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1. The outbreak of the financial crisisin
2008 originated intheadvanced devel oped
countries, but hasspread quickly tobecome
a world economic crisis that affects all
countries,includingtheemergingeconomies
and less devel oped countries.

2. Toreview theworkingsof theglobal
financial systemsand to explore waysand
means to secure a more sustainable and
justglobal economicorder, | haveconvened
a Commission of Experts, chaired by
Professor Joseph Stiglitz, 2001 Nobel
laureate Prize winner in Economics, and
comprised of a outstanding economists,
policy makers, and practitionersdrawnfrom
Japan, Western Europe, Africa, Latin

America, South and East Asia. These ex-
perts were chosen based on their com-
prehensive understanding of the complex
andinterrel atedissuesrai sed by theworkings
of thefinancial system. TheCommissioners
are also individuals recognized for their
strong grasp of the strengths and weak-
nessesof existingmultilateral institutionsas
well as their sensitivity to the particular
challenges facing countries from different
regions of theworld and at different levels
of economic and social development.

3. | now have the pleasure to transmit
the preliminary recommendations of the
Commissionfor your consideration. These
recommendations and the analysis that
underliesthemwill figureprominently inthe
interactivethematicdial ogueon«TheWorld
Financial and EconomicCrisisanditslmpact
on Development», which | will convene
from25t027March 2009 at United Nations
Headquarters in New York. It ismy hope
that Members of the General Assembly
will find these recommendations, and the
dialogue next week, useful asthey prepare
for theUnited NationsConferenceonWorld
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Economic and Financial Crisis and Its
Impact on Development, which will be
convened in little more than two months
timeinaccordancewith General Assembly
resolution 63/239 of 24 December 2008.

|. Preamble

1. Therapid spread of financial crisisfrom
asmall number of developed countriesto
engulf theglobal economy providestangible
evidence that the international trade and
financia system needs to be profoundly
reformed to meet the needs and changed
conditions of the 21st century. Past
economiccriseshavehad adisproportionate
adverse impact on the poor, who are least
able to bear these costs and that can have
consequences long after the crisisis over.

2. Whileit isimportant to deal with the
structural changesto adapt theinternational
system to prevent future crisis, this cannot
be achieved without significant measures
topromoterecovery fromthecurrentcrisis
whose impact may be even worse than in
the past. The International Labour
Organization estimates that the rise in
unemployment in 2009 compared to 2007
of 30 million could reach more than 50
millionif conditionscontinueto deteriorate.
Some 200 million people, mostly in
developing economies, could be pushed
into poverty if rapid action is not taken to
counter theimpact of thecrisisondeveloping
countries. Eveninsomeadvancedindustrial
countries, millionsof householdsarefaced
with the threat of losing their homes and
access to health care, while economic
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insecurity and anxiety isincreasingamong
theelderly astheylosetheir life-timesavings
in the collapse of asset prices.

3. The welfare of developed and
developing countries is mutually interde-
pendentinanincreasingly integratedworld
economy. Short termmeasuresto stabilize
the current situation must ensure the
protection of the world's poor, while
long term measures to make another
recurrence less likely must ensure
sustainable financing to strengthen the
policy response of developing countries.
Without atruly inclusive response, recog-
nizingtheimportanceof all countriesinthe
reform process, global economic stability
cannot be restored, and economic growth,
aswell aspoverty reductionworldwidewill
be threatened.

4. This inclusive global response will
requirethe participation of theentireinter-
national community; it must encompass
more than the G-7 or G-8 or G-20, but the
representatives of the entire planet, from
the G-192. It was to respond to this need
that the President of the General Assembly
created thepresent Commission of Experts
to address the measures needed to meet
the crisis and recommend longer term
reforms. Recognising work being under-
taken by the G-8 and the G-20, and other
bodies, the Commission seesitsownwork
as complementary, seeking to focus on
impacts of the crisis and responses to the
crisison poverty and development.

5. Reform of the International system
must have asitsgoal the better functioning
of theworld economic systemfor theglobal
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good. Thisentailssimultaneously pursuing
long term objectives, such as sustainable
and equitable growth, the creation of
employmentinaccordancewiththe«decent
work» concept, the responsible use of
natural resources, and reduction of green-
house gas emissions, and moreimmediate
concerns, including addressing the
challenges posed by thefood and financial
crises. As the world focuses on the exi-
gencies of the moment the long standing
commitments to the achievement of the
Millennium Development Goals and
protecting the world against the threat of
climatechangemust remaintheoverarching
priorities; indeed, appropriately designed
global reform should providean opportunity
toaccel erate progresstoward meetingthese
goals.

II. Responding to the Global
Financial Crisis

6. Sustainableresponsestothecrisisrequire
identifyingthefactorsunderlyingthecrisis
and its rapid spread around the world.
Loose monetary policy, inadequate regu-
lation and lax supervision interacted to
createfinancial instability. Theresultswere
manifest in the large global imbalances
whosedisorderly unwindingintheabsence
of prompt countercyclical measures may
aggravate the crisis.

7. Part of the reason for inadequate
regul ation was an inadequate appreciation
of thelimitsof markets—what economists
call «market failures.» Whilesuchfailures
ariseinmany markets, they areparticularly
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importantinfinancial marketsand canhave
disproportionately large consequences as
they spill over into «real»economicactivity.

8. The conduct of monetary policy can
be traced in part to an attempt to offset an
insufficiency of global aggregate demand,
aggravated by increasingincomeinequality
withinmost countries. M onetary conditions
were a so influenced by the accumul ation
of foreign exchange reserves by some
emerging market countries seeking
protectionfromglobal instability andonerous
conditions traditionally attached to
assistance from the multilateral financial
ingtitutions.

9. The current crisis reflects problems
that go beyond the conduct of monetary
policy andregulationof thefinancial sector.
It also involves deeper inadequacies in
areas such as corporate governance and
competitionpolicies. Many of thesefailings,
in turn, have been supported by a flawed
understanding of thefunctioning of markets,
which also contributed to the recent drive
towardsfinancia deregulation. Theseviews
havebeenthebasisfor thedesignof policies
advocated by some of the international
economic institutions, and for much of the
architectureof globalization.

10. More generaly, the current crisis
has exposed deficienciesin the policies of
somenational authoritiesandinternational
institutionsbased onprevioudy fashionable
economic doctrines, which held that
unfetteredmarketsare, ontheir own, quickly
self-correcting and efficient. Globalization
too was constructed on these flawed hypo-
theses; and whileit has brought benefitsto
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many, it has also enabled defects in one
economic system to spread quickly around
the world, bringing recessions and impo-
verizationeventodevel oping countriesthat
have developed good regulatory frame-
works, created effective monetary insti-
tutions, and succeeded in implementing
soundfiscal policies.

11. The Principles and Recommen-
dations outlined in this Report seek to
address the underlying problems. They
focushbothonfeasibleinterim stepsthat can
and should be taken immediately, and the
deeper medium and longer term reformsthat
arenecessary if we areto make another such
criseslesslikely, and if we areto strengthen
the international community’s capacity to
respond to acrisis, should one occur.

12. In analyzing appropriate national
and global responses to the crisis, the
Commissionnotedthefollowing principles:

13. Failureto act quickly to addressthe
global economicdownturninevitably would
increase its depth and duration and the
eventual cost of creating a more balanced
robust recovery.

14. In a globally integrated world, the
actions of any one country have effectson
others. Too often these externalities are
not taken into account in nationa policy
decisions. Devel oped countriesinparticular
need to be aware of the adverse conse-
quences of these externalities, and
developing countries need frameworks to
help protect themselves from regulatory
andmacro-economicfailuresinsystemically
significant countries.

15. Developing countries should have
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expanded scopeto implement policiesand
create institutions that will allow them to
implement appropriate counter-cyclical
policies.

16. Advancedindustrial countriesshould
observe their pledges not to undertake
protectionist actions, and even more
importantly insure that stimulus packages
andrecovery programsdo not further distort
the economic playing field and further
increase global imbalances.

17. Measures to restore domestic
financial markets in developed countries
through subsidies to financial institutions
have been accompanied by a sharp
reduction in flows of capital to developing
countries. It is important to ensure that
these measures do not create a new form
of financial protectionism. Financial subsi-
dies can be just as detrimental to the
efficiency of afreeand fair trading system
as tariffs. Indeed, they may be far more
inequitable, because rich countries have
more resources to support subsidies.

18. Greater transparency on the part of
all parties in responding to the crisis is
necessary. More generally, democratic
principles,includinginclusiveparticipation
indecisionmaking, shouldbestrengthened
and respected.

19. The crisis is, in part, a result of
excesses in deregulation of financial
marketsandininternational trade. Restoring
the global economy to health will require
restoring abalance between therole of the
market and the role of the state.

20. In responding to this crisis, it is
imperativethat actionstoimproveconditions
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in the short term do not result in structural
changeswhichincreaseinstability or reduce
growthin future.

21. It is essential that governments
undertake reforms that address some of
the underlying factors that contributed to
thecurrent economiccrisisif theworldisto
emerge from the crisis into sustainable,
bal anced growth. Itisnot enough simply to
return to the status quo ex ante.

22. Appropriately designed short run
measures may be complementary to long
term goals, especialy those related to
climate change and the environment.

[11. Immediate Measures

23. The current crisis must be met with
rapid and effective measures, but it must
also lay the basisfor the long-run reforms
that will be necessary if we are to have a
more stable and more prosperous global
economy and avoid future global crises.

24. Ten immediate measures are
essential for global recovery.

1. All developed countries should take
strong, coordinated, and effective ac-
tions to stimulate their economies.

25. Stimulusshouldbetimely, havelarge
«multipliers,» hel paddressthestrainsposed
by theeconomicdownturnonthepoor, help
address long run problems and prevent
instability. Whilethedecisiononstimulusis
national, it should be judged on its global
impacts; if each country looks only at the
national benefits versus costs, e.g. an
increased national debt, the size of the
global stimuluswill betoo small, spending
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will bedistorted, andtheglobal impact will
be eviscerated.

26. National stimulus packages should
thus include spending measures to be
undertakenin devel oping countriesto offset
theimpact of thedeclineinworldtradeand
financial market disintermediation. Indus-
trialised countries should thusdedicate 1.0
per cent of their stimul uspackages, inaddition
totraditional officia development assstance
commitments.

2. Developing countries need additional
funding

27. More permanent and stable sources
of funding for developing countries (See
Section|V.10below) that could beactivated
quickly and arenot subject toinappropriate
conditionality are necessary. Indeed,
additional fundingwouldberequiredjustto
offset theimbal ancesandinequitiescreated
by the massive stimulus and bail-out
measures introduced in advanced indus-
trialised countries. Such funding could be
provided by anissuanceof Special Drawing
Rights approved by the IMF Board in
September 1997 through the proposed
Fourth Amendment of the Articles of
Agreement to double cumulative SDR
alocationsto sbr 42.8 billion and through
the issuance of additional sDRs through
standard procedures.

28.Inadditionregional effortstoaugment
liquidity should besupported. For instance,
extension of liquidity support under the
Chiang Mai initiative without an IMF
program requirement should be given
immediate consideration. Regional coope-
ration arrangements can be particularly
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effective because of a greater recognition
of crossborder externalities and greater
sensitivitiestothedistinctive conditionsin
neighbouring countries.

29. Theseadditional sourcesof funding
should bein addition to traditional official
development assistance. Failuretomaintain
the levels of official assistance will have
long-termeffects. Therewill beanincrease
inpoverty andmalnutritionandtheeducation
of many young peoplewill beinterrupted,
with life-long effects. The sense of global
social solidarity will be impaired, making
agreement on key global issues, such as
responding to the challenges of climate
change, more difficult. Failure to provide
such assistance can be counterproductive
even inamore narrow sense: it canimpair
the global recovery.

30. Developed countries must make a
renewed effort to meet the commitments
made in the Millennium Declaration, the
Monterrey Consensus, the 2005 Global
Summit, andthe DohaDeclarationby 2015.
3. Mobilizing Additional Development
Funds by the Creation of a New Credit
Facility

31. Thecreation of anew credit facility
isthusamatter of urgency. If suchafacility
couldbecreatedinatimely way, it could be
amajor vehiclefor the disbursement of the
requisiteadditional funding.

32. Given the need for rapid response,
thenew creditfacility might bemorequickly
established under the umbrella of existing
institutions, suchastheWorld Bank, where
efforts are underway to remedy existing
inadeguacies in governance and lending

ANEXO

practices, or in Regional Development
Banks where developing countries have
more equitabl e representation.

33. Or dlternativeinstitutional arrange-
ments that create competition amongst
institutions providing financial assistance
might beenvisaged. Such competitionmight
not only increase the efficiency of disbur-
sement, but also reduce the application of
procyclical conditionality linkedtofinancial
support.

34. Whatever form is chosen, the new
facility should have governance more
reflective of democratic principles, with
strong representation of developing coun-
triesand those countriescontributingtothe
facility. These new governance arrange-
mentsmight providelessonsfor thereform
of existinginstitutions.

35. Administration of the Facility could
be done by staff seconded from existing
multilateral financial institutionsor central
banks. The new facility could draw upon
financial contributionsfromall countries. It
couldleverageany equity fundscontributed
by borrowing, including on the market or
fromthosewithlargereservesor Sovereign
Wealth Funds. Itsability toborrow could be
enhanced through guarantees provided by
governments, especially those of the
advanced industrial countries. These
aternativearrangementsshould beseen as
acomplement toexpandedfinancial support
fromexistinginstitutions,

4. Developing Countries need more
policy space

36. There are asymmetries in global
economicpolicies—countercyclical policies
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are pursued by devel oped countries, while
most devel oping countries are encouraged
or induced to pursue pro-cyclical policies.
While this is partly due to the lack of
resourcesto pursuecountercyclical palicies,
itisalsoduetomisguided policy recommen-
dations from international financial
ingtitutions. Conditionality attachedtoofficia
lending and support for international
financial institutions has often required
developing countriesto adopt the kinds of
monetary and regulatory policies which
contributedtothecurrentcrisis. Inaddition,
these conditionalities contribute to global
asymmetries, disadvantage developing
countries relative to the developed, and
undermine incentives for developing
countries to seek support funding,
contributingto global economicweakness.
While the IMF initiatives to reduce
conditionalitiesareto becommended, they
might beinsufficient, whilein many cases
countriesarestill requiredtointroducepro-
cyclical palicies.
5. The lack of coherence between policies
governing trade and finance must berectified
37. Policy space is circumscribed not
only by a lack of resources, but also by
international agreements and by the
conditionalities that often accompany
assistance. Many bilateral and multilateral
tradeagreementscontaincommitmentsthat
circumscribe the ability of countries to
respondtothecurrent crisiswithappropriate
regulatory, structural, and macro-economic
reforms and rescue packages, and may
have exposed them unnecessarily to the
contagion from the failures elsewhere in
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the global economic system. Developing
countries especially need policy frameworks
that can help protect them from regulatory
and macro-economic failuresin systemically
significant countries. Developing countries
have had imposed on them not only
deregulation policies akin to those that are
now recognized as having played arolein
the onset of the crisis, but also have faced
restrictionson their ability to managetheir
capital account and financial systems(e.g.
as aresult of financial and capital market
liberalization policies); these policies are
now exacting a heavy toll on many
developingcountries.
6. Crisis response must avoid protec-
tionism

38. Overt protectionismincludestariffs
and domestic restrictions on procurement
contained in some stimulus packages.
Because of complex provisions and
coverageof international tradeagreements,
seemingly «symmetric» provisions (e.g.
exceptions of the application of provisions
to countries covered by particular WTO or
other international agreements) can have
markedly asymmetric effects. Subsidies,
implicitandexplicit, can, ashasbeen noted,
bejust as distorting to open and fair trade.
There may, in some cases, be pressure for
banks receiving large amounts of gover-
nment assistance to focus on lending
domesticaly. Whilethetemptationthat gives
rise to such measures is understandable,
effortsneed tobemadetofinanceadditional
support to devel oping countriesto mitigate
the impact of the crisis as well as of both
open and hidden subsidies (i.e. state assis-
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tance through lending programs and
guarantees)inordertoavoidfurther distortions.
7. Opening advanced country markets
to least developed countries exports

39. While a successful completion of
the Doha trade round would be welcome,
itsimpact onthe crisisand itsdevel opment
dimensionarestill unclear (seel V.9, below).
Thereare, however, anumber of measures
that havealready beenagreedinmultilateral
trade negotiations which could be imple-
mented rapidly to support developing
countries impacted by the crisis. These
includeimplementation of dutyfree, quota-
free market accessfor products originated
from LDCs. In addition, the agreement
reached at the wTO's Hong Kong Minis-
terial session in 2005 provided for the
eliminationof al formsof devel oped country
export subsidies, at the latest by 2013,
shouldbeimplementedimmediately. There
iS no reason to await a general agreement
before implementing these measures. In
addition, domestic support for cotton
subsidiesshouldbeabolishedimmediately,
as they distort prices to the detriment for
African countries. More generaly, in all
trade negotiations, the long recognized
principle of special and differential
treatment of developing countries should
be preserved.
8. Learning from Successful Policies to
undertake Regulatory Reforms

40. Thefinancial crisisiswidely viewed
to be the result of the failure of regulatory
policiesintheadvancedindustrial countries.
While full regulatory reforms (discussed
more extensively in section 1V.6 below)
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will taketime, itisimperativethat work on
regulatory reform begin now. Thecollapse
in confidence in the financial system is
widely recognizedascentral intheeconomic
crisis; restoration of confidence will be
central in the recovery. But it will be hard
torestore confidencewithout changing the
incentives and constraints facing the
financial sector. It is imperative that the
regulatory reforms be real and subs-
tantive, and go beyond the financial sector
to address underlying problems in
corporate governance and competition
policy, and in tax structures, giving
preferential treatment to capital gains,
that may provide incentives for excessive
leverage. While greater transparency is
important, much more is needed than
improvingtheclarity of financia instruments.
Even if there had been full disclosure of
derivativepositions, their compl exity wasso
great asto makean eval uation of thebal ance
sheet position of the financial institutions
extraordinarily difficult. Still, thereis need
for much greater transparency, including
forbidding off balance sheet transactions
andfull expensing of employeestock options.

41. Well regulated economies have to
be protected from competition from
economieswithinadequateor inappropriate
regulatory systems. The problems of regu-
latory arbitrageand tax evasion areclosely
linked. Tax havensand financial centersin
both developed and developing countries
that fail to meet basic standards of
transparency, information exchange and
regulation should be given strong incen-
tives to reform their practices, e.g. by
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restricting transactions between financial
institutionsinthosejurisdictionsand those
in more highly regulated countries. Insti-
tutional arrangements for improving
harmoni sation and transparency should be
strengthened, including theUnited Nations
Committee of Experts on International
Cooperationin Tax Mattersasproposedin
Paragraph 16 of the Doha Declaration.
Also other international arrangementsand
conventions such as United Nations
Conventionagainst Corruptionshouldalso
be strengthened.
9. Coordinating the Domestic and Global
Impact of Government Financial Sector
Support

42. Government bail-outshavesubstan-
tial redistributive consequences that must
be analysed in assessing their impact on
recovery. In addition, because of the ur-
gency of the situation they often fail to
observeprinciplesof good governanceand
especially of democratictransparency. This
may leadtotheintroductionof inappropriate
incentives, as well as failure to recognise
possi bleadverseeffectson other countries,
especially ondevel oping countriesthat | ack
equivalent financial resources. Devel oped
countries should undertake their financial
support policies recognising that even
symmetric policies can have asymmetric
effects because guarantees by developing
country governments are likely to be less
meaningful thanthoseby devel opedcountries.

43. Failure to recognise these wider
domestic and global consequences of
financial support measures have often
meant that the coststo the government and

157

to developing countries have been higher
than necessary. Funds have often been
redistributed to those with higher incomes,
and have created distorted incentives.
Support measuresfor financial institutions
that areimplemented by Central Banksrisk
imposing high costs on the public purse,
without adequate parliamentary oversight
of appropriations. Greater transparency
on the part of all parties would facilitate
a more effective response to the crisis.
10. Improved coordination of global
economic policies

44. There is a need for substantial
improvement in the coordination of global
economicpolicy. Global economicintegra-
tion has outpaced the development of the
appropriatepoalitical institutionsand arran-
gements for governance of the global
economic system. Remedying this lacuna
isamatter of urgency, discussed at greater
length in section V.3, but this will not
happen overnight.

45. Inthe short term, there should be an
appropriate mechanism within the United
Nations System for independent interna-
tional analysis on questions of global
economic policy, including its social and
environmental dimensions. Following the
successful example of the Intergover-
nmental Panel on Climate Change(IPCC), a
similar panel could be created to offer
consultancy to the General Assembly and
ECOSOC, but also to other international
organizationsto enhancetheir capacity for
sound decision-making in these areas. At
thesametime, suchapanel would contribute
to foster aconstructive dialogue and offer
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a regular venue for fruitful exchange
between policy makers, theacademicworld
and key international organisations. The
panel should comprise well respected
academics from all over the world,
appropriately representing all continents,
as well as representatives of international
social movements. Being made up of
outstanding specialists, thepanel shouldbe
able to follow, analyse and assess long-
term trends, key devel opments and major
dynamics for global change affecting all
peoplearoundtheglobe, identify problems
in the global economic and financial
architecture, andjointly provideoptionsfor
coherent international action and
recommendations for political decision-
making processes.

V. Agenda for Systemic Reforms

46. Thereisan equally important agendaof
deeper systemicreformstotheinternational
system, that should begin now, if we
recovery isto be sustainable.

1. A New Global Reserve System

47. Theglobal imbalanceswhich played
an important rolein thiscrisis can only be
addressedif thereisabetter way of dealing
with international economic risks facing
countries than the current system of
accumulatinginternational reserves. Indeed,
the magnitude of this crisis and the
inadequacy of international responsesmay
motivate even further accumulations. Ina-
ppropriateresponsesby someinternational
economicinstitutionsinpreviouseconomic
crises have contributed to the problem,
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making reforms of the kind described here
al the more essential. To resolve this
problem a new Global Reserve System—
what may beviewed asagreatly expanded
SDR, with regular or cyclicaly adjusted
emissions calibrated to the size of reserve
accumulations—could contributetoglobal
stability, economic strength, and global
equity. Currently, poor countriesarelending
totherich reserve countriesat low interest
rates. The dangers of a single-country
reservesystem havelong been recognized,
as the accumulation of debt undermines
confidence and stability. But a two (or
three) country reservesystem, towhichthe
world seemsto be moving, may beequally
unstable. The new Global Reserve System
isfeasible, non-inflationary, and could be
easilyimplemented, includinginwayswhich
mitigate the difficulties caused by asy-
mmetric adjustment between surplus and
deficit countries.

2. Reforms of the Governance of the
International Financial Institutions

48. There is a growing international
consensus in support of reform of the
governance, accountability, and transpa-
rency intheBretton WoodsI nstitutionsand
other nonrepresentativeingtitutionsthat have
cometo play arolein the global financial
system, such asthe Bank for International
Settlements, its various Committees, and
the Financial Stability Forum. These defi-
ciencies have impaired the ability of these
institutions to take adequate actions to
prevent and respond to the crisis, and have
meant that some of the policies and
standards that they have adopted or
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recommended disadvantage developing
countriesand emerging market economies.
Major reforms in the governance of these
institutions, including those giving greater
voice to developing countries and greater
transparency are thus necessary.

49. The reform of the World Bank’s
governance structure should be compl eted
swiftly. For the second stage of thereform,
focussing on the realignment of shares,
three criteria could be taken into account:
economic weight, contribution to the
development mandate of the World Bank
(for example, measured in terms of
contributions to IDA and trust funds), and
the volume of borrowing from the Bank.

50. For the IMF, serious consideration
shouldbegiventorestoration of theweight
of basicvotesandtheintroduction of double
or multiplemajority voting.

51. Electionsof theleadersof theWorld
Bank and theInternational Monetary Fund
shouldtakeplaceunder anopendemocratic
process.

3. A Global Economic Coordination
Council

52. A globally representative forum to
addressareasof concerninthefunctioning
of the global economic system in a com-
prehensiveway must becreated. At alevel
equivalent with the General Assembly and
the Security Council, suchaGlobal Econo-
mic Council should meet annually at the
Heads of State and Government level to
assessdevel opmentsand provideleadership
in economic, socia and ecologicissues. It
would promote development, secure
consistency and coherence in the policy
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goal sof themgj or international organisations
and support consensus building among
governments on efficient and effective
solutions for issues of global economic,
governance. Such a Council could also
promote accountability of al international
economic organizations, identify gapsthat
need to be filled to ensure the efficient
operation of the global economic and
financial system, and help set the agenda
for global economic and financial reforms.
It would be supported intellectually by the
work of the International Panel discussed
in 11.10. Representation would be based
on the constituency system, and designed
to ensure that all continents and all major
economies are represented. At the same
time, its size should be guided by the fact
that the council must remain small enough
for effectivediscussionanddecisonmaking
Allimportant global institutions, suchasthe
World Bank, IMF, WTO, ILO and members
of theuN Secretariat dealingwitheconomic
and social issueswould providesupporting
information and participatein the Council.
It could thus provide a democratically
representative alternative to the G-20.

4. Better and more balanced survei-
llance

53. Thesurveillanceof economicpalicies
shouldbeespecialy focusedonsystemically
significant countries, thosewhosebad perfor-
mance is most likely to have global conse-
guences. Suchsurveillanceshouldfocusnot
just on inflation, but on unem-ployment,
financial stability, systemic stability related
to the presence of built in stabilizers or
destabilizers, andsystemsof social protection.
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5. Reforming Central Bank Palicies
to promote Development

54. Whereas pricestability isdesirablein
support of growth andfinancia stability, itis
not sufficient. Central Banksshouldtherefore
aimto ensure price stability in the context of
ddiveringlong-termsustai nablegrowth, while
beingsengtivetotheriskstofinancid stability,
capital flows and exchange rates. Central
banks aso need to give consideration to
financia market and asset pricedevel opments.
Thismay entail Central Banksusing awider
range of instruments, including prudential
instruments. A distinction may need to be
made between the roles of Central Banksin
maintaining financia stability under normal
circun-stances and during crisis periods.
Central Bank governancearrangementsmay
needtodiffer dependingontheir preciserole.
Inparticular,inany actionswhichmay impose
serious risks on a country’s fiscal position,
such as those now being implemented in
many countriesaspart of financial ingtitution
resol utions, should besubjecttocoordination.

6. Financial Market Policies

55. Financid palicies,includingregulation,
haveastheir objectivenot only ensuringthe
safety and soundnessof financial intitutions
and stability of the financia system, but
protection of bank depositors, consumers
andinvestorsandensuringfinancia inclusion
—such as access to al banking services
includingcredit,andtheprovisionof financial
productswhichhelpindividua sandfamilies
managetherisksthey face and gain access
to credit at reasonable terms. It is also
imperative to make sure that the sector is
competitiveandinnovative.
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56. Financial institutions have been
allowedtogrowtobetoobigtofail,imposing
enormousrisk ontheglobal economy. And
while there has been innovation, too much
of theinnovation was aimed at regulatory,
tax, and accounting arbitrage, and toolittle
at meeting the real needs of ordinary
citizens. Too little was done to help deve-
loping countriesand ordinary homeowners
manage the risks which they face, with
consequences that have been repeatedly
apparent. Financial regulation must be
designed so as to enhance meaningful
innovation that improvesrisk management
and capital allocation.

57. The current crisis has made it
apparent that there are large gaps and
deficienciesin the regulatory structuresin
placeinmany systemically significant coun-
tries. Itisalso apparent that whileeffective
regulatory system must be national there
must besomeglobal regulatory framework
to establish minimum national standards
and also govern the global operations of
systemical relevant global financial ins-
titutions. The Report of the Commission
will identify a number of key aspects of
regulatory reform, emphasizing the need
for deep and pervasive reforms and high-
lightingtherisksof merely cosmeticchanges
in regulations. The following items are
among the key aspects of needed reform.

(a) Financial Product Safety

58. Sustainablerecovery will dependon
appropriate regulations (across countries,
products, and institutions). Regulations
should be based on what things are, not
what they arecalled, i.e.insuranceproducts
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should beregul ated the sameway, whether
calledinsuranceor not. Financial regulators
should be mandated to ascertain the safety
and appropriate use of various financial
instrumentsand practices, includingthrough
the creation of aFinancial Products Safety
Commission.

59. Core depository institutions should
berestricted from undertaking excessively
risky activitiesandtightly regulated. There
also needs to be close oversight over all
highlyleveredandall systemically significant
institutions. But there should be oversight
over al financia institutions. Institutions
canquickly changeintosystemically signi-
ficant.

(b) Comprehensive Application of
Financial Regulation

60. Thefact that correlated behavior of
a large number of institutions, each of
which is not systemically significant, can
give rise to systemic vulnerability makes
oversight of al institutionsnecessary. There
needsto betighter regulation of incentives,
especially inthecoreinstitutions; part of the
current problem is a result of distorted
incentiveswhich encouraged short sighted
and excessively risky behavior. It may be
easier to regulate incentives than every
manifestation of perverseincentives. There
need to be restrictions on leverage, with
automaticcountercyclical capital adequacy
and/or provisioning reguirements.

61. Although the activities of private
investment funds, equity funds and hedge
funds did not trigger the financial crisis,
their regulation is not globally uniform,
creating the potential for regulatory arbi-
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trageandthepotential for gapsinregulation.
Fundsshould beregisteredinthe countries
of their operationsand provide appropriate
regulation to regulatory authorities. In
addition, banks must define limits for
transactions with hedge funds.

62. There should be no retreat from
mark to market accounting for institutions
with shortterm funding in order to provide
full transparency for investors and regu-
lators. Other ingtitutionsmay beencouraged
to supplement mark-to-market accounting
withvaluationsthat aremoreappropriateto
thematurity of their liabilities. Inaddition,
steps should be taken to enforce trans-
parency norms and public accountability
for all public companies.

(c) Regulation of derivatives trading

63. Thelarge scale use of unregulated,
unsupervised OTC derivatives has resulted
inunduecomplexity, opacity,andmis-pricing
of theseinstruments, and facilitated capital
avoidance by financial institutions. These
practices have weakened our financial
systemsignificantly and maderesol ution of
faillingfirmsextremely difficult.

64. Where appropriate steps should be
take to develop regulated exchanges for
trading standardized contracts of syste-
mically significant derivativecontracts, with
the associated regulatory restrictions
includinglimitsonnon-commercial traders.
Regulations should insure that derivative
instruments are held on balance sheets,
valued at independently audited real
transaction prices, with appropriate capital
provisioning, and clarity of purpose. The
use of over the counter contracts by core
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institutions should, in general, be dis-
couraged, but whenever used, there should
be ample and adequate margin.

(d) Regulation of Credit Rating Agencies

65. Other neededreforms, including for
Credit Rating Agencies and systems of
information provision are addressed in an
Appendix.

(e) Towards global ingtitutional arran-
gements for governing the global eco-
nomy: a Global Financial Regulatory
Authority; a Global Competition Authority.

66. The Financia Stability Forum was
created in the aftermath of the 1997-8
financial crisisinorder to promoteinterna-
tional financial stability, improve the
functioning of financial marketsandreduce
the tendency for financial shocks to pro-
pagate from country to country, and to
enhance the institutional framework to
support global financial stability. It isnow
apparent that the reforms that it has
proposed, athoughimportant, havenot been
sufficient to avoid major global financial
instability. If it is to become the main
instrument for the formulation of reforms
of the global financial system it must take
intocons derationtheimportanceof financial
stability for the development of the real
economy. In addition it must increase the
representation of developing countries to
adequately reflect theviewsand conditions
inthesecountriesand bemadeaccountable
toademocratically representativeinstitution
such asthe Global Economic Coordination
Council proposed above.

67. The development of financial
institutionsthat aretoobigtofail hasplayed

ANEXO

animportant roleinthedevel opment of the
crisis and has made the resolution of the
crisis both difficult and costly, both for
taxpayersand for the global economy. Itis
imperative not only that is adequate
oversight of these largeinstitution but that
efforts be made to limit their size and the
extent of their interactions, to limit the
scope of systemic risk. This will require
moreeffectivegloba cooperationinfinancial
and competition regulation. Movement
towards this goal might be enhanced by
taking steps to lay the groundwork for a
Global Financial Regulatory Authority and
a Global Competition Authority. With so
many firms operating across borders, it is
difficult to rely on national regulatory
authorities. Theremay belargeexternalities
generated by the action (or inaction) of
national authorities. A potential, but partial,
remedy tothisdifficulty isthe proposal for
a College of Supervisors to oversee
systemically relevant global financial
institutions. Thiscould provideabasisfora
more comprehensive Global Authority.

(f) Host Country regulation of foreign
subsidiaries

68. In the absence of adequate global
coordination, financial sector regulationwill
need to be based on the host country, not
thehomecountry, and may entail requiring
the establishment of subsidiaries, rather
than relying on branches.

(9) Regulatory institutions

69. While inadequate regulations are
partly toblamefor thecurrent crisis,insome
cases good regulationswere not effectively
applied and enforced. This highlights the
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need for reforms in regulatory structures,
including reformsthat makethepossibility
of regulatory capturelesslikely. Theweaker
isthesystem of global regul ation, themore
segmented will financial markets have to
beto ensure global stability.

7. Support for Financial Innovations
to Enhance Risk Mitigation

70. The absence of global systems of
risk bearing and the absence of—and in
some casesresi stanceto—innovationsthat
wouldfacilitateefficient risk bearing, such
as GDP indexed bonds and mortgage
products which better manage the risks
associated with home ownership must be
remedied. Governments and the interna-
tional financial institutionsneedto explore
meaningful innovationsthat would enhance
risk management and di stribution and how
marketsmight be encouraged to do abetter
job. In particular, while there have been
some expansion in capital markets in
domesticcurrenciesindevel opingcountries,
developing countriesstill bear the brunt of
exchange and interest rate fluctuations. IFi
lending in (possibly baskets of) local cu-
rrenciesand the provision of exchangeand
interest ratecover might beimportant steps
inimprovinginternational risk markets.

8. Mechanisms for handling
Sovereign Debt Restructuring and
Cross-border Investment Disputes

71. Thereisan urgent need for renewed
commitment to develop an equitable and
generally acceptable Sovereign Debt Res-
tructuring Mechanism, as a well as an
improved framework for handling cross
border bankruptcies. One way by which
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thismight bedoneisthroughthecreation of
an independent structure, such as an
International Bankruptcy Court. TheUnited
NationsCommissionon|International Trade
Law providesamaodel that could beextended
totheharmonization of national legislation
oncrossborder disputesdealing withtrade
infinancial services.

72. A number of countries may face
difficulties in meeting their external debt
commitments as the crisis worsens and
debt rescheduling becomes moreand more
difficult dueto anincreasein creditors not
represented in the Paris Club. The current
crisis has already seen a number of
bankruptcies of companies that operate
acrossnational borders, andtheir numberis
likely toincrease. The absence of aformal
mechanism for dealing with the impact of
cross border bankruptcy and insolvency,
especially when related to financial insti-
tutions, transmits the adverse economic
effects to the global economy.

73. Itisespecially important to achieve
a uniform approach to financial and
investment disputes on bankruptcy and
insolvency, giventhefact that theregulations
dedlingwiththesemattersincludedinbilateral
free trade agreements often transcend
existing multilateral treaties and national
legidation.

9. Completion of a Truly Devel opment-
Oriented Trade Round

74. There is a need for a true develo-
pment round, to create an international
trade regime which truly promotes growth
in the developing countries. Itisessential,
that in al trade negotiations, the long
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recognized principle of special and
differential treatment of devel oping coun-
tries be preserved.

10. More Sable and Sustainable De-
velopment Finance

75. The need for more and more stable
sources of finance for development,
including for the investments needed to
addressthelong run challenges of respon-
dingtoclimatechange, and new ingtitutions
for disbursement of funds, is discussed in
Section 111.4 above.

76. In the absence of better systems of
risk mitigation, it isespecially important for
devel oping countriesto bewary of measures
that exposethemtogreater risk andvoltility,
such as capital market liberdlization. Deve-
lopingcountriesshoulduseall thetool sat their
disposal, price interventions, quantitative
restrictions, andprudential regulations,inorder
to help manageinternational capital flows.

77. Market-driven international capital
flows are of amagnitude and volatility that
they can offset any formal mechanism to
provideadditional financefor devel opment.
Thus, anactivemanagement of foreigncapital
inflowswill be required to ensure that they
are supportive of government counter-
cyclical policies. TheArticlesof Agreement
of thelnternational Monetary Fund provided
tomembersthefacility of controlling capital
inflows and expressly excluded the use of
Fund resourcestomeetimbal ancesresulting
from capital account disequilibrium. The
Fund should thusbe encouraged toreturnto
itsfirst principlesand support countriesthat
attempt to manage external flowsin support
domestic counter cyclical policy.

ANEXO

78. Theinternational community needs
to explore a variety of mechanisms of
innovative finance, including regular
emissionsof anew global reserves (SDRS),
revenues generated from the auction of
globa natural resources (such as ocean
fishingrightsand pollutionemission permits),
and international taxes (such as a carbon
tax, which would simultaneously help
address problems of global warming, or a
financia services tax, which would smul-
taneoudy hel pstabilizeinternational financia
markets.)

79. The receipts could be directed to
support the developing countries costs of
reducing greenhouse gas emissions in the
context of their national policiestopromote
sustainable development. The effective
implementationof national systemsof taxation
formacrucia part of domestic development
finance. Measures must betaken to preserve
national autonomy in the selection of the
sources and methods of government finan-
cingwhileensuringthat national differences
do not createincentivesto evade responsi-
bility of contributors to the support of
government policies. An efficient method
of achievingthisresult would betheaccep-
tance by all countries of an amendment of
Article 26 of the United Na-tions Model
Double Taxation Convention between
Developed and Developing Countries to
maketheexchangeof informationautomatic.

Information on the Commission of
Experts is available in:
http://www.un.org/ga/president/63/
commission/financial_commission.shtml
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SINTESIS DE LAS RECOMENDACIONES REALIZADAS POR LA COMISION DE EXPERTOS
DE LA ASAMBLEA GENERAL DE LA ONU

Medidasinmediatas

1

2.
3. Lamovilizacion defondos adicionales para el desarrollo através delacreacion de un

4,
5.
6.
7. Laaperturadel os mercados de los paises avanzados a las exportaciones de los paises

8.
9.

Todos los paises desarrollados deben tomar acciones fuertes, coordi nadasy eficaces alos
efectos de esti mular sus economias.
Los paises en desarroll o necesitan fondos adicionales.

Nuevo Fondo de Crédito.

Los paises en desarroll 0 necesitan més espacio de paliticas.

Lafalta de coherencia entrel as paliticas que rigen el comercio y las finanzas deben ser
corregida.

Larespuesta ala crisis debe evitar € proteccioni smo.

menos adelantados.

Aprender delas politi cas exitosas para llevar acabo las reformas regulatorias.

La coordinacién del osi mpactos domésti cos y gl obales de los apoyos gubernamentales al
sector financiero.

10. Lamejoradelacoordinacién de las politicas econémicas globales.

Agendapara lasreformas sisémicas
1. Unnuevo sstema mundial dereservas.

OUANWN

7.
8.

9.

Reformas de la gobermanza de las I nstituciones Financieras | nternacionales.

. Un Consejo de Coordinacion Econémica Global.

. Mejor y més equi librada vi gil ancia.

. Reforma de las politicas de Banco Central para promover el desarrollo.
. Politicas de los mercadas financieros:

a. Seguridad de los Productos Financieros.
b. Aplicacion compl eta de la regulacién financi era.
¢. Regulacion del comercio de derivados.
d. Regulacion de las agencias de calificacion crediticia.
e. Hacia acuerdos ingtitucionales globales para regular la economia mundial: una
Autoridad de Regul acidn Financiera Gl obal; una Autoridad de Competencia Mundial.
f. laregulacién del pais anfitrion hacialas fil iales extranjeras
g. Ingtituciones reguladoras.
Apoyo alasinnovaciones financieras para mejorar la mitigacion deriesgos.
M ecanismos para el manejo de reestructuracion de la deuda soberanay y las controversias
sobre inversiones transronterizas.
Teminacién deuna Ronda de Comercio verdaderamente orientada hacia el desarrollo.

10. Masegabley sogtenible financiami ento para el desarrol lo.

NOTA: Traduccion libre de la Revisa APORTES
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