A/AC.257/xx

United Nations
GENERAL ASSEMBLY Original: English

Preparatory Committee for the International Conference
OnFinancing for Development
Third Session, second part

15-19 October 2001

Agenda ltem 2

Review of the inputs to the substantive preparatory process and the International Conference on
Financing for Development

Note by the Secretary-General

Technical Notes

On 8 May 2001, at the end of the first part of its Third Session, the Preparatory

Committee requested the Financing for Development Coordinating Secretariat to prepare
aseries of “technical notes’ related to issues falling under the substantive agendafor the
Conference, on the understanding that such reference notes were to consist of factual,
concise listing of existing proposalsin a given topic, and not contain any analysis,
comparisons, judgments or recommendations. The Bureau of the Preparatory Committee
was entrusted with drawing up criteriafor the selection of the topics and to finalize the
list. At its meeting 15 June 2001, after consulting with members of the Preparatory
Committee, the Bureau delivered to Coordinating Secretariat the following list:

1
2.

3.

10.

Existing proposals for enhanced international cooperation on tax matters.

Existing proposalsfor international cooperation to combat corruption, including repatriation of
illegally transferred funds to the countries of origin.

Exisiting proposals for innovative sources of finance.

Existing proposals to promote the increased and more effective participation of developing countriesin
the trade and financial decisiorn-making processes.

Existing proposals for improved or new processes for coordinated debt restructuring (prevention and
treatment of debt problems) in order to sustain growth and support economic and socid development.
Existing proposalsto increase market access to exports of developing countries.

Existing proposals on bilateral and multilateral investment agreements and practices towards codes of
conduct on TNCs and governments with respect to FDI.

Existing proposals on financial crisis prevention, including operation of early warning systems and
transparent and predictable international financial markets.

Existing proposals to ensure availability of sufficient international liquidity in order, inter alia, to avoid
unnecessarily recessive adjustment processes.

Existing proposals on strategies for expanding access to micro-credit and for assisting current micro-
credit beneficiariesin gaining access to the formal domestic banking sector.

The corresponding technical notes have been put together by the Coordinating

Secretariat in close collaboration with, and the generous assistance of, staff from various
ingtitutions and other relevant stakeholders engaged in the Financing for Devel opment
process. They are presented as individual addendato this Note.



Add. 8

Technical Note No. 8*

ADVANCE UNEDITED VERSION

“Exisgting proposals on financial crigs prevention, including operation of early warning
systems and transpar ent and predictable international financial markets’

|. Introduction

Financial crises pose very serious problems for economies everywhere, but they are especidly
damaging for developing and transition economies. Financid crises not only can dow growth,
but can dso lead to declines in output and investment, increase poverty and unemployment, and
undermine the credibility of nationd and internationa inditutions. Thus, policies to enhance
financing for development should include ways to help reduce the number and severity of such
crigs.

The 1997-99 crigs, which began in Asa but spread to many parts of the world, led to numerous
cdlsfor creating a“ new internationd financid architecture.” While such alarge-scale overhaul
has not occurred, a number of important changes have taken place. Some of the most sgnificant
innovations relating to cris's prevention include: (1) an increase in the information available

about countries’ economic and financia Situation, especialy through the IMF Specia Data
Dissemination Standard, which isin the process of being strengthened through guidelines on

debt and reserves, (2) an increase in information on the internationd financid inditutions own
programs and activities, (3) agreement to implement eleven “ standards and codes’ on monetary
and financia policy transparency, fiscd transparency, banking supervison, securities, insurance,
payments systems, corporate governance, accounting, auditing, and insolvency and creditors
rights; (4) proposas—whose implementation has been postponed- for arevison of the Bade
Capital Accord; (5) greater recognition by the IFls that financid and capitad account
liberdization needs to be a gradual process, accompanied by adequate regulation and
supervision; (6) grester recognition by al actors that the private sector must be incorporated into
efforts toward crigs prevention; and (7) increased funding for the IFls and new credit facilities,
including the Contingent Credit Line (CCL) that was designed specificaly to combat contagion,
athough it has yet to be used.

*The preparation of this technical note was coordinated by ECLAC. Staff from the following
entities collaborated, in a persond capacity, in its preparation: Other UN regional commissons,



UN/DESA, IMF, UNCTAD and various academic ingtitutions.

|l. Proposals

Despite these developments, many challenges remain with respect to preventing financid crises.
The proposdsthat are listed below involve a number of levelsfor action: financid and economic
management for both developed and developing countries, internationa surveillance and
regulation, regiond innovations to complement measures & the internationd leve, role of the
private sector, and early warning and data issues. They are arranged roughly according to these
categories, athough there is often overlap within agiven proposd.

Given the plethora of new idess that have emerged since the Asan crisis, and the changes that
have occurred, the note focuses on proposal's presented in more recent years. In the list that
follows, the origin of the proposal and the intergovernmental body to which the proposal has
been presented have been identified except in the case of Ministerid Communiques (eg. the G-
24 Minigerid Communiques are regularly presented to the IMF Internationel Monetary and
Financid Committee and the Joint IMF/World Bank Development Committee and the results of
the UN Conferences are regularly presented to the Generd Assembly).

Financial and economic management

1. Origin: G7 — Mesting of Finance Minigters, Rome, Itay, July 2001.
Proposdl: “Opening access to capital markets is a complex process that cannot be addressed
by a standardized, one-gze-fits-dl approach. The god of the international community should
be to help countries adopt the appropriate policies towards gaining access to globa capita
markets, while the find responghility for adopting those policies rests with the individua
countries.”

2. Origin: UNCTAD Trade and Development Report, United Nations 2001.
Presented to: UNCTAD Trade and Development Board.
Summary of the proposa: The Report proposes that “ controls on capitd inflows should be a
permanent feature of policy, to be used flexibly and in the light of circumstances. The
techniques available to control inflows are well known and have been discussed at length in
past issuesof TDR.”

3. Origin: Report of the Regiona Consultative Meeting on Financing for Development in the
European Region, Geneva, December, 2000.
Presented to: Preparatory Committee
Proposd: “The generd view was that exchange rate regimes cannot be discussed
independently of the underlying capital account regime. Any recommendations for exchange
rate regimes have to take into account the economic conditions in each individua country.
Given that these differ, the appropriate regime will dso differ across countries. Between the
extremes of fregly floating exchange rates on the one hand and gtrictly fixed exchange rates



on the other, there exists a range of intermediate solutions which may fit the specific
circumstances of individua countries”

. Origin: Report of the Regiond Consaultative Meeting on Financing for Development in the
European Region, Geneva, December 2000

Presented to: Preparatory Committee

Proposal: “The strengthening and restructuring of the financia sector will not be possible
without a coherent nationd regulatory framework. Regulatory reform is therefore a necessary
condition for reducing the probability of financid crises and, when they occur, limiting their
adverse effects.”

. Origin: ECLAC Secretariat, “ Growth with Stability”

Presented to: Latin American and Caribbean Governments at Regionad Consultation on
Financing for Development, Bogota, Colombia, November 2000.

Proposd: “Thefirst ement of any crids prevention policy is conssent and flexible
meacroeconomic management of booms. This management should be oriented towards
preventing public and private agents from accumulating large debts, and towards avoiding
imbalances in the most important prices, especidly the exchange rate and prices of nationd
assts (financid assets and red edtate).... The authorities must strive to establish a structura
balance —and even a surplus— in public finances in order to help strengthen the economy’s
capacity to save and to give themselves more room to maneuver in managing the business
cycle....Monetary and exchange-rate policies should be geared towards preventing short-
term booms from leading to excessively rapid increases in externa and interna credit to the
private sector and unsustainable surgesin red exchange rates. These measures will be more
effective if they are accompanied by prudential regulations on capitd inflows, the prudentia
regulation and supervison of financid systems, and an explicit ‘liability policy’ amed at
improving the time profile of public and private debt.”

. Origin: Financid Stability Forum, Working Group on Capital Fows

Presented to: Member Governments of FSF, April 2000.

Proposal: “The need for the development of domestic bond markets has been highlighted by
recent financia crises. The risky debt structure of the sovereign and corporate sectors,
characterized by heavy concentration in short-term and foreign currency debts as aresult of
the lack of developed domestic bond markets, has often been blamed as the cause of many
crises. In the absence of developed domestic financid markets, even countries without a net
externd financing requirement can incur externd or foreign currency mismetches.... The
government can, in norma times, benefit by having afull array of instruments that it can use
for funding, so thet it will not have to rely on money creation or foreign currency borrowing.
Moreover, debt financing needs rise rapidly in the aftermath of financia crises, as corporate
and bank restructuring entails huge costs.....In the case of corporations, equity markets have a
great role to play as aprovider of risk-absorbing long-term capitd to finance the firm.
Financing through equity issuance will in some cases dlow for a better match between the
assets and lighilities of the firm than the match available through bond financing. Clearly,

well functioning equity markets are important for the management of risks”



7.

Origin: Financia Stability Forum, Working Group on Capita Flows

Presented to: Member Governments of FSF, April 2000.

Proposal: “Many developed and emerging countries have benefited from capita mobility.
However, large-scde inflows may have adverse effects on an economy if, by putting

unwel come upward pressure on the exchange rate, they complicate the conduct of domestic
monetary policy. Large-scae inflows of short-term claims are also a source of potentia
vulnerability, as new inflows m'ay cease or exising claims may not be rolled over.The use of
controls on capita inflows may be judtified for atrandtiond period in the face of very strong
inflows or as countries strengthen the inditutiona and regulatory environment in their
domedtic financid systems...But it is vitd that controls should not be seen as providing a
way of alowing countries to pursue unsound macroeconomic policies or to delay activitiesto
grengthen the financia system.”

Origin: Towards a New International Financia Architecture, Report of the Task Force of the
Executive Committee on Economic and Socid Affairs of the United Nations, United Nations
1999.

Proposal: “The crisis has made evident the need to enhance the coherence of macroeconomic
policiesin industrid countries, in order to avoid both inflationary and deflationary biases at
the globd leve. The design of internationd indtitutions and policies must include, in the first
place, dear incentives for nationd authorities in the indudtridized world to maintain their
economies a dose to full employment while a the same time avoiding inflation. Thiswill

have favorable effects not only for these economies, but dso for the world at large.”

I nternational surveillance, standards and codes

0.

Origin: Managing Director, International Monetary Fund

Presented to: Internationad Monetary and Financial Committes, April 2001.

Proposal: “The IMF needs to work even harder to put crisis prevention at the heart of its
activities. In particular, we have to find ways to sharpen our anays's, reach concrete
conclusions, and use these more effectively in the Fund' s policy advice, aswell asin
underpinning members politica will and ability to take early and pre-emptive action. In this
context, the risks for the globa financia system from possible imbaances in advanced
economies need to be addressed with the same vigor as those posed by developmentsin
emerging market economies.”

10. Origin: Intergovernmenta Group of 24 on Monetary Affars, G-24, Minigerid

Communique, Washington D.C., April 2001.

Proposal: “Minigters recognize the postive aspects of the development of internationd
codes, standards, and best practices in the spheres of data dissemination, fiscal transparency
and trangparency in monetary and financid policies, and the management of debt aswell as
reserves. However, they note that the participation of developing countriesin discussons on
the development of these standards and codes has been limited, and they call for amore
inclusive process. Minigters continue to underline the voluntary nature of implementing such
codes and standards, taking into account the particular ingtitutional capacities and stage of



development of each country. They a0 stress the importance of the availability of
appropriate technica assstance where needed. Minigters find the application of codes and
standards to be highly asymmetric. Standards in the area of transparency are being pressed
upon devel oping countries without a commensurate gpplication of corresponding obligations
for disclosure by financid inditutions, including the currently unregulated highly-leveraged
inditutions. Ministers would ing<t that any monitoring of sandards and codes within the
corresponding competencies of the BWIs should be done on adtrictly symmetrical basis.
Moreover, compliance with such standards and codes should not be prematurely integrated
into the Article IV consultation process and must not become a conditions for use of IMF
resources.”

11. Origin: Report of the Secretary Generd to the Preparatory Committee for the High-Level
Intergovernmenta Event on Financing for Development, United Nations, January 2001.
Presented to: Preparatory Committee
Proposd: “The high-level event should underline the importance of full and symmetrica
survellance of dl nationa and regiona economies by the IMF on behdf of the internetiond
community. Such survelllance should continue to emphasi ze the systemic consequences of
nationa economic developments and policies, taking into account the differencesin
circumstances among countries. The content and nature of multilatera surveillance should
continue to be kept under review, adapted and strengthened as the world economic and
financid environment evolves”

12. Origin: Adaand the Pacific Region Governments a Regiona Consultation on Financing
for Development, December, 2000, Jakarta, Indonesia
Presented to: Preparatory Committee
Proposal: “It was suggested that IMF surveillance over the macroeconomic and financia
policies of mgor indudtrid countries must be Srengthened, particulaly with a view to ther
impact on international capita flows, exchange rates and the debt burden of deveoping
countries.”

13. Origin: Adaand the Pecific Region Governments a Regiond Consultation on Financing
for Development, December, 2000, Jakarta, Indonesa
Presented to: Preparatory Committee
Proposal: “In view of the growing size and integration of financial markets, the prevention of
acrigsisaconcern for many countries and not only for the oneimmediately affected. Globa
aurvelllance of nationd policiesis, therefore, cdled for....A mgor factor in the failure of
IMF surveillance procedures so far has been their unbalanced nature that givestoo little
recognition to the disproportionatdly large globa impact of monetary policies of mgor
indudtridized countries. In fact, financid crises in emerging countries are often connected to
mgor shiftsin monetary and exchange rate policies of industriaized countries. Even though
these shifts affect their development palicies, developing countries lack mechanisms under
the exigting system to redress their negative impact.”



14. Origin: Report of the Regiond Consaultative Meeting on Financing for Development in the
African Region, and Preparatory Mesting for the Third United Nations Conference on Least
Developed Countries, Addis Ababa, Ethiopia, November 2000.

Presented to: Preparatory Committee

Proposd: “While the proposed measures to reform the internationd architecture were
acknowledged, such as early provison of information, the need to strengthen accountability
and trangparency, and the need to improve regulation and supervision, it was noted that
reform should be undertaken with aview to developing alevd playing fidd in the
implementation of arule-based system in the management of international capital flows.
African countries should have a greater say in the functioning of a more transparent
internationd financid system. The main priority for African countriesisto ensure that the
new internationd financia system facilitates efficient capitd flows from developed countries
to Africa”

15. Origin: Report of the Regiona Consultation on Financing for Development in the Western
AsiaRegion. Beirut, November 2000.
Presented to: Preparatory Committee
Proposa: “The current practice in financid regulation and supervison isfor the Bank for
International Settlements (BIS) to formulate standards expected to be applied by nationa
authorities, rather than to establish a global regulatory agency. There are, however, three sets
of problems with this procedure. First, BIS standards do not properly account for risksin
internationd lending. Second, BIS standards are designed to protect the international banking
systemn, not the debtor developing countries. Third, there are potential problems for
developing countriesin this gpproach, which applies indiscriminately to dl countries
irrespective of their levels of development and different inditutions. It was advocated that the
adoption of such standards should be voluntary and that it should recognize variaions among
countries. Moreover, the adherence to such standards should not become part of the IMF
conditiondity.”

16. Origin: UNCTAD Trade and Development Report, United Nations 1999.
Presented to: UNCTAD Trade and Development Board
Summary of the proposd: “ The Report suggests that a remedy for the asymmetriesin
exigting surveillance practices might be to use “amechanism andogous to that used for
settling disputesin internationd trade, where disagreements over the impact of
macroeconomic and financid policies could be taken up and their resolution sought.”

Regional rolein crisis prevention

17. Origin: Report of the Secretary Genera to the Preparatory Committee for the High-Leve
Internationa Intergovernmental Event on Financing for Development, January 2001
United Nations.
Presented to: Preparatory Committee.
Proposd: “The high-level event should endorse the principle that arrangements among groups
of countries for mutua survelllance are a useful supplement to multilaterd survelllance, and



18.

19.

20.

should encourage developing and trangition economy countries to engage in such exercises.
The internationd financid inditutions and such other entities should work closdy together to
mutualy reinforce their respective surveillance and policy coordination endeavors.”

Origin: Asaand the Pacific Region Governments a Regiona Consultation on Financing
for Development, August, 2000, Jekarta, Indonesia.
Presented to: Preparatory Committee
Proposal: “ Strong support was expressed for increasing regional cooperation in monetary and
financid matters as ameans of promoting development and improving prevention and
management of financia crises. Measures to increase cooperation were viewed as being
complementary to the process of reforming internationa financid architecture. The
discussons on reform o far have tended to ignore the importance of developing aregiona
financid architecture. It was generdly fdt that the Asaand Pacific region had gresat potentid
for increasing regiona cooperation.
- Implementation of regiona cooperation should be a phased process, beginning with those
messures that are easiest to implement....
The use of the inter-bank swap arrangements agreed in Chiang Ma should dlow for the
participation of countries at different levels of openness and development in regiona
arrangements. They provide the potential for degper cooperation in this area,
Another areafor regiond cooperation involves establishing alevel and regulatory
framework for international banks operating in the region.”

Origin: Towards aNew International Financia Architecture, Report of the Task Force of the
Executive Committee on Economic and Socid Affairs of the United Nations, January 1999.
Proposd: “Most proposds for the reform of the internationd financia architecture involve
drengthening afew internationa indtitutions. It can be argued that stronger regiond and
subregiond inditutions can play asgnificant role, in terms of both the stability of the world
financid system and the baance of power relations a the internationa leve. The experience
of Western Europe, from the Payments Union in the early postwar years to the European
Union and the euro today, suggests that regiond financid organizations and arrangements
can play an essentia abilizing role. More limited experiences at aregiond leve, including
regiona and subregional development banks and a few reserve funds, indicate that they can
aso play an important role in anew internationd financid architecture. .. Strong regiond
reserve fundswould at least partidly deter would- be speculators from attacking the
currencies of individua countries and thus, among other dire effects, from threatening
regiond trade and financid relations. They could dso supplement the IMF funds in times of
difficulty... The design of the new architecture could thus introduce specid incentives to
develop such indtitutions. For instance, common reserve funds could be given
specidautomatic access to IMF financing and/or a sharein the dlocation of SDRS”

Origin: Asan Finance and Centrd Bank Deputies, Member Governments of the Manila
Framework, November 1997



Proposdl: “Deputies agreed on the need and desirability of aframework for regiona
cooperation to enhance the prospects for financid sability. This framework, which recognizes
the centra role of the IMF in the international monetary system, includes the following
initiatives. (8) amechanism for regiona surveillance to complement globa surveillance by

the IMF; (b) enhanced economic and technica cooperation, particularly in strengthening
domedtic financid systems and regulatory capacities, (€) measures to srengthen the IMF' s
capacity to respond to financial crises, and (d) a cooperative financing arrangement that would
supplement IMF resources.”

Private sector rolein crisis prevention®

21.

22.

23.

Origin: Communiqué of the Internationa Monetary and Financid Committee

Presented to: International Monetary Fund, Washington D.C., April 2000.

Proposal: “ The Committee underscores the importance of prevention asthe first line of
defense againg crises. Countries participating in international capital markets and their private
creditors should seek, in norma times, to establish a strong, continuous didogue. Collective
action clauses could have an important role to play in facilitating orderly crisis resolution.”

Origin: Commonwedth Finance Minigters, Grand Cayman, Cayman Idands,

September 1999.

Proposal: “Ministers emphasized the importance of ensuring stability in the globd financid
system through increased trangparency and disclosure by financid inditutions, particularly
relating to the activities associated with heavily leveraged ingtitutions (HLIs); and continuing
to consder closer oversight of indtitutions lending to HLIs. They stressed the importance of
action to ater banking regulations that encouraged excessve short-term lending to
countries.”

Origin: G-24, Minigerid Communique, September 1999, Washington D.C.

Proposdl:: “Minigters recognize that the role of private capita flows will continue to expand
in an increasngly integrated globa economy. Therefore, it is difficult to vizudize the
prevention or resolution of financia crises without direct and timdly private sector
involvement. In this regard, the mgor chalenge for the international community isto
develop a market-friendly strategy for involving the private sector in a manner that does not
disrupt or unduly raise the cost of capitd flows to developing countries. Ministers suggest
that any strategy should minimize spillover effects on other borrowers. They encourage
further progress toward voluntary arrangements for private sector participation before crises
arise, such as through contingent credit lines, embedded call options, and debt service
insurance. Other provisions are aso needed to cover both crisis prevention aswell as
resolution, including bankruptcy procedures, the establishment of creditor-debtor councils,

! see dsn “Existing proposals for improved or new processes for coordinated debt
restructuring(prevention and trestment of debt problems) in order to sustain growth and support
economic and socid development.” (A/AG2?7__/Add.5), section entitled “ On engagement of a
debtor country with its creditors.”



and in extreme cases the possibility of astanddtill of debt repayments. In addition, Ministers
dress the importance of symmetrica disclosure of relevant information as between the
private and public sectors.”

Early warning systems and other data issues

24,

25.

26.

27.

Origin: Managing Director, Internationd Monetary Fund, Internationa Monetary and
Financid Committee, April 2001.

Proposal: “Highest on our agenda for the coming months should be further

work on early warning systems. There is a need to combine quantitative indicators of
vulnerability with judgment from the fidd and from the markets.”

Origin: ECLAC Secretariat, “ Growth with Stability”

Presented to: Latin American and Caribbean Governments at Regiona Consultation for
Financing for Development, Bogota, Colombia, November 2000.

Proposd: “Rating agencies are among the main private indtitutions respongble for providing
information to investors. Their performance during the financid criss was
unsatisfactory....Rather than mitigating financid cycles (which iswhat a good information
system should do), they have tended to exacerbate them. For this reason, the governments of
developed countries, perhgps with the support of multilaterd financid inditutions, must spur
private indtitutions to rate sovereign risk using strict and objective parameters that are known
to the public.”

Origin: Financia Stability Forum, Working Group on Capital Flows, April 2000.

Presented to: Member Governments of FSF.

Proposal: “ Serious efforts have been made by the international community to enhance
aggregate data on external debt and capita flows, which are key ingredients for the
assessment of vulnerabilities. These efforts must be supported, and the importance of ther
success highlighted, if they are to maintain the needed momentum. However, while
ggnificant progress has been made, there remain gaps in the availability of data necessary for
comprehensve risk andysis, aswell as gpparent inconsstencies in data from different
sources. .. Important gaps remain in nationa externa debt statistics, especidly regarding the
assessment of liquidity risk: data by resdua maturity rather than origind maturity; by face
vaue aswell as market vaue with adistinction by currency aswell as residency;
information on embedded put options in bond contracts, and amortization schedules
(including interest payments).”

Origin: International Organization of Securities Commissions (I0SCO), “ Causes, Effects
and Regulatory Implications of Financia and Economic, Turbulence in Emerging Markets’,
Montreal, Canada, November 1999.

Presented to: Member Governments

Proposal: “Economigts, anaydts, and credit rating agencies play an important role in
highlighting potentid fault lines in the corporate and financia sectors. That credit rating
agencies could have done a better job at predicting the crigs, for example, points to the need
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for more effective early warning systems....Among the areas that may merit regular and
comprehensive examination are indtitutiona control mechanisms and risk management
systems, asset concentration and exposures, disclosure requirements, activities requiring
specific gpprova, and accounting and regulatory standards compliance.”
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