Factors to KQep in Mind: 

o 	 The P;-esidl;:!nti('t) commit;ncnl r~guir(:'s us l.0 succecd, 
crucial for success. 

o 	 The ti.ming is very tight - we are facing a mid-AU 9us 
deadline. 

and :"$ 

t 

l 
o 	 We need affected interc~~$ to have a stake in ~hc process in 

order' to bOlh fc)rmulate andimplGlncnt. tht'! plan. 

,-	 The F.dminist:·Ctlion mus~ m.:dnl.a·in firm CO;'Il".rol over bhc 
I 

process wi":ilc not re:'ilrding t.he beneficia) input and a.dvice 
from ~ffected inlerests. Non-const=uc~ivc input or 
obstruction-must be avoided. 

o 	 The 5ntearitv of the p=oc~ss J'eauires that stakeholders r:ot 
- \-.-, '-1 '., . .. . d . I. use oehe::- Cl,i):1ne.:.5 to :n: uencc i-iom) nlst.!"at ~on ec.!.s~ons. 

....... 	 STRUC:-rURE 

Es.tablish Climate Ch2r.r)p JI.c.:liorl P};:n Commit',:(:!e 

o 	 Missi.on: Cor..:ni:::-.ee !!IakOS n:~commendiJi,io:1S ~o J'\C:mi,nisn.:::a,,::"an 
Senic::: St~c:-i;)9 Groi.:p (composed of ?.!:incipi!l s from Rey 
agencies and whiLe House) on. meet in<j lhe Pres ident' ~~ 
commilment: Cornrnit:'C8C c!'lair.-ed by Whit:ellouse DrUce 011 

Environmental Policy. 

o 	 Mcm:,e:-ship 0:1 triG Comm~ ttee: gove:!.'nl:1Cn';:, indust:::-y I tabor, 
environme~tal organizations, universities, [QUEST!0N: ROLE 
OF CONGRESS?] I 

o 	 1 n i ::. :'c a II y s e ::. Comm i t. t c C! at 30me ~e :::- s - - D\.1 '- w.i J ~ prob a b 1 Y 
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DEPARTMENT OF THE TREASURY 
WASHINGTON' , 

August 17, 1993 
ASSISTANT SECRETARY 

MEMORANDUM FOR SECRETARY BENTSEN '.FORMAT,OIl 
DEPUTY SECRET~ 

FROM: Alicia MunneJt11f11I/ 
SUBJECT: Climate Change Action Plan Update ~ 

This: memo will update you on the positive steps takln to 
date to formulate a Climate Change Action Plan, fulfillirtg the 
President.'s Earth Day speech commitment to return U.S. greenhouse 
gas emissions to 1990 levels by 2000. 

Analysis of options and construction of the plan are nearly 
complete. The interagency group has agreed to postpone ~n 
announcement from the original date of August 16 untilt~e end of 
September, in order to allow time for a thorough review df the . 
entire plan, and for outreach to Congress, environmentaIi1sts , and 
business groups. r" .' I 

The interagency analysis and debate have been constructive 
and collegial to a degree I could not have imagined in' Apfril, 
when it began. I see this process as a success story--anl example 
of how to build a constructive dialogue between agencies and 
interest groups with very different points of view. I 

Only a few issues remain to be decided. One that concerns , 
Treasury would ,modify the treatment of employer-provided p~rking; 
which is :now an untaxed fringe benefit as long as the amount is 
less than $155 per month. The proposal would reduce comm~ting 
traffic (and therefore carbon dioxide emissions) by allowing 
employees to claim the cash value of the subsidy instead hf the 
parking space. This option is one of the largest in the package, 
providing 7 percent of all reductions in the Action Plan,li.e., 
7 percent of the amount necessary to return year 2000 emi~sions 
to 1990 ll~vels. At the same time, it would, we believe, increase 
revenues to pay for other parts of the Plan. \ 

Tax Policy is reviewing this option and has expressed some 
concerns; we are working with them to ensure a thorough r~view. 

cc: 	 Les Samuels 
Sam sessions 



93-125133DEPARTMENT OF THE TREASURY 
WASHINGTON 

ASSISTANT SECRETAF!Y 
September 8, 1993 

MEMORANDUM FOR· SECRETARY BENTSEN 


FROM: Alicia H. Munnell P~1 

Climate Change Action Plan
SUBJECT: 

At-tached is a memo that I would like. to send to Ka~ie 
.McGinty, that summarizes the Treasury's position with regard to 
the inclusion of tax proposals in the Climate Change Action Plan.

/,
Do~ppove? 

. 

Agre~7l \0 Disagree· _____ Let's Discuss 

Attachment 
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DEPARTMENT OF THE TREASURY 

WASHINGTON 


ASSISTANT SECRETARY 

September 7, 1993 

MEMORru~DUM FOR 	 KATIE MCGINTY 

FROM: 	 Alicia Munnell 
Assistant secretary for Economic POliC1 

SUBJECT: . 	 Climate Change Action Plan--parking caS1h-out . 
option 

You, Marc Chupka, and the rest of your staff can Itake pride 
in the way the Climate Change work has progressed. The working 
groups have ~ttained a le,:el of cooperation I would no:~ have 
thought posslble last Aprll; I have nO doubt that we wlll all be 
proud of the Plan now emerging. 

several offices at Treasury have now reviewed th~ parking 
cash-out option approved by the CCMG .• This proposal would . 
requirE~ employers providing free parking to their emplbyees to 
also offer the cash equivalent as an alternative. 

Treasury's best judgement is that we should not sfbmit 
this--or indeed any tax-related optiori--with the Action Plan. 
After the bruising budget battle just ended, Treasury's view is 
that the timing would be wrong for another tax option. 

Treasury nonetheless stands ready to provide what1ever 
analysis or review ~ay be necessary as the CCMG completes work on 
the .1>.c:1:ion Pl<ln. 
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DEPARTMENT OF THE TREASURY 

WASHINGTON 

!"SSISTANT SECRETAFi:Y 
September 29, 1993 

MEMORANDUM FOR SECRETARY BENTSEN ' 

THRU: UNDER SECRETARY SUMMER~ 
FROM: \' (':~ JEFFREY R. SHAFER 

~,,; 'ASSISTANT SECRETARY (INTERNATIONAL AFFAIRS) 

SUBJECT: '\ / Funding for the Global 'Environment Facillty 

The FY93 foreign operations appropriations act (Tab A) lroV~des a 
$30 million appropriation for the Global Environment Facility 
(GEF). This funding is contingent, however, ~po~ acer~~fication 
by you, by September 30, 1993, to the appropr1at10n comm1ttees 
that thE~ GEF implementing agencies have met certain con~itions. 
The purposeof,this memorandum is to inform you that nolt all of 
these conditions have been met. Therefore, Treasury will not be ) 

able to provide the $30 million to ~he ~EF. . . 

Background on the GEF 

The GEF is implemented by the World Bank, the United Nations 

DevelopIilent Program, and United Nations Environment prdgram. It 

provides financing for projects to counter global warmilng, . 

biodiversity loss, ocean pollution, and ozone depletioti. 


Conditions for certification 

The requirements for the certification were that all tHe GEF 

implementing agencies had established procedures conce:tning 

information availability, 'participation of local peopl~s affected 

by projects, and will establish procedures concernin~ donor 

country oversight and nongovernmental. organiz'ation (NGO) 

participation in the project cycle... I 

In early September, after numerous letters and meetings, the 

World Ba,nk informed us that they were still in the prodess of 

developing procedures for participation of affected pedples. The 

Bank indicated that publication of such procedures befdre the end ' 

of September was not feasible. Although the World Ban~ has met 

the information availability condition and the two UN I. . 

implementing agencies have met all the. statutory condi~ions ,'. 

other USG agencies and the NGOs have agreed with Treashlry staff 

that no certification should be sent. We are not awar~ of any 

group or member of Congress who will disagree with thi~ 


. determination. 
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The FY93 legislation provides that, if such certification is not 
• • ' I

furnlshed by September 30, the funds wlll be transferred to AID 
for projects in furtherance of the GEFand the Global W~rming 
Initiative. AID may use some of these funds for a Mexidan "green 
fund" to conserve biodiversity in the context of NAFTA. I AID has,' 
however, made a commitment to provide the $20 million for this 
purpose, and so the contribution to the green fund does not 
depend on this certification decision. 

ATTACHMENTS 

Tab A GEF Statute 
Tab B WB President Preston~s Lettei (key passages are marked) 

., ; 



.- 'ilrr If"'\ Cit(/. lS 
PUBUC LAW 102-391-OOr. 6, 1992 106 STAT. 1633 

, ·Public Law 102;...391 
102d Congress 

An Act 
Making appropriauona (or (oreign operationJ, export financing. and related progralDl 

I:or the filCAl yMl' endinr September 30, 1993. and (or other PUrpoMl. 

B"it eMCted by tM Senate and House of Representatives of 
the United State. of America in Co""",''' /l8$embkd. That the 
foHowing sums are appropriated, out of any money in the Treasury 
not otherwise appropnated, for foreign operatioDs, export financing, 
and related programs for the fisw year ending September 30, 
1993, and for other purposes. namely: ' 

~rITLE I-MULTILATERAL ECONOMIC ASSISTANCE 

FUNDS APPROPRIATED TO THE PRESIDENT 

INTERNATIONAL FINANCIAL INSTlTUTJONS 

CONTRWllTION TO THE INTERNATIONAL BANK FOR RECONSTRUCTION 
AND DEVELOPMENT 

Felr payment to the International Bank for Reconstruction and 
Develclpment by the Secretary of the Treasury, for the United 
States share of the paid·in share portion of the increase~ in capital 
stock for the General Capital Increase. $62,180,100. to remain 
available until expended. 

Felr payment to the International Bank for Reconstruction and 
Develi)pment by the Secretary of the Treasury, for' the United 
Statel contribution to the Global Environment Facility (GEF), 
$30,000,000, to remain available until expended: Provided, That 
such fUnds shall be made available to the Facility by the Secretary 
of thE! Treasury it the Secretary determines (and so reports to 
the Committees on Appropriations) that the Facility has: (1) estab~ 
lished clear procedures ensuring public availability of doi:umen~ry 
infom18tion on all Facility projects and associated projects of the 
Facilny implementing agencies; (2) established clear procedures 
ensuring that affected peoples in recipient countries are consulted 
on all aspects of identification, preparation, and implementation 
of Faj:ility projects; and: (3) the Facility governance process will 
proviOle for contributor country oversight of individual projects in 
the work program, and, specific provisions will .be established ,for 
the partiCipation of nongovernmental organizations in aU phascs
of the projec:t cycle, including identification, a~praisal, implementa.
tion, ,llnd evaluation: Provided further, That 10 the event the Sec· 
retary of the Treasury has not made such determinations by
Septelmber 30, 1993, fUnda appropriated under this heading for 
the G:EF shall ~ transferred to the ~ency for International Devel­
opmei\t and used' for activities aSSOCiated with the GEF and the 
Global Wanning Initiative. . 

The Secretary of the Treasury is authorized' to contribute on 
behalf of the United States $50,000,000 to the Global Environment 

'Note: The printed text of Public Law 102-391 is a reprint of the hand enrollment. 
sign!~d by the President on October 6, 1992, 

I 
, 

, 
I 

69- 139 0 - 92 laYIl 

." 


.' Oct. 6, 1992 
[H.R. 536B) 

Foreign 
Operations, 
Export 
financing. and 
Related 
Programs 
Appropriations 
Act. 1993, 

Reports. 
Public 
information. 

( . 




THE WORLD BANK 
Wasnin!l(on, D.C. 20433 

U.S.A. 

LEW'S T, PRESTON 
Presldenl 

September 14, 1993 

Mr. Jeffrey Slrafer 

Assistant Secretary 

International Affairs 

Department of the Treasury 

1500 Penn.syl'vania Avenue, N.W. 

Washington, D.C. 20220 


Dear Mr. Shllfer: 

Thank. you for your letter dated September 8th. 

I am pleased you agree that the newly adopted World Bank information disclosure policy will 
cover the Bank's GEF-associated proj ects. The guidelines, for GEF-funded. and freelstanding GEF 
projects are being finalized and will be issued before the end of this month. We believe Uiey will ensur~ 
that the GEF meets its designated mandate for transparency and public participation. 

On the question of consultation with affected peoples and NGOs, we recognize that the 
operational directives cited in my previous letter may not necessariJy apply to every GEFI project. This 
is precisely, why we are developing guidelines specifically for GEF projects. For example, all 

. biodiversity projects, which account for over 40 percent of the Pilot Phase pomolio, will now be subject 
to thorough guidelines for the design of participation plans using socio·cultural profiles. II attach these 
for your further reference and have highlighted those sections that are panicularly relevant in this context. 

. For climate change projects, since most of these are in the energy sector, they will likely be 
classified as Category A projects and will be subject to the requirements of'C.D. 4.01 on impact 
assessment attd public consultation. 

Vlhih! current Bank guidelines do not oblige governments to consult with local peoples on the 
identification of possible GEF projects, we believe strongly that - in the sp,irit of Agenda 21 and the Rio 
Declaration they should develop sustainable development strategies and priorities oh the basis of-4 

widespread public participation. To support such effortS the newly established division oA Social Policy 
and Resettlement in the Bank's Environment Department is preparing social fSsessmem guidelines and 
a Participation Handbook to ensure that both consultation and participation are woven into the Bank's 
project cycle. I can assure you that we are committed to the goal of promotingcohsultation and 
participation in our work. I have repeatedly emphasized this objective both internally to o6r staff as well 
as externaJly. 



Mr. Jeffrey Shafer ,·2 • . September 14, 1993 

. Our approach on thi' matter is further rellected in the proposal, pres.nted in. thelcontext of the 
restructuring of the GfF. In a paper presented to l'articipants in May - and to be discussed again next 
week by a trj,partite working group made up of governments, NGOs, and the implementihg agencies ­
it is suggested that a more systematic approach to NGO involvement and consultation coul;d be one of the 
guiding prindples of the OEF in its next phase. Specifically,the paper proposes that "efforts should be 
made to expand NGO-Government discussions at national: and local levels to ap~lrise NGOs 'of 
opportUnitie:~ for OEF project development ..... Clearly, the GEF's rolein these discus~ions should be 
largely facilitative, ,helping ~nsure that mechanisms are in, place at the local and nitional level to 
encourage discussion on project maners. We see local input and participation by aff~cted people as 
crucial. but the kind of ,open public fora YOIl suggest in the annex to your letter may be/bener suited to 
establishing local and national priorities than the identiticationof projects with global benetits. 

. Incidentally, the recent desk study on consultation and participation in GEF projejbts cited in your . 
letter - to the effect that there were no standard procedures to monitor NOO participation in GEF 
projects- (;overs the first 18 months of the GEF's existence. Based on the lessons le¥ned during the 
early part of the Pilot Phase, new guideljpetlta~e been and continue to be formulated. 'I)hese include the 
guidelines for the design of Participation plans referred to ab'OV,e that will now be teste~ in the tield, as . 

. well as tho!;e for the monitoring and evaluation of GEF biodi~ersity, projects. . I 
Melre broadly, we are pleased with our record of bringing NGOs into the process of identifying. 

preparing, and implementing GEF projects. Their contribution will also be sought in ptoject monitoring 
as the GEf' project portfolio matures. In addition to this project-specific role, NOOs h~ve been included 
to an unprecedented extent in consultations related to theGEF's overall policy and the operational 
practices of its implementing agencies. . 

nle Pilot Phase of the GEF was intended to be a learning experience. It was recognized when, 
. the Facility was set up that no-one had any large-scale operational e;ltperience of how to achieve the 

GEF's global environmental objectives. The evaluation exercise now underway will bt extremely useful 
in enabling us to assess the GEF's performance to date ~a ana to make the necessary abjustmentS for the 

, . I 

restructur.ed Facility that is now being negotiated. But what is already evident is that the lessons learned 
over the past couple of years owe a great deal to experie~ce gained through concr~t~ actions on the 
ground. . . . .' . I 

I trust that the additional information on Bank pco~edures will contribute positiveiy to satisfying 
your requirementS for the release of the. USS30 million GEf appropriation. 

Sincerely. 

Lewis T. Preston 
President 

Enclosure 

cc: Mr. Mark Collins (EDSOl) 

http:restructur.ed
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DEPARTMENT OF THE TREASURY 
WASHINGTON 

. ACTION 
November 23, 1993 

UNDER SECRETARY ~ LJ Iv-v0.. 
MEMORANDUM FOR SECRETARY BENTSEN 

FROM: 	 Larry summer# . 
Under Secretary 
International Affairs 

SUBJECT: 	 U.S. Pledge to the Global Environment Facility 

Establishing a permanent Global Enviroilment Facility (GEF) in the World Bank is an 
essential part of our. interna.tional environment ag~nda as defined by the ~itel ~ouse 
and supported by VIce PreSIdent Gore. Treasury IS the lead agency and mternatlOnal . 
negotiations on the GEF resume in Cartagena on December 6. At that time o~her . 
governments intend to indicate the size of their contributions. They maintain that ~ thy 
United States does not join in pledging, these very difficult negotiations may uAravel. . 	 . I . 
The Vice President and o~hers want a minimum U.S. contribution of $100 million per 
year -- up substantially from the $30 million appropriated for the "pilot phase" pf the 
GEF. The White House has not been able to locate the source of a U.S. contribution. ~. 
Therefore, OMB is throwing the ball to Treasury, effectively telling us that if Je believe - ­
the GEF to be an essential item, we can pay from existing multilateral develop'ment 
bank accounts. 

RECOMMENDATION 

I believe that I should advise the Vice President's office of the state of play and tell 
OMB what we have stressed since January -- that it is impossible for Treasury Ito fund 
the GEF out of eXisting international programs. Despite the consequent .erosion of U.S. 
negotiating k~verage, it appears that we may have to delay a pledge of U.S. fin~ncial 
support until funds are found from other sources. Support for the GEF arnon~ 
developing countries is conditioned on GEF resources being "new and additional" to 
existing development assistance flows; the international uproar and the cost tolour . 
international objectives would be even greater if we were to put money into tHe GEF at 
the cost of falling still farther short of meeting our existing commitments to thb 
multilateral development banks, especially the World Bank's soft loan window (IDA). I 
will reiterate our desire to address this and other Foreign Assistance Account issues on 
an urgent basis through consultation at se~ 

Agree Disagree 	 Let'Sfji/Sf).,S . .J- J;l..a..J 
BACKGROUND 0..-- 4 n1 ~~~ -::::::t-t:i!:t!: '-'­
The GEF will help impTt::global~ronment by funding pr~jects in de"leloping 
countries that provide global environmental benefits in the areas of global warming, 

Edward. S. Knight 
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biodiversity, ozone depletion, and international waters. An example would be GEF 
financing for updated technology at a developing country power plant to reduc6 
emissions of carbon dioxide, an important greenhouse gas. 

Treasury is the lead agency on the GEF but U.S. positions were formally coordinated 
through the White House in consultation with St~e, EPA, the U.S. Age~cy for 
International Development, the Congress and environmental organizations. At a recent 
meeting I attended on the Administration's environmental agenda, the Vice President 

- . I
underscored !the importance of the GEF and asked Leon Panetta to work on an 
interagency basis to find money to fund it. Funding for the GEF is central to the 
fulfillment of our financial obligations under the Climate, Change and Biodiver~ity 
Conventions. 

Congress has been willing to appropriate $30 million annually for the pilot phase of the 
GEF in FY 1993 arid FY 1994, although we could not contribute the FY 19931 
appropriation because of Congressional "conditions" that the GEF did not mee,t, and the 
U.S. Agency for International Development has contributed $51 million in cofinancing to 

. . I 

date. Other governments have provided a total of about $800 million to the GEFs pilot 
phase . 

. An annual c(:>ntribution of $100 million would position the U.S. to provide abo~t 20 
percent of funding for the GEF, nearly the same as our share of IDA. The balance of 
GEF money would come from other OECD countries, with Japan matching otir 
contribution. . . 

ADDITIONAL BACKGROUND 

In leading the GEF negotiations, Treasury has received high marks throughout the 
Administration, on the Hill and from environmental groups. In the negotiatiohs, we 
have pressed hard for a few critical objectives which we will continue to pursub in 
Cartagena. Continued Congressional support for 'the GEF depends on our su~cess in 
achieving these goals. . 

A bottom-line U.S. policy objective is that the governing body of the GEl' be given the 
authority to approve individual GEF projects; currently, this authority rests soiely with 
the three GEF Implementing Agencies (the World Bank, the United NatioFlS I 
Development Program, and the United Nations Environment Program). Other key 
policy objectives are for the governing body to be supported by a strong secretariat that 
functions independently of the Implementing Agencies and, as directed by leglslation, for 
the GEF to establish clear procedures ensuring informed public participation in GEF 
activities. 

We will also pursue procedures to ensure that GEF funds are used to finance only the / 
most cost-effective, sustainable projects based on firm scientific and technicallknowledge; 
and that GEF funds are used to leverage the resources of the development banks, 
bilateral aid and private capital. 
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1996-SE-002936 
THE DEPUTY SECRETARY OF THE TR 

WASHINGTON 

April 24, 1996 

MEMORANDUM FOR THE PRESIDENT 

.~.".. 

THROUGH: 	 Robert E. Rubin \~. .~_. " C 
'Secretary of the Treasury . 

FROM: 	 Lawrence H. sumrner~~ 
Deputy Secretary of the Treasury 

SUBJECT: 	 Concerted Actions to Conserve Biological piversity 

In Tokyo, you raised the issue of making financial resources available for the protection of 
especially rich areas ofbiological diversity. . 

I thought you might be interested to know that the Treasury Department currently supports 
efforts to conserve important biodiversity resources through several international fora, including: 

• 	 Tille Global Environment Facility -- The GEF serves as the interim financial mechanism 
• 	 1 

fOl'the international Convention on Biological Diversity. Since its creation in 1990, the 
! 

GEF has approved 70 biodiversity projects in developing countries worth $420 million. 
. 	 . I 

Examples include the $10 million Brazilian Biodiversity Fund Project and the ~13.5 million 
Indonesia Kennci Seblat Integrated Conservation and Development Project, which protect 
critical areas by integrating social and economic activity into conservation plaJs. 

The GEF's ability to continue to support biodiversity protection is becoming i~paired by 
10vi Congressional appropriations. Last year, the GEF received only $35 millio'n from 
Ccmgress -- a cut of over 2/3 from the Administration's $110 million request, bne of the 
highest proportional reductions of aU the international affairs accounts. We arh requesting 
$100 million for the GEF in FY 1997. . 

• 	 The Multilateral Development Banks -- The World Bank and the regional development 
banks are focusing increasing attentipn on biodiversity conservation. The WofId Bank is 
cft!ating a$30 million "Critical Ecosystems Partnership Fund" to protect the 2b highest­
priority ecosystems that contain over halftl;le world's most threatened biodive}sity. 

• 	 Lntin America Debt Restructuring -- The Enterprise for the Americas debtJeduction 
program channels $180 million in local currency to support locally administer~d projects in 
seven Latin American and Caribbean countries, many of which support conse+ation of 
biodiversity. There have been no EAI appropriations since FY 1993. Treasury is 
currently initiating a pilot debt buyback/swap program that will continue to support 
environmental programs at zero U.S. budget cost. 
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DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 

November 21, 1996. 

ASSISTANT SECRETARY 

MEMORANDUM FOR THE SECRETARY 

From: loshua Gotb.um (};) 

Re: Climate Change Negotiation Preparations - Update 

Next month, the U.S. will embark on a new round of negotiations intending to develop and 
sign a set'of binding targets for control of greenhouse gases by December 1997. If ~d when 
it is ever rleached, any such agreement could become the largest and most costly program of 
environmental controls ever. (Estimates of the cost of stabilizing U.S. greenhouse emissions at 
1990 levels, the non-binding commitment already assumed, are in the range of one fo four 
percent of GDP. For comparison, the US now spends about two percent of G.DP on all 
environmental programs combined.) 

The Depaltment of State had been convening meetings on this issue at the assistant secretary 
level. The! NEe has begun a series of meetings on the issue at the "deputies" level, b-chaired 
by Dan T,l11Illo and Katie McGinty. Larry has been attending some, while I have bJen 
representing us on others. 

This note is intended as a summary of likely issues. It is too early to know with an}; certainty 
how difficult each will be: 

The currentU.S. position already includes measures that reflect economic considerations: 

It calls for commitmentsl1y the less developed countries, without which no climate ~ntrol 
regiml~ can hope to be effective. (Based on current trends, developing-country emissions 
will exceed developed-country emissions by the year 2020.) 

It also calls for flexibility in achieving climate targets, including emissions trading as a way of 
lowering the cost of climate programs. (Some countries had proposed common 'control 
measUires, e.g., appliance standards. The U.S. has opposed these.) 

These will generate considerable controversy in the negotiations. Nonetheless, plenty of oth~r 
issues 'remain: 

C:\WINOOWS\llESKTOPVG_BRl-l\cC_UIIOI.WPD 



Type 01 Target 

The original proposal was for each nation to return to its own 1990 emissions levels ey the 
year 2000. This target will not be met.. The next round of negotiations to set a targ~t for the 
'''medium tI~rm" (2010 to 2020) might include' 

• A particular emissions target to be achieved by a particular year. 

• A maximum amount of emissions over a period ofyears (allowing flexibility), or 

• An ove:rall target for the concentration of greenhouse gases by a particular year (e.g., 
2050), with decennial negotiations over intermediate emissions targets and ovbr which 
natilons would be included. 

Costs & B,enejils ofParlicular Target Levels 

Most of the work to date has focused on documenting the suspicion that human activities have 
an effect on climate. To date there has. been surprisingly little evaluation of the ecoqomic ' 

. costs or bf:nefits of reducing those effects. At Tim Wirth I S request, Ev Ehrlich, Under ' 
Secretary !)f Commerce for Economic Affair's, has begun an interagency effort to mJdel and 
quantify the costs of particular control regimes. It is unclear whether the result of t~is effort 
will be to assess the alternative targets, or only of alternative control strategies (e.g. J carbon 
taxes, emissions permits, etc.) to meet them. 

Allowing .Future Changes in Approach 

Some countries have been urging the developed ("Annex! ") nations to commit to an "early 
action plai:l." State and CEQ may have some sympathy for this approach. They argue that the 
US needs to lead the worldwide efforts or run the risk of responding to the less-reswnsible 
proposals of others. However,' it was a similar fear of international opprobrium that led the 
US in Rio to commit to the reduction to 1990 levels by the. year 2000 - a commitmdnt we 
almost cettainly cannot meet, and one that would be enormously costly if we did. 

Prepared by Ray Squitieri & Robert Gfflingham 
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DEPARTMENT OF THE TREASURY 

MEMORANDUM FOR: 


FROM: 


SUBJECT: 


WASHINGTON. D.C. 20220 

July 8, 1997 

DEPUTY SECRETARY SUMMERS 
SECRETARY RUBIN 

JONATHAN GRUBER 
Deputy Assistant Secretary (Economic Policy) 

Climate Change Process 

There was an Assistant Secretaries meeting today to discuss the process going forward on climate 
change. Highlights of the meeting: 

• This is a high protile issue, and is likely to be one of several issues of most impolitance to 
the President and the NEC over the next few months. 

• There will be hearings over the next several weeks on climate change in both the House 
and Senate. 111 every case Tim Wirth is a witness. and they are still looking for aJ 
economist to accompany him. This may be something in which the Deputy Sehretary 
is interested. The schedule of hearings is attached. 

• There will be a White House conference on this matter in October, and the goal i1 to . 
develop a consensus position before then. The process for doing so will be weekly or bi­
weekly meetings at the cabinet level to discuss issues such as: 

- domestic emissions trading programs (this Friday) 
- transition assistance 
- technological issues 
- international implications 
- developing country considerations 
- lax and regulatory approaches 

. • 	 There is still some uncertainty as to the split of the work between this cabinet level group, 
and the Assistant Secretary level group that met today. There will be another mebting on 
Thursday to discuss process in more detail. I 

• 	 Then! is also an open question of to what extent this effort should be integrated w.ith other 
interagency processes that have clean air implications, tor example electricity 
deregulation. 
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• There will he a large external role for the Principals, similar to what oceured with 
NAFT A (an extended roll-out). Mike Froman wilJ be hearing from the White HJmse 
soon on our contribution to this effort. 

• 	 Senator Byrd has introduced a resolution that would call for developing countries to 
develop quantifiable limits on emmissions within the same time franle as dcvelo~ed 
countries. Tbe State Department claims that this is impossible. This resolution already 
has 63 cosponsors. It is a non-binding resolution, but the administration is still Jorking 
with him to try to tone down the message ofhis resolution. 

• 	 There will he two Presidential events, in late July and early August, to bring attention to 
this issue. One will involve a conference ofNobel Prize winners, and the other :oJ national 
park or seashore visil. 

r 
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DEP-\RTMENT OF THE TREASURY .IIfFIIIe 

WASHIN'::;TON, D.C. 20220 

August 12, 1997 

MEMORANDUM FOR SECRETARY RUBIN ~ . , 

FROM: 	 .Robert GjlJingham~\
Deputy Assistant Secretart (Economic Policy) 

'. "~ 

Jonathan Gruber 
Deputy Assistant Secretary (Economic Policy 

, David Wilcox 
Consultant (Economic Policy) 

Briefing for Your Meeting with the President on Climate Change SUBJECT: 

DATE AND TIME: 	 TBD 

The White House LOCATION: 

PARTICIPANTS: 

Secretary Rubin Treasul:Y 


President Clinton 
WhiteJ:kill~ 

Tab A Background BRIEFING: 
Tab B Talking Points 

cc: Deputy Secretary Summers 



Overview of Issues Related to Climate Change 

At the summit in Kyoto this December, the United States might commit itself to legally binding 
constraints on its emissions of so-called greenhouse gases. There are many greenhouselgases, but 
about 90 percent of the global-warming problem is thought to be caused by emission~ of carbon 
dioxide. Carbon dioxide is produced whenever we drive a car, run a natural-gas- olil' coal-fired 
electricity generating plant, smelt iron ore into steel, create fertilizer for farmers, or run a 
manufacturing plant. Emission of carbon dioxide is an integral aspect Qf ecQnomic activity 
throughout the wQdd. and especially in the United ~. 

• 	 AnY substantial reductiQn orour !arbon emissions relative to baseline will il11J2ose substantial 
~ts on the US economy. The most widely discussed proposal would require rhuming to 
1990 levels ofemissions by 2010. If emissions permits can be traded between coJntries, this 
requirement might impose the equivalent of a $50 tax on each ton.of carbon erriission; this 

I 

would raise the price of residential electricity by 10 percent, industrial electricity by 20 
percent, crude oil by more than 30 percent, and gasoline by 10 percent. If international 
trading of permits is not allowed, as may be the case, these costs could be twice as large. 

• 	 Th(~re is no realistic prospect that development of new technQlogy can make the 
llm)lementation Qf a carbQn-control program cheap. Available projections of dost do not 
ignore the possibility of teChnological progress; on the contrary, they assume that break­
through will continue to occur in the future, just as they have in the past. By raisirlg the price 
of ,~nergy, tradeable permits increase the incentive to develop energy-saving teJhniques; if 

I 

there is no increment in the price of energy, there may be no increment in the pace of 
technological change. 

• 	 Advocates of technological solutions to the carbon-control problem base their 
argument on studies which substantially overstate the returns to investment in energy 
conservation (e.g., installation of attic insulation), and assert that there ate currently 
wonderful technological opportunities being foregone by irrational con~umers and 
firms. But recent analysis suggests that homeowners and businesses ~re making 
rational decisions with respect to energy saving technologies, and that rdrcing rqore 
widespread adoption of energy-saving technology would impose large bosts of its 
own 

• 	 AJ;erioys program Qf carbQn emi~siQns reduction will be attacked as harming the international 
kQ.mpetitiyeness of US indystry. If the Kyoto negotiations remain on their cuh-ent track, 
developing countries will have no binding obligations to reduce emission,S. I In effect, 
manufacturers will be taxed on their operations if they locate in the United States (or any of 
tilt: other developed countries covered by the treaty) but not if they locate in aldeveloping 
country. This will create an incentive for relocation out of the developed world. Past 
research suggests that this is not an important problem in practice, but it certainl~ remains a 
compelling.criticism in theory. 

• 	 There is at present an enormous gulf between the actiQn that our internatjQflaJ partners 



.umticularly the Europeans) are demandinij:. in terms of requirements on developed and 
rkY!:lopjnS countries. and the much more modest steps that could be sold domestically . 

•~ 	 On the one hand, the Europeans see an aggressive course of action by the 6eveloped 
. world 	as appropriate because developed countries have been respdnsible for 
75 percent of the increase in the concentration of carbon in the atmospherk since the 
beginning of the industrial revolution. ' 

• 	 Not coincidentally, the Gennans could meet the 1990-by-2010 target 
relatively easily due to the steep decline in economic activity in rdrmer East 

Germany. I 
• 	 England could meet the same objective with relatively little dislocation 

because they recently terminated the substantial subsidies they had bben giving 
to coal. 

It On the other hand, the Senate recently passed a resolution sponsored by Se'1ator Byrd 
declaring thaI the Senate would not ratify any treaty that did not require developing 
country adherence to binding emissions targets on the same schedJle as any 
commitments entered into by the United States. These two diametrically opposed 
views raise the real prospect that. allY treaty acceptable to our nesotiatinls partners 

. may be unacceptable to the Senate. and vjce I'el'sa. I 
., 	 The major dilemma is a disconnect between the timetable for agreeing to international 

corrlmitments-extremely compressed-and the amount of time needed to gJin even a 
rudimerit~ understanding of how alternative commitments would effect the ecorlomy. We 
will be asked to sign up for an agreement in Kyoto without being able to weigh itsllong-tenn 
environmental benefits against either its short- or long-term effects on the economy. 

2 
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BACKGROUND 
MEETING WITH THE PRESIDENT REGARDING CLIMATE CHANGE 

Backgroung 

As background for your meeting with the President, we have prepared the attached su"\mary of 
major issue:s related to climate change. We hope this will illustrate the extreme difficulties, both 
scientific, economic, and political, involved in reaching a satisfactory agreement in Kyo~o. ' 



TO: Secretary Rubin 

FROM: Jon Gruber 

RE: Climate Change Memo for the President 

This is a PRELIMINARY draft of the memo that Larry would like to send to the 
President on climate change. It has not yet been reviewed by Larry, but he wanted 
you to see it as soon as possible. 
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I. The EcolllOnUC ImplicatioDS of Slowing Emissions Growth' 

Some Baric Economics of Emissions Relluctions 

Acheiving dramatic reductions in emissioM growth is a formidable task. A usefuJ . 
analogy is tel the OPEC oil shocks of the 19705. Despite a rise of more than 50% of real 
energy costs, and a major effort to increase energy efficiency (including the declaration of a 
war on energy use), energy consumption was only held constant during the years between 
1973 and 19'85. Thus, stabilizing energy consumption, and therefore emissions, ovet any 
decade would require at least a 50% rise in real energycosts. But any short term g6a1 that 
is focused on a 1990 target would require a substantial reduction in energy consump~ion: for 
example, acheiving 1990 levels by 2010 would require that we reduce our energy I " 
coMumption by at least 71i from today's levels. This suggests that reducing emissions to 
1990 levels will require a larger sacrifice lhi:ul we saw during 'lhe 1970s. In particul~: 

• 	 The reduction in energy consumption necessary to achieve 1990 levels by 20110 would 
require a price rise of at least 50 %. 

• 	 Eneq:y consumption comprises 6.6 percent of GDP 

• 	 TherE~fore, li\'ing standards in the U.S. would have to fall by .3.3% 10 achieve, these 
emissions reductions. This represents over $1300 per American family. 

This reduction in living standards would represent a significant hit on Americ.;lD 
consumers. As a point of reference, this would be about six times bigger than lhe BTU tax 
increase that was de/eated in 1993. 

It is also important to note that the costs to the economy of adopting a 1990 target are 
not readily nlitigated by moving out the timetable date. For example. moving from ~ 1990 
levels by 2010 pOSition to 1990 levels by 2020 would only lower the costs per famil~ by 
about .. , percent. 

The Role 0/ TechnolDgy 

This i:nsight naturally raises the question of whether there are alternative, less pdce­
based, mecrulnisms for achieving ambitious emissions goals. • Toward this end, some ve 
argued that r.nore rapid development and adoption of teChnological innovations can 
substantiaUy-~ven fully-offset the costs of reducing our reliance on fossil fuels. A package 
of technology policies should be a component of any U.S. climate suategy. We must not, 
however, lull ourselves into believing that such policies can take u.s a long way IOwatd 
meeting our goals by themselves. Indeed, the historical experience of the U.S. indid.tes that 
the most effective policy for bringing forth new technoloJical innovations is substanti~l 
increases in the relative price of energy. 

It is easy to enumerate many changes in consumer habits mat would reduce energy 
we, as five of the Department of Energy's Jabs did recently in a recent report. 8Ul this 
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TO: Secretary Aubin 

FROM: Jon Gruber 

RE: Climate Change Memo for the President . 

This is Cl PRELIMINARY draft of the memo that Larry would like to s~nd to the 
President on climate change. It has not yet been reviewed by Larry, but he wanted 
you to Slae it as soon as possible. 
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