Withdrawal/Redaction Sheet
Clinton Library

DOCUMENT NO. SUBJECT/TITLE DATE RESTRICTION
AND TYPE :
001. memo 'Robert E. Rubin to POTUS re: Your Dinner with German Chancellor 06/04/97 PS5
Kohl (2 pages)
002. briefing re: Russian Financial Issues (2 pages) Ca: ‘qqq PS5
paper
003. memo Robert E. Rubin to POTUS re:” Meeting with German Chancellor 02/09/99 P5
Schroeder (3 pages)
004. memo Robert E. Rubin to POTUS re: The Economic Agenda for the Lyons 06/24/96 P5

G-7 Summit (4 pages)

COLLECTION:
Clinton Administration History Project

OA/Box Number: 24126

FOLDER TITLE: ‘
[History of the Department of the Treasury - Supplementary Documents] [28]

] _ip23.
RESTRICTION CODES
Presidential Records Act - {44 U.S.C. 2204(a)| Freedom of Information Act - |5 U.S.C. 552(b}{
P1 National Security Classified Information |(a)(1) of the PRA] b(1) National security classified information [(b)(l)‘of the FOIA]
P2 Relating to the appointment to Federal office [(2)(2) of the PRA] b(2) Release would disclose internal personnel rules and practices of
P3 Release would violate a Federal statute [(a)(3) of the PRA| an agency [(b)(2) of the FOIA|
P4 Release would disclose trade secrets or confidential commercial or b(3) Release would violate a Federal statute [(b)(3) of the FOIA]
financial information |(a)(4) of the PRA] b(4) Release would disclose trade secrets or confidential or financial
P5 Release would disclose confidential advise between the President information {(b)(4) of the FOIA]
and his advisors, or between such advisors [a)(5) of the PRA] b(6) Release would constitute a clearly unwarranted invasion of
P6 Release would constitute a clearly unwarranted invasion of personal privacy [(b)(6) of the FOIA] '
personal privacy [(a)(6) of the PRA| b(7) Release would disclose information compiled for law enforcement
purposes [(b)(7) of the FOIA]
C. Closed in accordance with restrictions contained in donor's deed b(8) Release would disclose information concerning the regulation of
of gift. financial institutions [(b}(8) of the FOIA]
PRM. Personal record misfile defined in accordance with 44 U.S.C. b(9) Release would disclose geological or geophysical information

2201(3). ’ concerning wells [(D)(9) of the FOIA]
RR. Document will be reviewed upon request. )

N . T B R Ao e P N . B - B . R .

|



199'7

FROM: Lawrence SummerM
<

_SE-( ~005951

DEPARTMENT OF THE TREASURY
W 1shm;,mn

June 3, 1997 -
TO: - Secretary Rubin

<

SUBJECT:  President’s 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

[ have attached some points you might find useful.
In addition, Chancellor Koh! may raise the issue of bringing

Russia fully into the G-8 and thereby ehmmatmg the G-7
completely.

. T 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 further concessions
toward Russian integration into the Summit process at this
stage.

1f you have a chance to raise this directly with the President

tomorrow before his dinner, that might be helpful. .

CYECUTIVE SECRETARIAT
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SE 001424

DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. . .
February 8, 1999 ACTION |

Coanl Cmm

UNDER SECRETARY

MEMORANDUM FOR SECRETARY ROBERT E. RUBIN

FROM: - Timothy F. Geithner /(q

- Under Secretary for Intematlonal Aﬁ’mrs
SUBJECT: Memorandum to the President on Schroeder Visit
ACTION FORCING EVENT:

German Chancellor Schroeder will meet the Pres1dent on February 11 for lunch and an mformal
working visit. The agenda features such key economic issues as Russia and mtemahonal
financial architecture. ‘In addition, continental Europe's economic outlook is lookmg less
promising, while the recent successful launch of the euro has drawn attention away from the need
for structural reforms to improve labor market flexibility and growth performance.

RECOMMENDATION:

attached memo to the President, highlighting key economic issues to raise with
chroeder (se¢ Tab A).

Agree : DiSagrge - Let’s Discuss

Attachment: TabA: Memorandum to the President
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UNCLASSIFIED - SENSITIVE :
GERMANY ‘ Il\/ﬂ!{,’arol Carnes

‘ | : February 5, 1999

MACROECONOMIC OVERVIEW

The German economy is slowing significantly after last year's strongest showing since -
reunification. Growth is likely to slow to 1.7% this, year, after 2.8% in 1998. Since liast August,
the outlook has looked increasingly soft as global prospects, particularly for Asia and Russia,
have daripened demand for German exports and shaken business confidence. Business
confidence has also been affected by the view that the new government, elected at the end of
September, is less committed to addressing Germany's structural problems and is ple%nning to
expand the role of government in managing markets. While equipment investment has been
strong, construction spending has been declining since the end of the rebuilding boo%n in the east
after 1996. The forward-looking IFO business climate index has turned downward and continues
to deteriorate, However, measures of consumer optimism are high. With net exports essentially
flat, we expect private and public consumption will play a larger role in 1999. .

Unemployment is high (10.8% s.a. in December) but under the 11.8% record reached in 1997.
Price pressures are virtually nonexistent in the current climate; with inflation at 0.9% in 1998 and
a forecast 1-1.5% for 1999. Although lower commodity and import prices -- and weakness 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

Fiscal consolidation decelerates: The new government's budget plans continue to|target fiscal
 consolidation, but at a much slower ‘pace. The public sector deficit (Maastricht deﬁmtlon) has
narrowéd from 3.5% of GDP in 1996, to 2.7% of GDP in 1997 and 2.1% of GDP in 1998.
However — with Maastricht criteria met, the new government in place, and soﬂemﬁg growth
prospects -- we do not anticipate any further narrowing as moderate growth effects are offset by
some social spending, a recent constitutional court ruling that will reduce tax revenues (by DM
10 billion in 2000 and up to DM 35 billion by 2002), and continued transfers to cas;cem Germany
(amounting to over DM 140 billion, 4% of GDP). A mid-January article by Financ!c Minister
Lafontaine, co-authored with his French counterpart, shifted emphasis from deficit targets to
restraints on government spending (to less than potential output growth).

The SPD negotiated a tax package with coalition. partner Greens to provide tax relief of about
DM 15 billion ($9 billion or 0.7% of GDP) when the program is fully unplemented in 2002. The
reform would lower tax rates for those in both the lowest and highest income tax brackets and
increase exemptions for children. Corporate tax rates would be reduced gradually durmg the first
two years of the reform from 45% to 40%, with the goal of moving to 35% by 20012 German
industry, which would immediately lose about DM 34 billion in deductions and loopholes, has
opposed 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
efficiency gains from reform of the loophole-ridden German tax code.

UNCLASSIFIED - SENSITIVE
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- Monetary policy easing: As of the beginning of 1999, responsibility for monetary policy has

* ' shifted from the Bundesbank to the European Central Bank (ECB). Market analysts|expect

continental Europe's dampened growth outlook to bias ECB monetary policy toward! easing, with
a possible rate cut — perhaps on the order of 25 basis points -- sometime toward the end of the
first quarter. Complicating matters, the ECB needs‘to establish its independence to t}xe markets,
and avoid the appearance of bowing to pressure from government officials, such as Fmance
Minister Lafontaine and his chief deputy Heiner Flassbeck who are strong advocates of

expansionary monetary policy.

' MAIN POLICY ISSUES

The Scliroeder/Lafontaine agenda: In his initial address to the Bundestag, Chancellor
Schroeder emphasized that his primary focus is on domestic and economic issues, notably the
unemployment situation. Finance Minister Lafontaine has endorsed a larger, more actmst ’
management role for the public sector. On financial issues, Lafontaine has advocated further ‘
interest rate reduchons and "greater cooperation” on exchange rates.

Unemplloyment under 1997 record but still hlgh, stnbbornly 80 in east: Unemployment, ata
seasonally adjusted 10.8% (December 1998), has retraced to 1996 levels and is under the 11.8%
high set in October 1997. The East has seen little improvement, with unemployment stubbornly
‘higher, around 17-18%. In the East, the construction sector comprises a d.tsproporthc;nately large
one-third of the region's GDP, and diversification of activity as a follow-on to the post-
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) government, some
limited progress was achieved on reforms aimed at loosening labor market ngldmes and _
lowering non-wage labor costs, with more progress made on deregulation. However, indications
are that the new government has shifted emphasis away from reform in favor of unemployment
concerns and preserving a "positive industrial relations climate." ‘

Net export growth dissipates: Germany’s recovery has relied heavily on export growth and the
current account probably registered a small surplus (for the first time since reunification) in
1998. We expect net export growth to flatten this year, given slower growth in major
U.S./European markets, and developments in Asia, Russia and Latin America.

RECENT DEVELOPMENTS

Statnstncs cast shadow on 98Q4-99Q1 growth Industrial production dechned 2. 2% m/min
November; the Purchasing Managers Index contracted i in January for the fourth stralght month.

g\imi\cp_ger.doc
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GERMANY
Nominal GDP, 1997 (§ bil): 2,102.7 Per capita GDP, 1897 ($,PPP): 25,534
"Population, 1998 (mil): 822 Fiscal Year: January 1 - De‘sember 31
Comparative Foracast: Real GDP Growth (%) CPinfiation (%) Current Account (%GDP)
- 1998 1899-f  2000-f 1998 1999f  2000f 1998-0 | 1999-f 2000
Treasury -(January) 28 1.7 23 1.0 15 18 00 0.1 0.0
IMF (January) 15 30 ' 1.1 13 .| 00 04
QOECD (December) 22 25 - - 07 0.9
Fed (January) 1.5 23 09 1.2 - -
Consensus (January) 1.8 25 10 16 C. -
Quarterly
‘ 1996 1997 1998 1999-f 1998-1.  1998-2) 1998-3 19984
GDP (% change) : {% change on previous quarter, s.a.a.r.)
" Real GDP 13 23 2.8 1.7 ~ 5.9 0.2 35  #NA
Consumption (private) 1.4 06 . #NA 22 34 . 18 38 #N/A
Investment (total) -1.0 0.2 #N/A #N/A 1.1 -16.8 87 ° #NA
Govemment (consumption) 27 0.7 #N/A 1.2 16.2 -1.8 0.8 #N/A -
Exports 53 11.2 #N/IA 35 08 10.9 15 #NA
- Imports 30 8.3 #N/A 46 56 57 | 23 #A
Inflation v (% change) (% change on previous year)
Consumer Prices 15 18 1.0 15 12 1.3 08 06
Producer Prices 04 . 11 0.4 - 0.6 0.1 0.7 -1.5
Balance of Payments (s.aar)
Current Account' ($ bil) -13.7 -4.5 #NIA -2.0 -17.9 34 0.1 #N/A
Current Account (% of GDP) 0.6 0.2 #NIA 0.1 09 . 02 00 #N/A
Merch.Trade Bal. w/US ($ bii) 15.4 18.7 #NIA . 20.3 229 229 #N/A
Exchange Rate (% change on previous quarter)
Real Trade Weighted (% chg) 4.3 -5.4 13 - 03 0.6 | 12 01
DM /3 (level, period avg) 1.5048 1.733¢  1.7593 - 1.8187 17938 . 1.7612 1.6635
~ Fiscal Policy (caléndar year) ~ .
Gen. Govemmt Exp (% GDP) 491 379 471 46.9 ‘
Gen. Gov. Fin. Bal. (% GDP) -3.4 -28 -2.4 ; 291
Monetary Policy {M3 %chg g/q, int rates end-of-period)
Money Supply (M3, perod avg) 7.5 8.2 44 - 1.0 1.4 1.2 19
Interest Rates: 3 mo. (level, %) 3.3 3.3 3.5 - 35 3.6 35 35
10 yr. Govt bond (leve!,%} 6.6 58 47 - 51 .. 5.1 4.5 42
Labor Market (s.a.ar)
Unempioyment‘ﬁ?ate (%} 104 1.5 #N/A 10.9 11.5 1.3 11.0 #N/A
Empl. as % Work. Age Pop. 61.7 60.7 80.5 606
Other Indicators (% change) {% change on previous year)
industrial Production 0.4 26 #N/A - 6.8 24 ’ J 35 #N/A
IFO Business Climate Index -12.4 8.0 7.0 - 16.5 14.6 5.0 7.9
Sourcas: OECD, IMF; U.S. Commerce Dept.; Haver data base. IML: Cames
. Treasury, IMF, OECD, Fed forecasts sensitive. g\imilcp_gerxis 08-Feb-99
i
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DEPARTMENT OF THE TREASURY
WASHINGTORN, D.C. ’

UNDER SECRETARY . : ‘ ma.
MEMORANDUM FOR SECRETARY RUBIN
THROUGH: ‘Deputy Secretary Summer%

FROM: < Jeffrey R. Shater '
Under Secretary (International Affairs)

SUBJECT | Memo. for the President on the Lyons Summit

ACTION FORCING EVENT:

There are a few issues on thé agenda for the upcoming G-7 Summit in Lyons which we
believe you should highlight for the President. :

RECOMMENDATION:

attached me morandum.

That you sign t

Agree - Disagree _ Let's Discuss

EXEDLTIVE SECRETARIAT
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DEPARTMENT OF THE TREASURY
WASHINGTON

UNDER SECRETARY

MEMORANDUM FOR SECRETARY RUBIN

THROUGH: Lawrence Summers
Deputy Secretary

' FROM effrey Shafer ,
Under Secretary for Imematxonal Affairs

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

ACTION FORCING EVENT:

The “Progress Report to the G-7 Heads of State and Government on Promoting 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 maximum

progress

over the coming year in: enhancing cooperation among supervisors of internationally-active
financial institutions; encouraging stronger risk management and improved transparency in the
markets; encouraging the adoption of strong prudential standards in emerging markets, and

studying the implications of advances in E-Money technologies.

As we informed yéu a few weeks ago, the report'is,a progress_report only, providir}g a
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, subject to the
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.

ATTACIHVIENTS: Memorandum to the President
Tab 1: Progress Report
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DEPARTMENT OF THE TREASURY /
"WASHINGTON, D.C.
s;anfARY OF THE TREASURY Janua.ry 10, 1997‘
MEMORANDUM FOR THE PRESIDENT
FROM: Robert E. Rubin {{.$0—
SUBJECT: : G-7 Progress Report on Promoting Financial Stability

In the run-up to the Lyon Summit last year, we were successful in convincing our G-7 colleagues
of the need to take additional steps to promote stability in the international financial system, Asa
result, we flagged the key vulnerabilities of financial markets and established what is hkely to

- become a rolling agenda focused on-our objectives: 1mproved market transparency and better
financial c.upemsmn

I am pleased to report that we have made great strides since June to implement the Summit
Communique. T believe that our efforts have increased the level of international cooperation and
focused attention on the need to reduce systemic risks in the international financial system. I am
attaching an interim Progress Report, which describes our work plan underway. My G-7
colleagues are also submitting this report to their respective heads of state or government.

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

Attachment:  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 Govemmcm in Lyon called for the “implementation of improved

_practical measures to deal with risks relating to the operation of the global financial markéts.” The
Heads asked for maximum progress over the coming year in:

- enhancing cooperation among the authorities fesponsible for the superyision of .
internationally-active financial institutions, importantly by clarifying their roles and responsibilities;

-- . encouraging stronger risk management and improved transparency in the markets and
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 benefits 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 that/has been
undertaken by Finance Ministries, in association with national authorities and the mtcrnauonal
financial regulatory bodies, to specify in more details the areas of work which will need to address
Heads’ concerns in financial regulation, describes efforts undertaken to date and plans|currently
underway; and sets out a tentative timetable for completion of this work.

KEY OBJECTIVES

International financial markets are undergoing rapid changes, leading to increased expansion,
globalization, and complexity. These changes present new opportunities that are resulting in
increased efficiency in the functioning of the international financial system and in economic growth.
At the same time, the changes present new challenges -- to consumers, investors, and the markets.
Govermnments must take measures to deal effectively with possible systemic or contagion|risks, and
foster financial stability without stifling financial innovation or undermining the benefits of
liberalization and competition or encouraging moral hazard. The supervisory and regulatory
response, including international cooperation, must continually evolve to anticipate and respond
promptly and effectively to market innovations and new risks as they arise.




We, Ministers of Fi inance, have engaged in a close consultation with the mtematlonal

.

Over the years, the international regulatory bodies have undertaken extensive work

in setting

standards and producing guidance in regulatory areas to promote financial stability. They, with the .
international financial institutions, governments and national authorities, are continuing these efforts.

Governments and regulators have to be careful that the policies and regulations they develé)p donot
result in “regulatory arbitrage”, resulting in the flight of financial activities to less regulated or even

unregulated markets.

bodies, to set up precise objectives and a work plan on those areas in which Heads have
progress as a priority.’ - :

regulatory
identified

Enhancing cooperation among authorities responsible for the supervision of internationally-

active financial institutions, importantly by clarifying their roles and responsibilities

. Supervisors need to exchange pertinent information, both on an ongoing ba

sis and in

emergencies. They also need to develop other appropriate cooperative arrangements 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 manage them

appiopriately. As the gap between firms’ business lines and their legal entity

structures

widen, supervisors need to be able to obtain more information to assess risks incurlred by the
firm as a whole. Supervisors’ abxhty to exchange mformatlon is an 1mpomant 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 s

upervisors
involved;
. concrete proposals for putting in place cooperative arrangements and options for

objectives and roles assigned to coordinating supervisors, both fo
‘supervision and for emergencies;

r ongoing

, prospects for setting a broad set of supervisory principles for the supervision of

financial conglomerates under the work plan of the Joint forum on
Conglomerates; .

Financial
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. status of progress achieved in effective mformatlon sharing and remaining gaps to
be addressed;

. a factual report on the main obstacles, including legal issues encountered by

- authorities in information exchanges, and if any, proposals for the Governments 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 Committee
on banking supervision and the Technical Committee of the International Qrganization of Securities
Commissions (I0SCQO) are preparing a further report by end-April 1997 outlining additional I arrangements
among, supervisors in the supervnsnon of internationally-active financial institutions. The Joint Forum on
Financial Conglomerates, which is sponsored by the Basle Committee, I0SCO, and the International
Association of Insurance Supervisors ([AIS), and includes banking, securities, and insurance regulators from
12 countries and the EU is also contributing to the process by preparing procedures for information sharing
and coordination among supervisors and identifying and evaluating information needs to enhance e'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 1AIS, after having
restructured 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 Denver Summit, including elements where agreement has been reached. The international regulatory
bedies have already given notice that they will be asking for action by govemments to legislate to allow an
enhanced level of exchange of information.

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

i
7

Encouraging stronger risk management

As financial institutions engage in more and more complex and global transactions, it is
critical for their Boards of directors and senior management to put in place effective systems
that enable them accurately to measure, monitor, and control risks. It is also essential that
firms maintain a capital base that adequately prowdes for such risks and elngenders
confidence in the markets. Regulators and sugerwsors should continue to collaborate to
address 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 information on a
more comprehensive basis. Efforts to improve the quality of firms’ public anmi.lal report
disclosures about trading and derivatives activities are important. In addition, the Feasxbxhty
and desirability of providing some information on a more continuous and up-to-date basis-
should be explored. Initiatives to implement high-quality internationally|accepted




f4r

-aécounting standards and auditing practices are also critical, if such information is to be fully
useful.

Reducing payment and settlement risks

Failures or problems by large financial institutions can have serious ramifications for the

payments and settlements system, which is a key part of the infrastructure of the financial

system. The implementation of initiatives to reduce settlement risks in exch%nges and

markets, in particular in foreign exchange settlements risks, play an important role in

enhancing financial stability.
Work plan

- With the full cooperation of the international regulatory bodies, we have asked them to
prepare as priorities;

. concrete proposals to strengthen requirements for reporting and public dlsdosure 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 report on work. underway and envxsaged furthcr to reduce nsks to payment and
settlement systems.

We will also encourage further progress towards the development and adopnon of high-
quality IASC international accountzng standards. ‘

There is a great deal of achieved and ongoing work by the national authorities and in
international regulatory bodies, which is responsive to G-7 priority requests.

Encouraging stronger risk management

The Basle Committee has put a market risk package in place which strengthens incentives for good risk
management. [OSCO is continuing its work based on its April 1996 report to develop initiatives aimed at
enhancing risk managernent controls at firms, including the evaluation of the use of value at risk models that
~ help managers better measure market risk. 1OSCO will also be looking at the possible use of suc'h models for
assessing capital standards. The Eurocurrency Standing Committee issued a report in July 1996 proposing a
framework for improving global derivatives markets statistics, which will help supervisors and. market
participants better understand the evolving scope and nature of derivatives markets. The Basle Committee
has formed a working group to focus on the development of policies to address risk managemcn:t and internal
control issues, expanding the work on risk management guidelines for banks’ derivatives activities published
_in July 1994, 10SCO published similar guidelines at that time, and is currently examining the scgpe of further
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work in this area. 1AIS has set up a committee to study the supervisory approach to the use of derivatives by
insurers in order to develop recommendations for the insurance sector.

Improving transparency in the markets

The Basle Committee, IOSCO, and the Eurocurrency Standing Committee are encouraging the adoption of
improved standards for public disclosure of trading and derivatives activities. 1AIS intends to work on issues
related to these activities. The Basle Commitiee and IOSCO have just released a joint survey on international
banks’ and securities firms’ disclosure of such activities with the aim of stimulating further imprc;vements in
this field. The Basle Committee has recently assigned a single working group to focus on supervisory reporting -
and public disclosure issues, and to work closely with a separate task force on accounting matters The
International Accounting Standards Committee is cooperating closely with 10SCO to complete 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 countries are
govemned by legal frameworks, in some countries legislative action may be needed to achieve a higher 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 financial institutions, work which is bcin'g continued.
10SCO and the BIS Committee are currently undertaking a joint project to develop a disclosurée framework
for securities clearing and settlement systems. Regulators are also examining ways to strengthen isk controls
and are continuing to review the use of netting in cross-border transactions as a means to lessen the impact of
- payinent problems on the international payments system. The international regulatory bodies have 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 supervisory authorities

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

G-7 authorities should encourage the G-10, international financial institutions, and the
international regulatory bodies to intensify their efforts and will continue to work closely
with them in support of these objectives.

Work plan

The G-10 has formed a working party to identify and analyze factors that promote financial stability in
- emerging economies and build on efforts underway by the Basle Committee, 10SCO, IAIS and the
international financial institutions. The working group’s objectives are to build a consensus among G-10
members, representatives of key emerging markets, and international financial institutions on 1) a set of key
elements underpinning sound supervisory systems, and 2) concrete steps for achieving these goals including
coordinating the efforts of mrematlona! bodies of regulators and international financial institutions to ensure




‘important step to lncreasmg cooperation.
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effective integration of such key elements, as appropriate, throughout emerging markei ecdﬁornies. The
working party will prepare an interim report for the G-10 in April, 1997 and a final report by end-May, 1997

The regulatory bodies have engaged in this cooperation. The Basle Committee issued a report in October 1996
setting out a framework for improving and facilitating the supervision of cross-border banking, which 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('iards The
Basle Committee will keep G-7 Ministers informed on the result of these efforts. 10SCO and IAIS whose
broad membership includes developed and emerging market countries, will continue to work on these issues.

Additionally, the enlargement of the membersh:p of the BIS to new key developmg countne is also an

Studying the implications of recent technological advances which make possible the creation
of sophisticated methods for retail electronic payments and how to ensure thelr benefits are

realized

A G-10 workmg party has now begun meeting to examine this issue. Its focus is on stored
value cards and on functionally equivalent network payments services. The group is
assessing the current state of development in these technologies in G-10 countries and
reviewing the different approaches being taken with respect to competition policy and the
degree and extent of regulation and supervision that may be required. The group is also
bringing together the work which international bodies and countries have been doing in this

- area, particularly on consumer protection, law enforcement, and supervisory issues.

12/10/96

The group will complete its study early in 199? and produce a report for submission to
Deputies next March.

’
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_ President transmits the Report and summarizes key points and achievements.

DEPARTMENT OF THE TREASURY
‘WASHINGTON, D.C. 20220

June 17, 1997

ACTION

MEMORANDUM FOR SECRETARY RUBIN

FROM: " Timothy Geithner’if
Senior Deputy Assistant Secretary (International Affairs)
SUBJECT:. Memorandum for the President Transmitting G-7 Finance Ministers’
- Report to Heads of State and Government on Promoting Financial
Stability

ACTION FORCING EVENT:

The Report has been approved by all G-7 Finance Ministers and is ready for transmission to

heads. (Tab 2)

RECOMMENDATION:

That you initial the memo fof the President and épprove transmission of the 'Repcrt.' (Tab 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

Attachments Tab 1: Memorandum for the President

Tab 2: G-7 Finance Ministers’ Report to Heads of State and Governme

"Promoting Financial Stability
cc Deputy Secretary Summérs

- Assistant Secretary Lipton
Daniel Tarullo

EXEGUTHS F 0
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SEURETARY OF THE TREASURY

DEPARTMENTOFTHETREASURY
. WASHINGTON, D.C!

June 17, 1997 .

MEHORANDUM FOR THE PRESIDENT

FROM: Robert E. Rubm(? tn—

SUBJECT: G-7 Flnance Ministers' Report to Heads of
and Government on Promoting Financial Sta

I am pleased to convey that, in association with our G-7
and the international financial community, we have made
considerable progress in the implementation of the Lyon
objectives on promoting financial stablllty Attached i
report describing our achievements since Lyon and propos
carry this process forward.

The most important results of thls process so far are th
following:

wWe have developed a strateqgy to strengthen financia
in emerging economies. This is 1mportant because w
financial systems, as we learned in Mexico, can pre
and exacerbate economic crises. This strategy incl
agreement on a single, universal set of guidelines
prlnc1p1es for strong financial regulation and a pl:
mobilizing the World Bank, the IMF, and the interna
regulatory community to heLp countries put these st
in place.

We have also reached agreement on a set of proposal
reducing risk in the major financlal centers, throu
to establish a global network of supervisors and re
to enhance oversight of the major global financial
institutions and markets,vand to ‘improve transparen
disclosure. o

We have reached agreement on an important report on
international implications of electronic money, whi
outlines a consensus on.a framework of principles f
" guiding national approaches to these emerging elect
payment technologies, based on a market-based appro
plays well to our strengths in financial services a;
~information technology.

These efforts are part of an ongoing process to strength
global financial system which you initiated in Naples an
Halifax. Looking forward, we will focus on implementati
these proposals, particularly in the area of strengtheni
standards in emerging markets and enhancing cooperation
supervisors in the major financial centers.
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. S June 2, 1997
PROMOTING FINANCIAL STABILITY
Executive Summary

At the request of the Heads of State and Government in Lyon, the G-7 Ministers of Finance are
pleased to report on the extensive progress that has been achieved in promoting the stability of the
global financial markets in the four areas delineated in the Lyon Summit Communique';|

International Regulatory Cooperation .

J Supemsors have developed a set of proposals for enhancing cocperanon in the

supervision of glo oball y-active financial institutions on an on-going basis and in emergency
situations.
. Supervisors have made substantial progress toward agreement on a framework of

supervisory principles for globally-active financial institutions, including techniques to
assess capital adequacy.

Risk Management and Market Transparency
e Supervisors have studied the organizational and management structures of selected
- globally-active financial conglomerates, developed supervisory tools to better understand
their risk management processes, and are expanding guidance on sound risk management

systems.

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

s G-10 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 G-10 countries and emerging market. economies, lssued a report
recommending a concertéd international st rategy to assist emerging ecoriomies in

_strengthening their financial systems based on a set of broad principles and practices. The
working party proposes roles for international regulatory bodies, international f}nancxal
institutions, and for providers of technical assistance, while emphasizing the ultimate
responsibility of national authorities in emerging market economies, the need folr sound
macroeconomic policies, and the importance of open, competitive, and transparent

' The term “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, or its
sponsoring bodies, the Basle Committee on Banking Supervision, the International Organization of Securities
Commissions (“IOSCO™) and the International Association of Insurance Supervisors (“TAIS™).




markets.

. - The Basle Committee, in cooperation with 15 key emerging economies, developed a set of
“Core Principles for Effective Banking Supervision,” which will contribute significantly to
the adoption of improved prudential standards worldwide, particularly in emerging
markets. e

Electronic Money

. The G-10 Working Party on Electronic Money reached agreement on a set of broad
objectives and key considerations to help guide national approaches to emerging electronic
payment technologies, including the need for transparency, financial integrity, technical

security, and evaluations of vulnerabilities to criminal activity.

Looking Forward

" Looking beyond the Denver Summit, G-7 Finance Ministers urge that efforts to strengthen the
international financial system continue. We have identified two areas warranting particqlar‘ effort.
In the area of enhancing cooperation among supervisors of globally-active financial instiltutions
we have encouraged international regulatory bodies and national supervisors to reach agreement
and implement their proposals for enhanced cooperation. We are also undertaking an assessment
of the impediments to information sharing that have been identified. With respect to
strengthening financial systems and prudential supervision in emerging economies, we have asked
the G-10 Deputies, in collaboration with emerging market representatives, to review
implementation of the strategy proposed by the working party. We have also called on the
international regulatory bodies, the IMF and the World Bank to report to Finance Ministers next
April on their contributions to this process.
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FINAL REPORT
TO THE G-7 HEADS OF STATE AND GOVERNMENT
ON PROMOTING FINANCIAL STABILITY

INTRODUCTION

une 2, 1997

The Heads of State and Government in Lyon called for the “implementation of improved practical

measures to deal with risks relating to the operatxon of the global financial markets "]
asked for maximum progress over the year in:

enhancing cooperation among the authorities responsible for the supervi

internationally-active financial institutions, !mportantly by clarifying thei
responsibilities;

and connected activities, especially in the innovative markets;

encouraging the adoption of strony prudential standards in emerging ec
" and increasing cooperation with their supervisory authorities; and
x ‘ ’

studying the implications of recent technological advances which make

Che Heads

sion of

r roles and
encouraging stronger risk management and improved transparency in the markets
onomies

possible the

creation of sophisticated methods for retail electronic payments and how to ensure

their benefits are fully realized.

v

The Heads requested that the G-7 Finance Ministers report to the next Summit in Denv

er 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 with
national authorities and the international regulatory bodies' to address the Heads’ interest in these
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 rapi'd changes, leading to increased expansion,

globalization, and complexity. These changes present new opportunities that can lead t

O

increased efficiency in the functioning of the international financial system. At the same time, the

changes present new challenges -- to consumers, investors, and the markets. Governm
take measures to deal effectively with possible systemic or contagion risks and foster fir

' The Basle Committee on Banking Supervision, the International Organization of Securities Commis

ents must
nancial |

sions, the

International Association of Insurance Supervisors, and the Joint Forum on Financial Conglomerates (which is

sponsored by the first three bodies and includes banking, securities, and insurance regulators from 13 countri

European Commission).

ries and the
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stability without stifling financial innovation or undermining the benefits of liberalization and
competition. Governments and regulators have to be careful that the policies and regulations 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 mamtalmng the
important role of market discipline and promoting the 1mprovement of prudentxal standards.

In the past year, national and international regulatory bodies, the International Monetary Fund, the
World Barik and others? have continued to intensify their cooperative efforts on a national,
 bilateral, and multilateral basis to strengthen the international financial system. These actions have
produced meaningful progress to enhance risk assessment and address possible systen;icl: or
contagion problems. ‘We welcome the increasing degree of interaction and cooperation|among all
the various bodies and encourage them to continue their efforts.

OBJECTIVES

Enhancing Cooperation Among Supervisors of Globally-Active Financial Institutions

Major, globally-active financial institutions operate in world markets through a variety of legal
entities and functional business lines and across geographic jurisdictions. Therefore, as a practical
matter, supervisors of regulated entities within a financial group must be in a position to
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, lmcludmg ‘
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 of Progress

» Substantial work to enhance regulatory cooperation is takmg place on a bilateral and multdateral
basis. Arrangements to exchange information in emergenmes represent a significant step by
securities and banking regulators to enhance the supervision of globally active financial |
institutions and are a building block to expand further regulatory cooperation. We welcome the
important steps outlined in the reports of the international regulatory bodies to ephance
cooperation among supervisors on an ongoing basis and in emergency situations. .

The Joint Forum has agreed that, in appropriate circumstances, a coordinator should be|identified
to facilitate the exchange of information on globally-active financial institutions. The Joint Forum
is continuing to develop the possible menu of roles that a coordinator could assume duri ng
emergency and non-emergency situations. It is also exploring the relative merits and practical
implications of each role (including legal and regulatory constraints) for the coordinatorjand other
relevant supervisors. ‘

2 These include the International Accounting Standarcs Committee and the Commiltee on Payment and

Settlement Systems of G-10 Central Banks.
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The Joint Forum has also drafted a set of supervisory principles, including techniques tc

potential impact of the group-wide capital structure on the regulated firms.

IOSCO and its members have undertaken a number of practical measures to strengthen
cooperation, including coordinated inspections, investigations, and reviews of major,
internationally-active financial groups. 3

Regulators from twenty jurisdictions responsible for the supervision of the world’s lead
derivative markets and over sixty derivatives exchanges reached an agreement intended
improve information sharing on large exposures of internationally-active derivatives firn

We welcom‘e the progress by these groups and, going forwéi'd, we:

Encourage the Joint Forum to reach agreemcnt on principles for enhanced coop
both for ongoing supervision and for emergencies;

Encourage the Basle Committee, IOSCO, and the [AIS, to deveio;i further their
these areas, and national supervisors to apply the cooperative arrangements iden

the Joint Forum in its report to Finance Ministers, in order to draw lessons and r

~ concrete features of such arrangements,

Agree to support necessary changes in laws or regulations that facilitate and img
information exchanges for supervisory purposes between natlonal regulatory au
while preserving the confidentiality of information. :

Re«:ogm'ze the importance of changing laws and regulations, where necessary, tc
onsite inspection arrangements for branches. In addition, the home country sup
should have the right to obtain information about foreign branches and subsidiar
financial institutions under its supemsory jurisdiction.’ Barriers to onsite inspec
should be mxmmlzed

).assess the

their

ng
to
ns.

eration,

work in -
tified by
efine the

Srove
thorities,

y facilitate
ervisor
ies of the
ions

G-7 Finance Ministries are undertaking an assessment of impediments to information sharing

identified by the Basle Committee, IOSCO, the IAIS and the Joint Forum.
Encouraging Stronger Risk Management and Improved Traﬁsparency in the Ma

A stable financial system depends on sound financial institutions, whose operations are
to supervisors and to the market. As financial institutions engage in increasingly compl
-global transactions, it is critical that they have in place effective systems to measure, mo
control risks, as well as sufficient capital to provide for such risks. Public disclosure ca
~ enhance the role of market discipline.by improving the information available to market

participants. Insolvency or liquidity problems of major globally-active financial groups
seriously affect the payment and settlement systems, and mechanisms to permit firms to

kets

transparent
ex and
nitor, and
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the net value of their exposures to counter parties may lesscn the vulnerablhty of the system to

such event>

Key Areas of Pfegress

. Supervisors have studied the organizational and management structures of selected

globally-active financial conglomerates, developed supervisory tools to better urllderstand
their risk management processes, and are expandmg guidance on sound risk management

systems.

. The Basle Committee is currently overseeing the implementation of the January
Amendment to the Capital Accord to incorporate market risks. The amendment

1996

requires

banks to hold sufficient capital against risks from trading activities and reinforce’ their

efforts to improve risk management techniques.

¢ The Basle Committee has issued a consultatave paper that estabhshes twelve principles on
the management of interest rate risk that its members wdl use to evaluate the effectweness

- of banks’ interest rate risk management.

T IO SCO has created a special task force to define acceptable methodologies for |

determining minimum capital standards and supervisory approaches to systems and

controls for intcrnationally-active securities firms.

. ‘Through their comprehensive surveys, the Basle Committee and JOSCO have talken steps.
to rmake information available to markets and supervisors on derivatives actwmels The
Euro- Currency Standing Committee developed a reporting system on derivatives activities

of major dealers, to begm in 1998

. The IASC, in consultation with IOSCO, has the goal of developing, by March 1

998, a

comprehensive core set of high-quality international accounting standards for use by

foreign issuers conducting an oﬁ‘ering or seeking a listing.

. The Committee on Payment and Settlement Systems of G-10 Central Banks has

' steps to reduce settlement risk in foreign exchange transactions and along with ]

taken steps to develop and lmplement a disclosure framework for securities sett
systems.

We welcome the progress that has been made in these areas and look forward to efforts

taken
OSCO has

ement

to foster

high-quality accounting standards and to improve the information available on the nature and
adequacy of risk management and internal controls. In the context of these efforts, we encourage
supervisors to examine the feasibility and desirability of estabhshmg stronger public dnsclcsure in

peﬁodic financial reports, including whether legislative action is necessary, to maximize

of market participants to make meaningful assessments. We also encourage supervisors to

'the abil ity.
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explore principles for analyzing the capital positicens of regulated entities and where suci,h entities
are included in a diversified financial group, on a group-wide basis as well, in order to evaluate
risks to the regulated entities.

We welcome the steps outlined in the reports from the international regulatory bodies to reduce
nisks to payment and settlement systems. We encourage the Committee on Payment aﬁd
Settlement Systems to continue to work with industry groups that seek to offer nsk-reducmg
multi- cunency services.

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

Encouraging the Adoption of Strong Prudential Standards in Emerging Economies

Strengthening financial systems in emerging economies will reduce the risks of financial and
macroeconomic crises that can impose substantial costs on domestic economies and have - .
potential coritagion effects in regional and internalional markets. In response to the G-7, the G-10
formed a working party to identify and analyze factors that promote financial stability in emerging
economies and to outline a concrete strategy to strengthen financial systems in such economies.

Key Areas of Progress

The working party, which included representatives of emerging market economies, international
regulatory bodies, and the international financial institutions, made significant progress:

. - The working party issued for wider discussion a report recommending a strategy
comprising: development of an international consensus on the key elements of sound
financial systems; formulation of sound principles and practices by international regulatory
bodies; use of market discipline and market access to provide incentives for their adoption;
promotion by the IMF, World Bank and others of the adoption and implementation of
such principles and practices. : .

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

.

» - Incooperation with 15 key developing countries, the Basle Committee released a
consultative paper on “Core Principles for Effective Banking Supervision,” ang"an
accompanying Compendium providing more in-depth guidance on supervisory, issues.

. “The Basle Committee in October 1996 also issued a report setting out a-framework for
improving and facilitating the supervision of cross-border banking, which was|endorsed by
supervisors of 140 countnes.
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. In the last year, the BIS expanded its membershxp to include representatives from
emérging market economies. IOSCO made changes to its organizational structure to
increase the representation of emergmg markets. The IAIS formed a special coMttee to
promote the development of emerging insurance markets by estabhshmg pnncnp!es and
offering training programs.

We endorse 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
macroeconomic policies and the importance of further developing competitive, transparent
markets operating on sound pnncnples We encourage the endorsement and lmplementatlon of
the working party’s proposals by national authorities worldwide. We urge national supervisors to
implement the Basle Committee’s Core Principles, and call on the IMF and World Bank|to use
them as berichmarks when they advise or conduct surveillance of emerging market economies.
We propose the IMF give higher, targeted priority to financial sector stability in its surveillance
work, incorporating the guidelines and advice of the supervisory community.

We suggest the international regulatory bodies cortinue to work within the framework proposed
by the working party, in dialogue with the international financial institutions. We propose that
parties offering bilateral assistance, the World Bank and other development banks encourage
sound financial sectors, consistent with the strategy, through the provasnon of high quality, well-
coordinated technical assistance.

We ask the G-10 Deputies, in collaboration with emerging market representatives, to review
implementation of the strategy. In this context, we ask the international regulatory bodj es, the
IMF and the World Bank to report to Finance Ministers next April on their contribution|to this
process, including 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-10 formed a working party to develop a broad understanding of the
policy issues that might arise from the development of electronic money and identify thase relating
to consumer protection, law enforcement, and supervision, which could benefit from additional
international cooperation. The working party focused on multi-purpose stored value ca{ds and on
functionally equivalent payment products for executing payments over open computer networks.

‘ Key Areas of Progress

We endorse the working party report on electronic money and its key findings that consumers,
providers and authorities should give attention to the transparency, financial integrity, technical
security, and vulnerabilities to criminal activity of ¢lectronic money. On cross-border islsues,
given the early stage of commercial development, we agree with the working party that we should
adopt a flexible 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. '

The working party provided a useful forum for retlecting the perspectives of central banks,
finance ministries, and law enforcement officials. We agree with the working party’s conclusion
that it is important to monitor the situation going forward and that a similar approach could be
useful in the future if circumstances warrant, though it is not necessary at this time to establish
new, formal international coordinating mechanisms specifically addressing electronic money
developments. ' '
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DEPARTMENT OF THE TREASU RY
WASHINGTON, D.C.

September 10, 1999

SECRETARY OF THE TREASURY

- MEMORANDUM FOR THE PRESIDENT

FROM: ‘Lawrence Summn%{

SUBJECT: - A New Econormc and Financial F orum the G—20

1 want to update you on our efforts to estabhsh a new, expanded Finance Ministers’ and

pmual

Bank Governidrs’ forum. You will recall that we undertook this initiative as part of the Cologne

Summit preparations in order to broaden the international dialogue on economic and financial issues

- much as we did through the successful ”G—22" discussions that you joined in October 1
The new forum was accepted in principle at the Cologne Suxmmt in June. An approach
September 25 its creation and first meeting - targeted for December in Berlin.

The parameters for the new group are consistent with our original conccption

998.

-fér
establishing the group has now been agreed, and G-7 Finance Ministers will announce on

. We argued successfully to gain membmhlp for key countries. The group wxll be
composed of the G-7 plus: Argentina, Australia, Brazil, China, India, Indonesxa, Korea,
Mexico, Russia, Saudi Arabia, South Africa and Turkey. In addition, the EU Premdency

and the European Central Bank will send special representatives to the meetin

s To ensure effective coordination with existing institutions, there will also be

officio members: the chairmen of the Interim and Development Committees;,

President of the World Bank and the Managing Director of the IMF.

. We also secured the initial‘chainnanship for Canadian Finance Minister Paul

ngs.

four ex
the

Martin,

+ who we believe will provide strong leadership for the group - and with whom we have a

close relationship.

There was strong pressure to keep this group small in order to facilitate frank and informal

(discussion. The balance of participants reflects the weight of each region in the global economy;
individual country selections within each region are based on economic size and population. On
this basis, countries such as Poland and Thailand did not make the final cut. However, the Thai
Finance Minister will participate in his capacxty as Chairman of the Development Committee, and

we have agreed to try to lengthen his term in this position.

We are optimistic that the new G-20 will provide an 1mportant'vehic'le for building COn.\];ensus and
promoting cooperation in coming years. If it develops as we expect, the G-20 will be an important -

- legacy of this Administration in international economic and financial policy.

“




DEPARTMENT OF THE TREASURY
" WASHINGTON, D.C. - '

~ September 10, 1999
UNDER SECRETARY
MEMORANDUM FOKKECRETARY SUMMERS - ACTION

FROM: Timothy F. Geithneﬁb&/
Under Secretary for International Affairs

SUBIJECT: Memo for the President on the New “G-20”

We have now reached agreement among G-7 Deputies on the main elements of the ‘ngw informal
mechanism for dialogue among systemically significant economies (“G-X") that G-7/Finance
- Ministers proposed and Leaders endorsed in June as part of the Cologne Summit process.

The attached German paper outlines the deal that has been reached, although some of the details are
still under discussion. In particular, [ have flagged for others that Indonesia’s participation may
need to be revisited closer to the point of announcement.

‘We have shared the German ;Saper with the NEC, NSC and State to keeb them informed. The

attached memo from you to the President reports on these developments and the planned
announcement of the new forum at the G-7 meeting later this month. ‘

Recommendation
That you ; gn the attached memo. . ‘
\ /. Agree. Disagree  _ Other

Attachments: Memo for Signature
German Background Paper

Cc: Assistant Secretary Truman

. EXECUTIVE SECRETARIAT
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DEPARTMENT OF THE TREAgURY‘
WASHINGTON '

May 3, 1993

MEMORANDUM FOR DEPUTY SECRETARY ALTMAN

3-12DLT

FROM: Alicia Munhe11§¥}§£§\ |
Assistant Secratary-Designate, Economic Policy
SUBJECT: Climate Change Action Pléﬁ

I will attend the May 3rd meeting on Climate Change)|
should know that this group's assignment 'is solely to set
to receive views from industry, labor, Congress, enV1ronn
interests etc. It is designed,
Transportation, Energy, EPA, Treasury, and others busy wh
real work will be done by a separate {and secret) group,
excludes these agencies with "vested interests." This
group apparently has been told to say nothlng about its
deliberations, because involving those agencies with vest
interests "would unnecessarily politicize the process."

&

P

at least in part, to keep

but you
up rora
ental

ile the
which
ecretc

ed.

should

My view is that Treasury (despite our bad behavior)
not be lumped in with Transportation, Energy,
should be represented on the secret group.
this group is attached.
but it may be useful for you to call your pal Bob Rubin t
our name added to the list.

If you do not want to do this, it is fine with me.
should know that information.is going to be very tightly
controlled and we may well get blind-sided.
Kay Squitieri, nas had great d¢IflCUluy gvt*1“~
the meeting notlflcatlon

even

i

Please let me

know what vou would like to do.

cc: Philip Diehl

and EPA, but rather
The membersh%p of
I am a novice at this type of intrigue,

o get

|But you

Even my best source.
cepy

of



THE WHITE HOUSE

WASHINGTON e
Vo 3 R 23 p
April 23, 1993

MEMORANDUM

TO: | Rahm Emanucl . Howard Paster
John Gibbons Leon Pancua
Alexis Herman Carol Rasco
Anthony Lake =~ Marla Romash
Thomas McLany Robent Rubin
Regind Montoya George Stephanopolous
Roy Neel Laura Tyson

‘ \O

THROUGH: John Podesta (‘J\

FROM: Katie McGinty {}21‘/

SUBJECT: Action Plan for Greenhouse Gas Commitment

Durmﬂr the Earth Day speech, the President made a commnmcm 1o the pre
world climate sy stem: g

i

Today, | reaffirm my personal, and dnnounce our nation's
commitment, to reducing our cmissions of greenhouse gascs 10

> their 1990 levels by the year 2000. 1 am instucting

administation to produce 2 cost-cffective plan by August that can
continue the tend of reduced emissions. This must be 2 <lanien

call, not for more burcaucracy or regulation or unnecessary costs
but instead for Amencan ingenuity and creativiry, 10 produce ihe
best and most energy-efficient technology.

.

" The President has issued a significant challenge, one which will an

servation of the

]

"w and

creauvity from us. 1 propose that we (or designates) meet on Wednesdafy Apn] *”8 "'1 230 pm

in my officc (Room 360 OtOB) 1o discuss how we should respond to the|ch

- ve frm A

53 v NP g
proparct (O GisCudd Buw wo Chin inaihdie pul (o ogot good sdeer) process i

cha lCI’t a¢. c

n\);&‘* Sl ‘.‘:"‘""

Wi Taly

everyone 1s on board) deliberation (5o we will choosc the best options) and resuhs (so that the

President delivers on his co'ﬁr‘mmcnk) A S



http:bureaucr3.cy

In creating and eventually selling the Action Plan, we will nced to design a

combination of public participation (industry, labor, Congress, environmental

confidential deliberation. This will be an inherently political process which will

of press and interest group attention. You will need to understand where

manageable

interests) and
attract a lot
the process is

going in order to monitor and help manage the substantwe and political aspects.

At the meeting, I will distribute for discussion my initial ideas on how wecan structure

a process to produce the Action Plan by August We need to move quickly, and
to hearing your views and ideas.

Itook forward




THE WHITE HOUSE s /'//fo’

WASHINGTON

CApril 29,1093

MEMORANDUM | /(//// 'Z,/ //—6” /éc AN

TO: Secretry Bubbiu f ; ' %S‘ . /

Sccretary Rentsen
Sceretary Brown
Adminisirator Browner
Secretary Christopher
Sccretnry lispy
Sccretary O'leary
Scerelary Pena

IFROM: - Katie McGinty (}M/

Office on rnvnmwlwnm{ bali r.)

SUBIECT: Climate Change Action Plan Process

During the Earth Day speech, the President made a commitment 1o the preseryation of the
world climate systeny; =

Today, [ reaffirm my personal, and announce our nation’s
commitment, to reducing our emissions of preen mu\ gases
their 1990 levels by the vear 20000 1 wm isswuciing iy
adminiswanon o produce a cost-effective plan by Auv-m that can
continue the trend of reduced cmissions. This must he a ¢larion
call ot for more hureaueracy or regubinion or vme'-nwu’y COSIS
hm instead- for Amencan ingenuty and creaivity, 1o "omu,n, xl v
best and most energy-efiicient technology.

‘The President hax issued a significant challenge, one which will demand ingenuity and

creativity from 2he-emite Admmisaateiwd would like 10 convene @ meeting with) designates
{from your ‘;Q(m Monday, May 3, at 10:15 in s office (Room 360 QEQR) 10 discuss how we
should respond 1o the chellenge: WiTIdiscuse henw we can mansge innut o get good ideas;

process (10 make sure hat everyonc is on board) deli beration (s0 we will choose the best opuons)
and results (so that the Pr::mdvm delivers an his commitmant),




In creating und eventually selling the Action Plan, we will need 1o design
combination of public participation (industry, Tabor, Congress, environmenial
confidentinl deliberation. Attached ix a druft of the proposed process by which wie
un Action Plan by Aupust. Please review the draft so that we can discusy the

R managcable
nterests) and
- can produce
proposal and

quickly reach closure on ihe process. We need 1o move guickly, ind 1 look forwird 1o hearing

your views and idcas. ‘ /

Attachment

3N
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Development 0f the
Climate Changa Action Plan
TR ' ,
Structure and Functions
‘ wpril 28, 1993

Critical Factors to Keaep in Mind:

o] The Presidential commitment requires us Lo succced, |and is
crucial for success.

o The timing is very tight - we are facing a mid-August
deacdline.

: p | |

o vWwe need affecited intercsts Lo have a stake in the process in
order to both formulate and implement Che plan.

< Tne Administration must majintain firm control over the
process wnilc not retarding the beneficial) input and advice
from affectad interests. Non-constructive input or
ohstruction-must be aveided.

o The integrity of the process reguires that stakeholders not
use otherxr channels Lo Influence Admjnisr‘a ion Gecisions.

I. 5 UCTURE

Establish Climate Chanwe Rction Plan Committee

o Mission: Commitiee makes recommendarions to Adminiciration
Senicr Stecring Group (cowposed of Principals from %ey '
agencies and White Houvse) on meeting Lhe President’s
commilment; Committec chaired by White House Office|on
Environmental Policy.

o Mcrbership on tne Commitiee: government, industry, labor,
environmental orcanizilions, universities [QUESTION: ROLE
Qr CONuRwSS?)

o} lnitially set Committce at 30 members -- bul will probably
nave To take cligose to DU to accomodece impo:tcn_
stekeholderes

o) Commitoses To meet T leastl Lhree times in public forum,

Committes ©o0 have nine Wosrking CGrount

o Missicn: Werking grcoups Lo develosp feco WCﬂdatxo 5 ©On
2CTIiOANS L0 TaWe within tholr subhlect areas

) Tach working Group will heve WO co-choirs == 2ncC
governmenta {(Dzputy Or Essistant Sscoretary lavel) §nd cne

non-co vewnﬂggta; (CZO/Sx. vP/Commissioner level) Co-Chairs ,



http:o::-l'.i.ng
http:Missi.on

IT.

will undercake an cnormgous f"}cw~iHJli:y -= the g
A
(&)

co-chair will bhe facecd with full Line :nvolvemene.

workina Groups composed c¢f Committee members in nh

0f expertise plus addstlicnal wor ‘king group memhers

necessary.

Working Groups to meev zas often as neeced (weekly

monthly) .

Working Group Chairs to coordinate with each other
periodic meetings (public?) and through the full C
meetings. .

Suggested Working Groups:

* Analytical/Modeling .
* Lnergy: Supply-side (includes ef{iciency im

1n generation, transmission and dis
rencewable resources, and other redu
ceneration ontions) _ '
nergy Demand~side (includes raes

*
.

i idential,
commercial, and industrial scciors)
BEncrgy: - Transportation
* tiethane
x

Ocher Gases (IiFCs, Nitrous Oxide)
~ 2 1. .

O1NKS ] :
Cross-cutting regulatory/legal/institutional
Joint Implementation

M3

* ¢

TIME LINE

Weex of Rpril 206 -- Intra-White liousc concurrence
Interaegency consultation.

Jovernment

eir arcas

or cemi-

through
ommittec

provemencs
tiribution,
ced-C02

Week of May 3 -- Interzgency concurrence., Adiviscry
Committee authorization,; solicils
recommendantnions Iozr Commities membership

Week 0f May 10 -- Muw‘c; selection/vetting, contgacting

e ke me»:inq arrzngemnents, SV Oommitnee
Mcet: Schedule
week cf May 17 -- Invits/iniorm Commitice members and

grouv membars.,
¥

e
ﬂ\
N
9]
th
o]
“_
D
129
1
|

ho Working Group Chairs.

Irat Maeting - Full)l Commitoee
K - 5 - e = S E L e
Preszdent stoms Dy To realfili@m
oy mer R
L S N N W U W) I NS R
. M Fa * =1 —_— \J < - / C T
Weex of May 3] Working Grouns mect (a3 nCloss
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Wecx

Week

Week

Week

Week

Week

Week
Weex

Week

Week

Week

Week

of

of

of

Sune 7 --

June 14 -

June 21 ~-

June 28 -

August 2 ~-- Working Groups meet (as necessar

August 8 -- Final Mceting —- Recommendat

o =d
[t
e
g4
»
[
Yot
o

14
[
te;
oS
wn
rt
XS]
(0%

Worning Groups meect (as neces
Working Group Cheirs Meeting
irst round.

Working Groups meen (as necess

ary) .

P

Working Groups meel (&s neccssary) .

Working Croup Chairs Meeting

[

tolacse

progress and draft proaress report.

"Second Meeting of Full Committeeo--—

"Progress Reports and Recommendat

a .
O |[assess

ions for.

Working Group Direction.

~Working Groups meet (as necessary).

Working Groups meet (as ncecessary) .

working Group Chairs Meeting.

Working Groups meet (a$ nccess

Working Groups meel. {(as NDeces

Working Group Chairs Meeting

final Working Grouwp report and

recommendatione.

sary) .

P
[

(oA
b~
o]

~
A

Scns made

=ir and Govermmental Steer*

S
‘esicdent and/or VP there to
commendations. '

+ —— Presentation of U.S5. Action
T

-0 INC in New York,

Craft and produce Acticn Plan

P
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DEPARTMENT OF THE TREASURY’
WASHINGTON ' .

August 17, 1993
ASSISTANT SECRETARY i

MEMORANDUM FOR SECRETARY BENTSEN . ‘ IHFORMATION

DEPUTY SECRETARY .
FROM: Alicia Munne ' -
SUBJECT: Climate Change Action Plan Update 7 /)//

This memo will update you on the positive steps taken to
date to formulate a Climate Change Action Plan, fulfllllng 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 an
announcement from the original date of August 16 until the end of
September, in order to allow time for a thorough review of the ]
entire plan, and for outreach to Congress, env1ronmenta11Ets, and
business groups. T .

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

Only a few issues remain to be decided. One that concerns
Treasury would modify the treatment of employer—prov1ded parklng,
which is now an untaxed fringe benefit as long as the amount is
less than $155 per month. The proposal would reduce commuting
traffic (and therefore carbon dioxide emissions) by allow1ng
employees to claim the cash value of the subsidy instead of the
parking space. This option is one of the largest in the package,
providing 7 percent of all reductions in the Action Plan, i.e.,

7 percent of the amount necessary to return year 2000 emissions
to 1990 levels. At the same time, it would, we believe, increase
revenues to pay for other parts of the Plan.

Tax Policy is reviewing thls option and has expressed some
concerns; we are working with them to ensure a thorough review.
\

cc: Les Samuels
Sam Sessions
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DEPARTMENT OF THE TREASURY 93-125133
WASHINGTON

ASSISTANT SECRETARY .
' ' September 8, 1993

MEMORANDUM FOR SECRETARY BENTSEN
FROM: Alicia H. Munnell /79?/3’]
SUBJECT: Climate Change Action Plan
Attached is a memo that I would like to send to Katle
‘McGinty, that summarizes the Treasury's position with regard to
‘the inclusion of tax proposals in the Climate Change Action Plan.
-~ Do yoﬁ P ove?
\‘_’/e[gr
Agree SM/) Dlsagree Let's Discuss

Attachment




DEPARTMENT OF THE TREASURY
WASHINGTON: '

ASSISTANT SECRETARY ' .
September 7, 1993

MEMORANDUM FOR KATIE MCGINTY_

FROM: Alicia Munnell _
Assistant Secretary for Economic Policy
SUBJECT: Climate Change Action Plan--Parking Cash- out
Option , '

You, Marc Chupka, and the rest of your staff can take pride
in the way the Climate Change work has progressed. The working .
groups have attained a level of cooperation I would not have
thought possible last April; I have no doubt that we willl all be
proud of the Plan now emerging. '

Several offices at Treasury have now reviewed thel parking
cash-out option approved by the CCMG. . This proposal would '
require employers providing free parklng to their employees to
also offer the cash equivalent as an alternative.

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

Treesury nonetheless stands ready to provide whatever
analysis or review may be necessary as the CCMG completes work on
the Action Plan.
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DEPARTMENT . OF THE TREASURY .
WASHINGTON

ASSISTANT SECRETARY
: September 29, 1993

MEMORANDUM FOR SECRETARY BENTSEN

THRU: UNDER SECRETARY SUMMERS;Zg
FROM: 't/ JEFFREY R. SHAFER

‘%kaASSISTANT SECRETARY (INTERNATIONAL AFFAIRS)
SUBJECT: ' Funding for the Global Environment Facility

The FY93 foreign operations appropriations act (Tab A) provides a
$30 million appropriation for the Global Environment Facility
(GEF). This funding is contingent, however, upon a certification
by you, by September 30, 1993, to the appropriation commlttees
that the GEF implementing agenc1es have met certain condltlons.
The purpose -of this memorandum is to inform you that not all of
these conditions have been met. Therefore, Treasury w1ll not be
able to provide the $30 million to the GEF.

Background on the GEF

_ The GEF is implemented by the World Bank, the United Natlons
Development Program, and United Nations Env1ronment Program. It
provides financing for projects to counter global warming,
biodiversity loss, ocean pollution, and ozone depletion.

Conditions for Certification

The requlrements for the certification were that all the GEF
implementing agencies had established procedures concernlng
information availability, participation of local peoples affected
by projects, and will establish procedures concerning donor
country oversight and nongovernmental organization (NGO)
participation in the project cycle.

In early September, after numerous 1etters and meetlngs, the
World Bank informed us that they were still in the process of
' developing procedures for participation of affected peoples. The
Bank indicated that publication of such procedures before the end
of September was not feasible. Although the World Bank has met
the information avallablllty condition and the two UN
implementing agen01es have met all the. statutory condltlons
other USG agencies and the NGOs have agreed with. Treasury staff
that no certification should be sent. We are not awaré of any
group or member of Congress who will disagree with this
‘determination. . T

(i 51 22
L/ _,,/ 9

7 1 ] )




VThe FYS93 leglslatlon provides that, 1f ‘such certificatio

n is not

furnished by September 30, the funds w111 be transferred to AID
for projects in furtherance of the GEF and the Global Warmlng
Initiative. AID may use some of these funds for a Mexican "green

fund" to conserve biodiversity in the context of NAFTA.

‘AID has, -

however, made a commitment to provide the $20 mllllon for this

purpose, and so the contribution to the green fund does
‘depend on this certification de0151on. :

ATTACHMENTS '

Tab A  GEF Statute o
Tab B WB President Preston's Letter (key passages are

not

marked)
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_A PUBLIC LAW 102-391—OCT. 6, 1992 106 STAT. 1633
’ ‘fﬁggig}aw 102-391 _ .
' Congress ~ ’
- An Act .
Making sppropriationa for foreign operations, export financing, and relsted programs - Oct. 6§, 1992
for the fiscal year ending September 30, 1993, and for other purposes. {H.R. 5368]

Be it enacted by the Senate and House of Representatives of
the United States of America in Congress ossembled, That the Foreign
following sums are appropriated, out of any money in the Treasury Qperations
not otherwise appropnated, for foreign operations, export ﬁnancing. Financing, and
and rclated programs for the fiscal year ending September 30, Related

1993, and for other purposes, namely: ’ i'p";‘,?p‘?f; -
TITLE I—MULTILATERAL ECONOMIC ASSISTANCE = '

FUNDS APPROPRIATED TO THE PRESIDENT -

INTERNATIONAL FINANCIAL INSTITUTIONS :‘

CONTRIBUTION TO THE INTERNATIONAL BANK FOR RECONSTRUCTION
AND DEVELOPMENT

For payment to the International Bank for Reconstruction and
Development by the Secretary of the Treasury, for the United
States share of the paid-in share portion of the increases in capital
stock for the General Capital Increase, $62,180,100, to remain ,
available until expended. ‘
For payment to the International Bank for Reconstruction and
Development by the Secre of the Treasury, for'the United
Stateg contribution to the Global Environment Facility (GEF),
$30,000,000, to remain available until expended: Provided, That Reports.
such funds shall be made available to the Facility by the Secretary Fublic
of the Treasury if the Secretary determines {and so reports to "
the Committees on Appropriations) that the Facility has: (1) estab-
lished clear procedures ensuring public availability of documentary
information on all Facility projects and associated projects of the
Facility implementing agencies; (2) established clear procedures
ensuring that affected peoples in recipient countries are consulted
on all aspects of identification, preparation, and implementation
of Facility projects; and: (3) the Facility governance process will
provide for contributor country oversight of individual projects in
the work program, and specific provisions will be established for
" the participation of nongovernmental organizations in all phases
of the project cycle, includi‘t‘}gédentiﬁcation, appraisal, implementa-
tion, and evaluation: Provided further, That in the event the Sec-
retary of the Treas has not made such determinations by
September 30, 1993, funds appropriated under this heading for
the GEF shall be transferred to the Agency for International Devel-
cc?ment and used for activities associated with the GEF and the
lobal Warming 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 102-351 isa reprint of the hand enroliment,
signed by the President on October 6, 1992, o
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THE WORLD BANK
Washington, D.C. 20433
US.A '

LEWIS T, PRESTON
Presldemt

September 14, 1993

M. Jeffrey Shafer

Assistant Secretary

International Affairs : :
Deparmment of the Treasury ' .
1500 Pennsylvania Avenue, N.W,

Washington, D.C. 20220

Dear Mr. Shafer:

Thank you for yo{xr lemer dated September. 8th.

I am pleased you agree that the newly adopted World Bank information dlsclosute policy will
cover the Bank’s GEF-associated projects. The guidelines for GEF-funded and free-standmg GEF .
projects are being finalized and will be issued before the end of this month. ‘'We believe they will ensure
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 necessarily apply to every GEF|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 portfolio, will now be subject
to thorough guidelines for the design of participation plans using socio-cultural profiles. | I attach these
for your further reference and have highligh:ed those sections thay: are particularly relevant in this context.

For climate change prcgects 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 ‘O.D. 4/01 on impact
assessment arid public consultation. ,

While 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 spirit of Agenda 21 and the Rio
Declaration -- they should develop sustainable development strategies and priorities on the basis of
widespread publxc participation. To support such efforts the newly established division en Social Policy |
and Resettlement in the Bank's Environment Department is preparing social assessment guxdelmes and |
a Participation Handbook to ensure that both consultation and participation are woven mto the Bank’s |
project cycle. I can assure you that we are committed to the goal of promoting consultanon and
participation in our work. Ihave repeatedly emphasized this objective both internally to our staff as well |

as externally.

B : CATH; 2ty 20427 HOAANTD LIHPD ;T ma, ST ~A3S



Mr. Jeffrey Shafer , ' T P o . September 14, 1993

- Qur approach on this matter is further reflected in the proposals presented in the| context of the
restructuring of the GEF. In a paper presented to Participants in May ~ and to be discussed again next
week by a tripartite working group made up of governments, NGOs, and the implementing agencies -
it is suggested that a more systematic-approach to NGO involvement and consultation could be one of the
guiding principles of the GEF in its next phase. Specifically the paper proposes that ' eflfons should be
made to expand NGO-Government discussions at narional and local levels to apprise NGOs of
opportunities for GEF project development ...~ Clearly, the GEF’s role in these discustsions should be
largely facilitative, helping ensure that mechanisms are in place at the local and n;lxtional level to
encourage discussion on project matters. We see local input and participation by affected people as
crucial, but the kind of open public fora you suggest in the annex to your letter may be f better suited 1o
establishing local and national priorities than the identit' cétion«of projects with global benefits.

Incidentally, the recent desk study on consultation and pa.mcxpatzon in GEF pro;ects cxted in your
lerter — to the effect that there were no standard procedures to monitor NGO participation in GEF
-projects — ¢overs the first 18 months of the GEF’s existence. Based on the lessons !earne.d during the
- early part of the Pilot Phase, new guidclings have been and continue to be formulated. ’rhese include the
* guidelines for the design of participation plans referred to abGve that will now be tested in the field, as-
- well as those for the monitoring and evaluation of GEF biodiversity projects. -

, - Mcre broadly, we are pleased with our record of bringing NGOs into the process of identifying,
preparing, and 1mplemem:mg GEF projects. Their contribution will also be sought in péo;ect monitoring
‘as the GEF project portfolio matures. In addition to this project-specific role, NGOs ha've been included
to an unprecedented extent in consultatxons related to the GEF's overall policy and the operational

pracuces of its implementing agencies.

Thie Pilot Phase of the GEF was mtended w0 bes learmng expenence It was recognized when
" the Facility was set up that no-one had any large-scale operanonal experience of how to achieve the
GEF's global environmental objectives. The evaluation exercise now underway will be extremely useful
in enabling us to assess the GEF’s performance to date -~ and to make the necessary aid;us:ment.s for the
restructurad Facility that is now being negotiated, But what is already evident is that the lessons learned
‘over the past couple of years owe 2 great deal to expenence gained through conerete actions on the

ground.

: I trust that the additional mfcrrnauon on Bank procedures will contribute positively to sausfymg ,
your requarements for the relesse of the USS$30 million GEF appropriation. ,

Sincerely,

Lewis T. Preston
President

Enclosure

cc: Mr. Mark Collins (EDSO01)
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DEPARTMENT OF THE TREASURY
| WASHINGTON

~ ACTION

2.3

November 23, 1993
UNDER SECRETARY , ;

MEMORANDUM FOR SECRETARY BENTSEN

Larry Summer%‘ B

FROM:
Under Secretary
International Affairs
SUBJECT: U.S. Pledge to the Global Environment Facility

nk is an
House
ational
ther

Establishing a permanent Global Environment Facility (GEF) in the World Ba;

essential part of our international environment agenda as defined by the White

and supported by Vice President Gore. Treasury is the lead agency and intern

negotiations on the GEF resume in Cartagena on December 6. At that time o

governments intend to indicate the size of their contributions. They maintain tihat i:h? ;
- United States does not join in pledging, these very difficult negotiations may unravel.

The Vice President and others want a minimum U.S. contribution of $100 million per

year -- up substantially from the $30 million appropriated for the "pilot phase" of 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 we believe &
the GEF to be an essential item, we can pay from ex1st1ng mulnlateral development

bank accounts. : :

RECOMMENDATION

I believe that I should advise the Vice Pre51dent ] office of the state of play and tell
OMB what we have stressed since January -- that it is impossible for Treasuxy to fund
the GEF out of existing international programs. Despite the consequent erosion of U.S.
negotiating leverage, it appears that we may have to delay a pledge of U.S. financial
support until funds are found from other sources. Support for the GEF amoné
developing countries is conditioned on GEF resources being "new and additional" to

existing development assistance flows; the international uproar and the cost to

international objectives would be even greater if we were to put money into th

the cost of falling still farther short of meeting our existing commitments to th
multilateral development banks, especially the World Bank’s soft loan window

our
e GEF at
e

(IDA). I

will reiterate our desire to address this and other Foreign Assistance Account fissues on
an urgent basis through consultation at senior lexgls. ‘
Agree _____ Disagree % _i_ Z [Z Let’s Discyss 2 M

Z
BACKGROUND ___ é” tﬁ”%‘% Y,

The GEF will help i 1rnpr0 the global ewvironment by fundmg projects in dev
countries that provide global environmental benefits in the areas of global wa

elopmg

rming,

Edward S. Knight



.

biodiversity, ozone depletion, and international waters. An example would be GEF

emissions of carbon dioxide, an important greenhouse gas.

Treasury is the lead agency on the GEF but U.S. positions were fdrrnally coord
through the White House in consultation with State, EPA, the U.S. Agency for
Iniernational Development, the Congress and environmental organizations. At

1

financing for updated technology at a developing country power plant to reduce

inated

a recent

meeting I attended on the Administration’s environmental agenda, the Vice President
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 obhganons under the Climate Change and Biodiversity

Conventions.

Congress has been willing to appropriate $30 million annually for the pilot phase of the

GEF in FY 1993 and FY 1994, although we could not contribute the FY 1993

appropriation because of Congressional "conditions" that the GEF did not meet, and the
U.S. Agency for International Development has contributed $51 million in cofinancing to
date. Other governments have provided a total of about $800 million to the GEF’s pilot

phase.

~ An annual centribution of $100 million would posmon the U.S. to provide about 20 L

percent of funding for the GEF, nearly the same as our share of IDA. The ba

contribution.
ADDITIONAL BACKGROUND

In leading the GEF negotiations, Treasury has received high marks throughout

lance of
GEF money would come from other OECD countries, with Japan matching our

the

Administration, on the Hill and from environmental groups. In the negotiations, we
have pressed hard for a few critical objectives which we will continue to pursue in
Cartagena. Continued Congressional support for the GEF depends on our success in

achieving these goals.

A bottom-line U.S. policy objective is that the governixig body of the GEF be given the
authority te approve individual GEF projects; currently, this authority rests solely with

the three GEF Impleménting Agencies (the World Bank, the United Nations
Development Program, and the United Nations Environment Program). Other

key

policy objectives are for the governing body to be supported by a strong secretanat that
functions independently of the Implementmg Agencies and, as directed by leglslatlon for
the GEF to establish cléar procedures ensuring mformed public participation in GEF

activities.

We will also pursue procedures to ensure that GEF funds are used to finance| only the

4

most cost-effective, sustainable projects based on firm scientific and technical knowledge;
and that GEF funds are used to leverage the resources of the development banks,

bilateral ald and private capltal
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1996

MEMORANDUM FOR THE PRESIDENT

_ | ]
THROUGH: Robert E. Rubin®@ % . {1 [/{/ %// 2

FROM: ‘ Lawrence H. Summers#

SUBJECT: Concerted Actions to Conserve Biological Diversity

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

¢E 002936

. THE DEPUTY SECRETARY OF THE TR

e .‘%'a@%pb‘

April 24, 1996 (| : y

Secretary of the Treasury

Deputy Secretary of the Treasury

| thought you mxght be interested to know that the Treasury Department currently supports
efforts to conserve important biodiversity resources through several international fora, mcludmg

The Global Environment Facxhty -- The GEF serves as the interim financial mechamsm
for the international Convention on onlogmai Diversity. Since its creation in ;990 the
GEF has approved 70 biodiversity projects in developing countries worth $420 million.
Examples include the $10 million Brazilian Biodiversity Fund Project and the $13 5 million
Indonesia Kerinci Seblat Integrated Conservation and Development Project, which protect
critical areas by integrating social and economic activity into conservation plans.

The GEF’s ability to continue to support biodiversity protection is becoming impaired by
low Congressional appropriations. Last year, the GEF received only $35 million from
Congress -- a cut of over 2/3 from the Administration’s $110 million request, one of the
highest proportional reductions of all the international affairs accounts. We are requesting
$100 million for the GEF in FY 1997. '

The Multilateral Development Banks -- The World Bank and the régional development
banks are focusing increasing attention on biodiversity conservation. The World Bank is

“creating a $30 million “Critical Ecosystems Partnership Fund™ to protect the 20 highest-
priority ecosystems that contain over half the world’s most threatened biodiversity..

Latin America Debt Restructuring -- The Enterprise for the Americas debt-reduction
program channels $180 million in local currency to support locally administered projects in
seven Latin American and Caribbean countries, many of which support conseryation 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 SECRBTARY

From: Joshua Gotbaum aﬁ\()

Re: " Climate Change Negotiation Preparations — Updaté

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 and when
it is ever reached, 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 to four
percent of GDP. For comparison, the US now spends about two percent of GDP on|all

environmental programs combined.)

The Department of State had been convening meetings on this issue at the assistant secretary

level. The NEC has begun a series of meetings on the issue at the "deputies” level, co-chaired
by Dan Tarullo and Katie McGinty. Larry has been attending some, while I have been
representing us on others.

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

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

It calls for commitments by the less developed countries, without which no climate control
regime 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, mcludmg emissions tradmg as a way of
lowering the cost of climate programs. (Some countries had proposed common control
measures, e.g., appliance standards. The U.S. has opposed these.)

These will generate considerable controversy in the negotiations. Nonetheless, plenty of other
issues rerain: ‘

’

CAWINDOWSDESKTOPUG_BRI-ICC_UHOLWPD




Type of Target

The original proposal was for each nation to return to its own 1990 emissions levels by the
year 2000. This target will not be met. The next round of negonauons to set a target for the

“*medium term” (2010 to 2020) might include
® A particular emissions target to be achieved by a p&m‘cular year.

® A maximum amount of emissions over a period of years (allowing flexibility), or

® An overall target for the concentration of greenhouse gases by a particular year (e.

g

2050), with decennial negotiations over intermediate emissions targets and over which

~ nations would be included.

Costs & Benefits of Particular 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 ecoriomic >

~ costs or benefits of reducing those effects. At Tim Wirth's request, Ev Ehrlich, Under
Secretary of Commerce for Economic Affairs, has begun an interagency effort to model and
quantify the costs of particular control regimes. It is unclear whether the result of this effort
will be to assess the alternative targets, or only of alternative control strategles (e.g.| carbon

taxes, emlssxons permits, etc.) to meet them.

Allowing Future Changes in Approach

Some countries have been urging the developed ("Annex 1 " nations to commit to an

“early

action plai." 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- responmble
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 commitment we

almost ceitainly cannot meet, and one that would be enormously costly if we did.

Prepared by Ray Squitieri & Robert Gillingham

CC_RVHSWPD
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‘ Juty 8, 1997
MEMORANDUM FOR: DEPUTY SECRETARY SUMMERS
'~ SECRETARY RUBIN
FROM: JONATHAN GRUBER " ~

SUBJECT: Climate Change Process

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

-SE-007295

DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. 20220

[

Deputy Assistant Secretary (Economic Policy)

This is a high profile issue, and is likely to be one of several issues of most impor;
the President and the NEC over the next few months.

1 climate

fance to

There will be hearings over the next several weeks on climate change in both the House

and Senate. In every case Tim Wirth is a witness, and they are still looking for an
economist to accompany him. This may be something in whlch the Deputy Se
is interested. The schedule of hearings is attached.

There will be a« White House conference on this matter in October, and the goal is
develop a consensus position before then. The process for doing so will be week!
weekly mcetings at the cabinet level to discuss issues such as: .

- domestic emissions trading programs (this Friday)
- transition assistance

- technological issues

- international implications

- developing country considerations

- tax and regulatory approaches

cretary

y or bi-

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 mef‘tmg on

Thursday to discuss process in more detail.

There is also an open question of to what extent this eftort should be integrated w
interagency processes that have clean air 1mphcataons ror example electricity
deregulation. -

ith other




2

There will be a large external role for the Principals, similar to what occured with
NAFTA (an extended roll-out). Mike Froman will be hearing from the White House
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 frame as developed
countries. The State Department claims that this is impossible. This resolution already
has 63 cosponsors. It is a non-binding resolution, but the administration is stil] v'orking
with him to try to tone down the message of his resolution.

There will be two Presidential events, in late July and early August, to bring attention to
this issue. One will involve a conference of Nobel Prize winners, and the other a national

park or seashore visil.
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DEPARTMENT OF THE TREASURY

MEMORANDUM FOR SECRETARY RUBIN ..

FROM:

SUBJECT:

DATE AND TIME:

LOCATION:
PARTICIPANTS:
Treasury

White House

BRIEFING:

ce: Deputy Secretary Summers

‘Robert Gillingham&\20

" David Wilcox

WASHINGTON, D.C. 20220

August 12, 1997 .

Deputy Assistant Secretary (Economic Policy)

.o -
.. [

Jonathan Gruber -~ A
Deputy Assistant Secretary (Economic Policy

Consultant (Economic Policy)

Briefing for YaurvMeeting with the President on Clima

TBD

The White House

Secretary Rubin
President Clinton

Tab A Background
Tab B Talking Points

BRIEFING

te Change




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 greenhouse gases, but
about 90 percent of the global-warming problem is thought to be caused by emissions of carbon
dioxide. Carbon dioxide is prcduced whenever we drive a car, run a natural-gas- or coal-fired
electricity generating plant, smelt iron ore into steel, create fertilizer for farmers| or run a

manufacturing plant. E;knmmn_of_qanbm_dmadmmnmgmmmﬁ_mw

ts_Qn_th_le__qmngy The most w1dely dlscussed proposal would requnre retummg to
1990 levels of emissions by 2010. If emissions permits can be traded between countries, this

requirement might impose the equivalent of a $50 tax on each ton of carbon em'nssnon this
would raise the price of residential electricity by 10 percent, industrial electncrty 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.

® There is MMMMMHMQDLQL&QM&QMQMMM
mm lementation of a carbon-control program cheap. Available projections of cost 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 ralsm“g the price

of energy, tradeable permtts increase the incentive to develop energy-saving techniques; if
there is no increment in the price of energy, there may be no increment in the pace of -
technological change ,

e 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 consumers and
firms. But recent analysis suggests that homeowners and businesses Are making
rational decisions with respect to energy saving technologies, and that forcing more
widespread adoption of energy-saving technology would impose large costs of its
own.

, ‘ . ional
mmmnmwum If the Kyoto negotlatlons remain on thelr cu*rent track,
developing countries will have no binding obligations to reduce emissions. | In effect,
manufacturers will be taxed on their operations if they locate in the United States (or any of
the other developed countries covered by the treaty) but not if they locate in a|developing
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 certainly remains a
compelling criticism in theory.

® There is at present an enormous gulf between the action that our international partners




B

cloped and
tically.

©  On the one hand, the Europeans see an aggressive course of action by the developed

“world as appropriate because developed countries have been rcspo’nsible for

75 percent of the increase in the concentration of carbon in the atmosphere since the
beginning of the industrial revolutlon

® Not coincidentally, the Germans could meet the 1990-by-2010 target
relatively easily due to the steep decline in economic activity in former East
Germany.

® England could meet the same objective with relatively little dislocation
because they recently terminated the substantial subsidies they had been giving
to coal. A

o On the other hand, the Senate recently passed a resolution sponsored by Senator Byrd
declaring that the Senate would not ratify any treaty that did not require developing
country adherence to binding emissions targets on the same schedule as any
commitments entered into by the United States. These two diametricall y opposed

views raise the real prospect that. W&Mﬁmmw

3 i h nd vice versa.

The major dilemma 15 a disconnect between the timetable for agreeing to international
commitments—extremely compressed—and the amount of time needed to gain even a
rudimentary understanding of how alternative commitments would effect the economy. We
will be asked to sign up for an agreement in Kyoto without being able to weigh its{long-term
environmental benefits against either its short- or long-term effects on the economy.




MEETING WITH THE PRESIDENT REGARDING CLIMATE CHANGE

Background

BACKGROUND

As background for ybur meeting with the President, we have prepared the attached summary of
major issues related to climate change. We hope this will illustrate the extreme difficulties, both

scientific, economic,

and political, involved in reaching a satisfactory agreement in Kyoto.
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TO: Sécretary Rubin ‘

FROM: Jon Gruber
RE: Climate Change Memo for the President

This is a PRELIMINARY draft of the memo that Larry would like 10 send to the
President on climate change. It has not yet been reviewed by Larry, but he{wanted
you 10 ses it as soon as possibie.

JUMNS THAN bRUBER . Faat

<P
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1. The Economic Implications of Slowing Emissions Growth

Some Basic Economics of Emissions Reductions

Achcwmg dramatic reductions in emissions gromh is a formidable task A usefu]
analogy is to the OPEC oil shocks of the 1970s. Despite a rise of more than 50% of real
energy costs, and a major cffort to increase energy efficiency (including the dcciaranon of a
war on energy use), energy consumption was only held constant during the years between
1973 and 1985. Thus, stabilizing energy consumption, and therefore emissions, over any
decade would require at least a 50% rise in real energy costs. But any short term gc’)a] that
is focused on a 1990 target would require a substantial reduction in energy consumption: for
example, acheiving 1990 levels by 2010 would require that we reduce our energy
consumption by at least 7% from today’s levels. This suggests that reducing emissions to
1990 levels will require a larger sacrifice than we saw during the 1970s. In parncullar:

L The reduction in energy consumption necessary to achxeve 1990 levels by 2010 would
require a price rise of at least 50%.

. Energy consumption comprises 6.6 percent of GDP

L Therefore, living standards in the U.S. would have to fall by 3.3% to achieve these
emissions reductions. This represents over $1300 per American family.

This reduction in living standards would represent a significant hit.on Amcncan
consumers. As a point of reference, this would be about six fimes bzgger than the BTU tax
increase that was defeated m 1993 :

It is a_lso important to note that the costs to the economy of adopting a 1990 target arc
not readily mitigated by moving out the timetable date. For example, moving from :i 1950
levels by 2010 position to 1990 levels by 2020 would only lower the costs per fam:ly by
about ... percent. .

The Role of Tecknology

This insight naturally raises the question of whether there are alternative, less |price-
based, mechanisms for achieving ambitious emissions goals. Toward this end, some have
argued that rnore rapid development and adoption of technological innovations can
substantially-—even 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 strategy. We must not,
however, lull ourselves into believing that such policies can take us a long way towarid ;
meeting our goals by themselves. Indeed, the historical experience of the U.S. indicates that
the most effective policy for bringing forth new technological innovations is substantial
increases in the relative price of energy.

It is easy to enumerate many changes in consumer habits that would reduce energy
use, as five of the Department of Energy’s labs did recently in a recent report. But this
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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 sae it as soon as possible.
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