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The Bretton Woods Committee
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Honoring Paul Volcker

June 10, 2004
Waldorf-Asloria
New York, New York

The first Global Leadership Award was given to Paul Volcker at
a gala tribute on June 10, 2004 in Wew York City. The award
was in honor of his lifetime of public service to the nation and o
the world, Mr, Voleker was Co-Chairman of the Bretton Woods
Committes from 1989 to 1999,

Paul Valcker

Prior 1o the award dinner, a symposium was held on The Bretton Woods Institntions in the 21st
Century, New York Federal Reserve President Tim Geithner proposed IMF reforms to assist in re-
ducing vulnerabililies for emerging market economies, Citibank Chairman Bill Rhodes reminded
the audience of the private sector's role and needs, Richard Frank, CLO of Darby Overseas Invest-
ments and former Managing Director of the World Bank Group, called for changing the World
Bank's Articles of Agreement to allow for greater lending flexibility for sub-sovereign borrowers
and transfer capital to TFC and MIGA o support their private sector operations.

The symposium was followed by a reception and dinner attended by financial and corporate leaders
past and present, special guests, and a number of senior government officials. Most attendees
thought the dinner tribute tw Panl was both elegant and moving. One of the two organizing chair-
men, Jerry Corrigan, presented a serious but wouching and heartfelt rribute to Paul, reading from let-
ters from 4 presidents, a governor, the Fed Chairman and a leading member of Congress. Jim Woll-
ensohn, the other organizing chairman, gave Paul a humorous 'roasting” in & way only a close friend
and former employer could. It was a wonderful combination,

The Bremon Wooeds Committee s grateful o all who took part and especially to those that made
contributions to the benefit. From a fundraising standpoint, we surpassed our goal and have created
a substantial financial reserve for the futare.
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THE BRETTON WOODS COMMITTEE

Mr. Timothy Geithner
President and CEO, Federal Reserve Bank of New York

I'.Ir Geithner  ad-
.-.:I.neqf.ed the Fund's

role in promoting
' | financial resilience
! and m]t]qntmq Cri-
£ ses emerging
~mar]i-.,1 COUNLTies,
i ’Jlm g5 an area
2 within the Fund's
§ mandate  where
thera is preater dis-
lance hetween the
present  situation
and the achievahle
fromtier.
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There has been marked progress over the past dee-
ade in reducing the vulnerability of emerging mar-
kets to financial crisis. However a number of areas
ol lingering vulnerability remain, Some of the most
dmunting are in the fiscal and public debt areas,
where high public debt burdens and vulnerable
debl structures expese countrics to significant nsk.
Important challenges remain in the financial area
ag well, and the exposure of the IMF and the mult-
lateral development banks is already high.

Many cmerging markets face a protracted transi-

tioh before they can achieve sufficient levels of

self-insuranee against external and domestic chal-
lenges to financial stability. One of the most press-
it challenges e the Fund is o help assist in this
process of reducing vulnerability, by promoting an
unwinding of these large balance sheet risks and
providing a credible form of contingent insurance
for circumstances in which its members face ex-
traordinary financing needs.

By adopting four evelulionary relorms — a risk
based approach for focusing the Fund's crisis pre-
vention worl: a more intensive framework for the
survedllanee process (o provide & stronger anchor

for the member's ceonomic program; a reimnforeed
framework for providing support to countries under-
taking a debt restructuring; and a more credible form
of financial insurance that creples belter incenlives
for stronger policies in advance of crisis == the Fund
would be beter enabled o meet the challenges
ahead,

There has been marked progress
over the past decade in reducing the
vielnerability of emerging markets to
financial crisis. However a number
of areas of lingering vulnerability
remain.

The responsibility for implementing sound policy
rests with member governmaents, but the Fund can de
mare o guide and encourage reform. To berter con-
tribute, the Fund probably needs to increase the am-
bition of its policy recommendations, and to focus
more on the key sources of near-term vulnerability,
incorporating # nsk-based Framework Tor defermin-
ing policy priorities.
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Jack Boorman af the A during tie queselon & awever peciod

Today's surveillance [Tamework is poorly suited
the needs of emerging market ecanomies thal have
limited credibility and considerable exposure to a
rapidly changing economic and financial environ-
ment, A promising approach would entail more fre-
quent, published stafl’ assessments of performance,
supported by contingen! aceess to Fund resources.
Stress tests and benchmarking of progress and vul-
nerability could play a kev role in such assessments.
Such an approach would better position the Fund 1o
catalvze more reform sooner, and reduce the likeli-
hood and severity of luture erises.

“These evolutionary proposals
would wnot reguire major institu-
tional change, Bul they would help
position the Fund to deal with fu-
ture financial pressure in emerging
markets... "

The frumework for supporting countries in arrears o
private credicors should be reinforced by requining
two conditions be met before the IMF lends. First,
[he coumry must commit to a credible medivm-term
adjustment program that oiTers the prospect of a suc-
cesslul restructuring snd a reasonably early return 1o
the capital markets. And second, the country must
outline to the Fund and its creditors a credible and

[Es
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monitarable framewark lor cooperatively achiev-
ing 4 viable debt restructuring, one that leaves the
country with a sustainable debt burden.

The Fund has taken a number of important ateps
tr make s financial instruments more eTective,
Building on this progress, key clements of a
credible insurance mechanism include condition-
ing support on policy efforts that are strong and
timely enough w restore confidence, preserving
Mexibility to tailor the size and the degree of front
loading to the circumstances and the horrower's
policy efforts, standing ready 1o support countries
pursuing reasonable restructuring proposals, and
huilding in a more credible capacity for the Fund
lo withstand arrears.

These evolulionary propesals would oot require
major nstitutional change. But they would help
position the Fund to deal with future fnancial
pressure in emerging markets, an important goal,
given the magnitude of the challenges that still
confront many emerging market economies,

The Nymipawinm was Sedd in e Hillon
Room of the Waldorf-Asavia
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William R. Rhodes
Chairman, Citibank N.A. and Senior Vice Chairman, Citigroup Inc.

Mr, Rhodes ad-
dressed the rale of
the IMF going for-
ward from the pri-
sector  per-
apective,

vale

Twa Tactors should
remain constant as
ike IMF moves for-
ward:  supporl  of
meaningful adjust-
ment reform  pali-
clcs must continue
to meet the high
stundards 1t has de-
veloped over the
decades and s role as a catalyst for private sector
finance to ensure that countrics have access 1o the
respurces they need to grow,

Rl Rliodes,

Rhodes cited several crises (LDC debt crisiz,
Mexivo, Thailand, Korea, Asin, Russia, Turkey,
Brazl, and Argentina) from the past 20 vears in
which the [MF has employed programs of sub-
atantial financial support, BExperience has shown
that good policy and official financing restore in-
vestor conlidence,

Financial assistance must sometimes be accompa-
mied by additional poligies 1w restore privale capi-
tal Aows, Such complements include the creation
af streng and convincing programs, a will to im-
plement themn, a large and prompt mjection of li-
quidity from the Fund and other IFls, bilateral
creditors and  restrucmiring by foreign  banks.

One key Ingredient for private sector participation
i5 that the adjustment and refirm programs must
be convincing to private creditors. To this end,
the IMF should incrense efTorts to insure that s
programs gufficiently reflect markel perspectivis,

In other mnstances, such as the case of Braml and
the election of the Lula government in 2002, it

has required more than just an approval of a Fund
pragram o calm investor uncertainty, Restoration of
private flows 1o Brazil required a combination of the
authoritics consultation with the markets, the subsa-
guent agreement by the banks to maintain trade and
mter-bank lines and the early commitment by the
incoming government to continue reforma and sensi-
hle macro economic policies,

The IMF should increase efforts to
insure that is programs suffi-
ciently reflect marke! perspectives.

Rhodes pointed to several ways the IMF must im

prove, from the point of view of a private sector par-
ticipant, He cited the need for mere emphasis on cri-
gis prevention, including strengthening of Article 4
consultation, and increased transparency. The Fund
must enhance its credibility by working with the pri-
vate secior to create an informed markel perspectyve
and to balance the dual role of creditor and arbiter.
Finaliy, he noted that the Fund must demonsoate
commitmen! to consistently uphalding it's own
stated principles.

The Gola attractfed ifernafional gigiltaries, e New Fork
fanciad commpeity, Waslingron policvmokers, and e famd
sre ol the Interraiional Financial Trsiiiions.
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Richard H, Frank
Chief Executive Officer, Darby Overseas Investment
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Michard Frank, with Jerry Corvigan and Timazhy Creithner

Mdr. Frank cited as inspiration for his romarks the
repert cntitled, "Bretton Woods: Looking to the Fu-
ture,” produced by a Commission chaired by Paul
Yolcker and contended that "Of the challenges fac-
g the World Bank Group, nene is greater than
adapting to a world that has trned from public see-
lor dominanee tewards private enterprise and free
markets. A private sector orientation is 4 new one
for development assistance, and the World Bank
Group should lead the way”

Most importantly the Bank Group
musi  siay focused on economic
growth as the key to reducing pov-
erty and avoid excessive expansion
of its programs and priorities.

The pust 60 vears have seen new Bank group insti-
tutions created to meet changes and challenges; the
[FC for private sector support, [DA for the poorest
countries, and MIGA to catalvze foreign direct in-
vestment, The Bank's own scope of operation has
expanded dramatically and the Group's financing
has totaled more than $500b. The non-financial con-
tributionas of the Bank Group have also been very
imnprtant,

The sixtieth birthday of the Instilutions begs the
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question, is the World Bank Group sufficiently up-
to-date in its approaches and structures 1o best sup-
port its members 1 A very changed world?

Frank reviewsd four areas of far-reaching economic
change, the first of which 1s the transition of many
countries from a "command" economic svitem w a
"market" economic systém, The Bank's mandare re-
mains lending to governments, Wayvs must be found
tr atrengthen the World Bank Group's focus and
support for private sector led development,

Anather is the reduchion ol the rale of natienal sov-
ereign governmaenls o providing public sector in-
vestment in areas not taken up by the private sectar,
The Bank cannot lend o sub-sovercign enhitics
unless they obtain national soversign puarantees,
undermining the establishment of greater fiscal re-
sponzibility and accountability on the shoulders of
state governors and city mayors,

The exceptional increase In access 0 mtcrnational
private capital by the emerging market econcarmies is
another instance of a changed development aid con-
text, Bank lending has romained flat over recent
vears, while private capital flosws have skyrocketed.
The Bank's policy leverage 15 ded to its lending and

Tru.'-url l!;ful.ﬁ.rr:n & Awmbavsacr Mohfuhang
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it demand for its resources falls, then so does its
intluence.

Finally, additional means of financing essential
infrastructure projects and enterprises must be
found. Current needs are way beyond the capacicy
of the private capital markets acting alone. The
public sector and the World Bank Group need to
find creative ways to enhance the private sector's
ability to provide the required funding.

Frank offered three proposals (o the sharcholders
of the World Bank Group. The Bank's Articles
need o be changed to allow for greater lending
Mexihility, enubling both the World Bank and
IDA to lend directly to sub-sovorcien entities,
Capital should be transferred from the Bank o

The sixtieth birthday of the Institu-
tions beps the guestion, is the World
Bank Group sufficiently up-to-date
in its approaches and structures fo
hest support its members in a very
changed world?

IFC and MIGA, as needed, 0 oreate & beller
alignment in the Group's financial capacity in a
changed "market” driven world, The World Bank
Group needs o offer more creative types of risk
miligation and catalytic support for private sector
investmenl, notbly in infrastructure finaneing,

Mast imparianty the Bank Group must stay fo-
cused on economic growlh as the key o reducing
peoverty and avoid excessive expansion of its pro-
grams and priorities,

Mr. Frank concluded by psserting (hat the World
Bank Group's shareholders again need o demon-
strate the decisiveness that they displayed in the
past, to take the steps that can enable the word's
leading mulilateral development group o play o
more etfective and focused mole in o changing
global econnmy.
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The Bretton Waoods Committee wishes (o thank the sponsars of the Tribute to Panl Valcker.
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