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The Birmingham Summit

G8 BIRMINGHAM SUMMIT
15-17 MAY 1998
COMMUNIQUE
Introduction

1. Wa, the Heads of State or Government of eight major industrialised democracies and
the President of the European Commission, met in Birmingham to discuss issues affecting
people In our own and other countries. In a world of increasing globalisation we are ever
mare Interdependent. Our challenye Is to build on and sustain the process of globalisation
and to ensure that its benefils are spread more widely to improve the quality of life of
people everywhere, We must also ensure that our institutions and structures keep pace
with the rapld technological and economic changes under way in the world.

2. Of lhe major challenges facing the world on the threshold of the 21st century, this
Summit has focused on three:

- achleving sustainable economic growth and development throughout the world in
a way which, while safequarding the environment and promoting good
governance, will enable developing countrics to grow faster and reduce poverty,
restore growth to emerging Aslan cconomies, and sustain the fiberalisation of
trade in goods and services and of investment In a stable international economy;

- building lasting growth In our own econamies In which all can participate, creating
jobs and combating social exclusion;

- tackling drugs and transnational crime which threaten to sap this growtn,
undermine the rule of law and damage the lives of individuals in all countries of
the world.

Our aim In each case has been to agree concrete actions to tackle these challenges.
omating sustainable in the econo

3. In an interdependent world, we must wark ta build sustainable economic growth In all
countries. Global integration is a process we have encouraged and shaped and which is
producing clear benefits for peaple throughout the world. We welcomed the historic
decisions taken on 2 May on the establishment of Eurupean Economic and Monetary Union.
We Innk farward to a successful EMU which contributes to the health of the world
economy. The commitment in European Union countries to sound fiscal policies and
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continuing structural reform is key to the long-term success of EMU, and to improving the
prospects for growth and employment.

4. Overall global prospects remain good. |lowever, since we last met, the prospects have
been temporarily set back by the financial crisis in Asia. We confirm our strong support
for the efforts to re-establish stabllity and growth in the region and for the key role of the
International Financial Institutions. Successful recovery in Asia will bring important benefits
for us all. Therefore: :

we strongly support reforms underway In the affected countries and welcome the
progress so far achleved. With full implementation of programmes agreed with
the IMF we arc confident that stability can be restored. The underlying factors
that helped Asia achieve impressive growth In the past remain in place.
Implementation of agreed policies togathar with the action taken by ourselves and
other countries to avoid spillover effects provide the basis for a firm recovery in
the region and renewed global stability;

we believe a key lesson from events in Asia is tha importance of sound economic
policy, transparency and good governance. These improve the functioning of
financial markets, the quality of economic policy making and public understanding
and support for sound policies, and thereby enhance confidence. 1t is also
important to ensure that the private sector plays a timely and appropriate role in
crisis resolution;

we are consclous of the serious impact of the crisis in the region on the poor and
most vulnerable. Economic and financial refarm needs to be matched with actions
and policies by the countries concerned to help protect these groups from the
worst effects of the crisis. We welcome the support for this by the world Bank,
the Asian Devalopment Bank and bllateral donors and the Increased emphasis on
social expenditure in programmes agreed by the IMF;

we are concernad that the difficulties could trigger short-term protectionist forces
bath In the reglon and In our own countries. Such an approach would be highly
damaging to the prospects far recovery. We resolve ta keep our own markets
apen and call on other counlries to do the same. We emphasise the importance
for the affected countries of continued opening of their markets to investment and
trade.

5. Looking ahead Lo the WTO's celebration of the 50th anniversary of the founding of the
GATT next week, we:

reaffirm our strong commitment to continued trade and investment liberalisation
within the muitilateral framework of the WTO;

call on all countries to open their markets further and resist protectionism;
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- strongly support the widening of the WTQ's membership in accordance with
estabtished WTO rules and practices;

- agree to promote public support for the multilateral system by encouraging
greater transparency in the WTO, as in other international organisations;

- reaffirm our support for efforts to complate existing multilateral commitments, .
push forward the bullt-in agenda and tackle new areas in pursuing broad-based
multilateral liberalisation;

- confirm our wish to see emerging and developing economies participate fully and
effectively in the multilateral trade system; commit ourselves ta deliver early,
tangible benefits from thls participation to help generate growth and alleviate
poverty In these countries; and undertake to help least developed countries by:

+ providing additional duty-free access for thelr goods, If necessary on an
autonomous basis,

« ensuring that rules of orjgin are transparant,

¢ asslsting efforts to promote regional infegration,

¢ helping their markets bacome more attractive and accessible to investment
and capital flows.

6. The last point highlights ane of the most difficult challenges the world faces: to enable
the poorar developing counttles, especially in Africa, develop their capacities, integrate
petter Into the global economy and thereby benefit from the opportunities offered by
globalisation. We are encouraged by the new spiril of lilope and progress in Affica. The
challenges are acute, but canfidence that they can be overcome is growing. We commit
aurselves to a real and effectlve partnership I support of these countries' efforts to reform,
to develop, and to reach the internationally agreed goals for economic and social
development, as set out In the OECD’s 21% Century Strategy. We shall therefare work with
them to achleve at least primary education for children everywhere, and to reduce
drastically child and maternal mortality and the proportion of the world's papulation living in
extreme poverty.

7. To help achleve these goals, we intend to implement fully the vision we set out at Lyon
and Denver. We therefore pledge ourselves to a shared international effort:

- to provide effective support for the efforts of these countries to bulld demacracy
and good governance, stronger civil society and greater transparency, and to take
action against corruption, for example by making every effart to ratify the OECD
Anti-Bribery Convention by the end of 1998;
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to racognisc the importance of substantial levels of devalopmant assistance and to
mobilise resources for development in support of reform programmes, fulfilling our
responsibllities and in a spirit of burden-sharing, including negotiating a prompt
and adequate replenishment of the soft loan arm of the World Bank (IDA 12) as
well as providing adequate resources for the Enhanced Structural Adjustment
Facility of the IMF and for the African Davelopment Fund;

to work to focus existing bilateral aid and investment agency assistance in support
of sound reforms, including the development of basic social infrastructure and
measuras to improve trade and investment;

to work within the OECD on a recommendation on untying aid to the least
developed countries with a view to proposing a text in 1999;

to support the speedy and determined extension of debt rellef to more countries,
within the terms of the Heavily Tndehted Poor Countrles (HIPC) initiative agreed
by the International Financial Tnstitutions (IFIs) and Parls Club. We welcoma the
progress achlaved with six countrles already declared eligible for HIPC debt rellef
and a further twa cauntries likely to be declared shortly, We encourage all eligible
cotintries to take the policy measures needed to embark on the process as soon as
possible, sa that all can be In the process by the year 2000. We will work with the
Intarnational Institutlons and other creditors to ensure that when they qualify,
countries get the rellef they need, including interim relief measures whenever
necessary, to secure a lasting exil from their debt problems. We expect the World
Bank to joln the future financial effart to help the African Development Bank
finance its contribution to the HIPC inltiative;

to call on those countries whe have not already done so to forgive aid-refated
bilateral debt or take comparable action for reforming least developed countries;

to enhance mutual cooperation on Infectious and parasitic discases and support
the World Health Organisation's efforts In those arcas. We support the new
initiative to "Roll Back Malaria” ta relleve the suffering experienced by hundreds of
millions of people, and significantly reduce the death rate from malaria by 2010.
We will also continue our efforts to reduce the global scourge of AIDS through
vaccine development, preventive programmes and appropriate therapy, and by
our continued support for UNAIDS. We welcome the French proposal for a
"Therapeutic Solidarity Initiative" and other proposals for the prevention and
treatment of AIDS, and request our exparts to examine speedily the feasibility of
their implementation.
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8. We see a particular need to strengthen Africa’s ability to prevent and easc conflict, as
highlighted In the UN Secrctary General’s recent report. We wilf ook for ways to enhance
the capacity of Africa-based institutions to provide training in copflict prevention and
peacckecping. We also need to consider further ways to respand to the exceptional needs
of poor post-confiict countries as they rebuild thelr political, economic and social systems,
in @ manner consistent with democratic values and respect for basic human rights. In
addition to Immediate humanitarian assistance:

- we recognise the need for technical and financial assistance in creating strong
democratic and economic institutions, supporting good governance alongside
programmes of macroeconomic and structural reform supported by the IMF and
World Bank., We call on the World Bank to play a strong role in co-ordinating
bilateral and multilateral assistance in these areas;

- we also agree on the need to consider ways for dabt relief mechanisms, Including
the HIPC initative where appropriate, to he tsed to ralease mare and earlier
resources for essential rehabilitation, particularly for those countries with arrears
to the IFIs.

9. A crucial factor in ensuring sustainable development and global growth Is an efficient
energy marketr. We therefare endorse the results of our Energy Ministers' Meeting in
Mascow In April. We shall continue cooperation on energy matters in the G8 frarework.
We recognise the Importance of soundly based political and econormic stabilily in the
reglons of energy production and transit. With the objeclive of ensuring reliable, economic,
safe and environmentally-sound energy supplies to meet the projected increase in demand,
we commit ourselves to encourage the development of energy markets. Liberalisation and
restructuring to encouraye efficlency and a competitive environment should be supported
by transparent and non-discriminatory national legislative and regulatory frameworks with a
view to establishinyg equilable reatment for both government and private sectors as well as
domestic and forelgn entities. These are essential to attract the new investment which our
energy sectors need. We also recognise the impartance of international co-operation to
develop economically viable international energy transmission networks, We shall pursue
this co-operation bilaterally and multifaterally, including within the framework and principles
of the Energy Charter Treaty.

10, Considering the new competitive pressures an our electric power sectors, we reaffirm
the commitment we made at the 1996 Moscow Summit to the safe operation of nuclear
power plants and the achievement of high safety standards worldwide, and attach the
greatest Importance to the full Implementation of the Nuclear Safety Account grant
agrcements. We reaffirm our commitment to the stated misslon of the Nuclear Safety
Working Group (NSWG). We agread to deepen Russia's role in the activities ot the NSWG,
with a view to evantual full membershlp in the appropriate circumstances. we
acknowledge successful caoperation on the pilot project of the International Thermonuclear



*500440 05043 Buinuijuoo 03 pJemIo) Joo] am pue ‘sUojIeN

POjjuN U3 Jo saaidshe ay3 Jopun s3saloj Lo yiom Bujobuo ay3 poddns AjBuois spy saMm
1se] paysignd swiweiBold uopoy go Sy Jo uopEuaejdw] Uo ssalboud INO SSISSE |[IM DM
0002 J23A 2U3 U] *$159.104 SAI95U0D pue sbkeuew Ajqeujesns o paubisap suioya jedjpeid
pUR SYIOMSLURLY DAY SloW puR JaRaq JO pur ‘Uniriadond |eqoyB Jo aduepodwi

[epnd 3y} S3ensny) ‘Ajiiqess [eojiljod pue Umo.b ojuiounds UsA3 JNQg JUSWUOIAUS N0 Aluo
j0U BujUSIPaIY) ‘UDZeLLY 3} puB BISY 1SBD-1IN0S | Sy 15910) BUEISEASP JUSdal BUL "ZT

*UOISYJIP puR YuUBLIdoRARD |PI1BOjOULIS) 830W0Ld 01 5913UNod
BujdojeASp LM S)I043 JNO SOURYLS OS|R (|BYS SM "SPEBU usudojensp pue
S3OUBISWNDIID |BUOHEU JiI3y] 03 sjedoidde ‘Suswijuiuivd pue spoys AlRunjoa
3AS|yoe 03 S813unod Bujdojaasp ynm Jayiabog yiom jim 8m Buimalb s suoissiwe
JO 9Jeys 850Um pue abueyd siew||s AQ paIoRke 150w aq 03 ANl 3. Yoiym
‘Sajunua Buldoensp Wo.y uopedpiued Buisesioul 03 pJemios Joo) ap Ajtjioed
JUBLIUCIAUT [BYLlS au3 Buipnjpul ‘suonmnsy) Bulsixe Jo ssiedxe pue sousiisdxs
9UI U0 mMeJp 150 JUBIW 31 moy Buipriul lom ved wsiteyssw juswdopasp ues)d
8y Moy U0 B|qissod se Uoos se Juswasibe yoeas 03 We |t 3M “suoissiwa seb
asnoyusa16 sanpel Jo 1wl o1 s1ebJe1 Guysigelss uj uoiedioiued 1eqoib sseauau
03 S21IUN0Y || aim Bupliom Jo SAeM JE 00| OS|E JlIM 9p "uwmne siyl $d0D

Jo Bupssw saJly sousng ayj Joj asedesd o sI8UI0 UIM pUR Joyisboy som |imem -

owibads

aoueldwod sAIPaLR UB pue WajsAs bujpel; jussedsuel} pue uado ‘s|qellisa

’3|qejunoase ‘ejgeadious Ue alnsus [|im Jey) sejdpuld pue se|nd dn melp

03 Wik B "SHUIS U0 pue “Wsjueyosuw jusiudojeasp ues)d ayj pue uojiejuswaidil

jujof ‘bujpeJ; suojss|wWs poseq-jenJew jeuolieulsiul 58 yans sWsjiueyosw s|qixel uo
JaUHNJ oM ||im am ‘suoioe asswop Jusiuaiddns o3 ‘sAes jooojold 0JoAy ouj se -

IsUojssiwD seb oshoyuoalb
Ajueoyjubis oonpal o3 Alessaoau 5dajs auj AjjediiSSLWUop S)EHSPUN UJeI [(IM aM -

IPUD SjY] 01, “AlIjLDd £ 030AY oyew pue AJijed 0] Aless3oaU S| 3843 YoM Jaypny

O3 U0 HEIS JURBIN LB B 0F DAJOSDI PUB iBDA X3U 3Y3 UM 3] UBIS 03 sh 4o 3531 243

4O UojUIIUL BU3 WU pue &N Jo aWwos Aq |02030.d B3 JO ainjeubis Juadal B4 SllodjsM
3M 'Suoiss|wsa seb ssnoyusasb aonpal o} sHoys 4no Uj jujod Builin] 5liojsIY @ seMm sjabiey
Buipuiq Afeb3| UM |00030.d B JO 0J0AY e uoiydope syl 'S|IseD spae iR Bupiesw sisasully
JUBWIUOIIAUZ INO O s3jnsad 9Ly 9sopuU9 puB ‘3| S5a.ppR 03 UDIRUILLISISP JNO LWLILUOD M
‘0bLRYD 33BWUld suews) AYsadsold $njny Ino 0] 1R3IU] [eIUSLILOIIALS 153]RaIB UL 'TT

"usLUdojRASP LioJSH) Jeajant! IAD In)
LoRIRAAND |RUOHBLLISIUL aNU[UO3 0 3|qelssp i JSpISL0d pul (YaLl) Jopeay (ejuatliadxy

JHUWing tieyBuuLg 8yl

8661




1998

The Birmingham Summit

Growth, emiployability, and inclusien

13. All our people, men and women, descrve the opportunity to contribute to and share in
national prosperity through work and a decent standard of living. The challenge Is how to
reap the benefits of rapid technological change and ecanomic glahalisation whilst ensuring
that all our citizens share In these benefits by increasing growth and job creatian, and
huilding an incluslve socicty. To accomplish this, we recognise the importance of
modernising domestic economic and social structuras within a sound macro-economic
framework. To these ends we strongly endorse the saven principles agreed by the G8
Finance, Economic, Labour and Employment Ministers at their London Conference in
February on "Growth, Employability and Inclusion”. We also welcome the conclusions of
the Kobe Jobs Conference of Novamber 1997, with their particular focus on active ageing.

14, We discussed and welcomed the Action Plans we have each produced to show how the
seven principlas of the London Conference are being implemented. By sharing national
expariences and best practices In this area, we can improve our policies and responses.

We underlined the Importance of the involvement of emplayers and unions In sacuring
successful implementation of these Plans.

15. The Action Plans show that individually we are all making new commitments to

improve employability and job creation in our countries. In particular, we have committed
ourselves to:

- measures to help young, long-term unemployed and other groups hard hit by
unempinyment find work;

- measures to help entrepreneurs {o set up companies;

- carrylng out structural reforms, Including making tax and benefit systems more
employment friendly and jiberalisation of product markets;

- measures to promote lifelong learning.

16. Each country confirmed Its determination to introduce the measures set out in its
Action Plans and to pursue the concept of active ageing. Measures on active ageing should
explore what forms of work are appropriate to the needs of older workers and adapt work
to suit them accordingly.

17. These measures will help generate soundly-based and equitable growth. We are also
willing to share our principles and experlences; including in the relevant International
institutions particularly the ILO, OECD and the IFIs, to halp foster growth, jobs and
inclusion not only in the G8 but throughout the world. We renew our support for glabal
progress towards the implementation of internationally recognised core jabour standards,
including continued collabaration between the 1LO and WTO secreatariats in accordance with
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the canclusions of the Singapore conference and the proposal for an ILO declaration and
implementation snechanism on these labour standards.

Combating drugs and_international crime

18. Globalisation has been accompanied by a dramatic increase in transnational crime.
This takes many forms, including trafficking in drugs and weapons; smuggling of human
beings; the abuse of new technologies to steal, defraud and evade the law; and the
laundering of the proceeds of crime.

19. Such crimes pose a threat not anly to our-own citizens and their communities, through
lives blighted by drugs and societies living In fcar of organised crime; but also a global
threat which can undermine the democratic and economic basis of socictics through the
Investment of illegal money by International cartels, corruption, a weakening of institutions
and a Joss of confidence in the rule of law.

20, To fight this threat, international cooperation [s indispensable. We oursclves,
particularly since the Lyon summit in 1996, have sought ways to improve that cooperation.
Much has already been achieved. We acknowledge the work being done in the UN, the EU
and by other regional groupings. We welcome the staps undertaken by the G8 Lyon Group
to Implement its 40 Recommendations on transnational organised crime and the proposals
G8 Justice and Interlor Ministers announced at thejr meeting in Washington last December.
By working together, our countries are helping each other catch criminals and break up
cartels. But more needs to be done. There must be no sate havens either for criminals or
for thelr monay.

21, We have therefore agreed a number of further actions to tackle this threat mare
effectively:

- We fully support efforts to nagotiate within the next two years an affective United
Nations convention against transnatlanal organised crime that will pravide our
jJaw enforcement autharities with the additional tools they need.

- We agree to Implement rapldly the ten principles and ten point actlon plan agreed
by our Ministers on high tech crime. We call for close cooperation with induslry
to reach agreement on a legal framework for oblaining, presenting and preserving
electronlc data as evidence, while maintining appropriate privacy prolection, and
agreements on sharing evidence of thase crimes with international partners. This
will help us combal a wide range of crime, including abuse of the internet and
other new technologies.

-  We welcomed the "ATT decision to continue and enlarge its work to combat
money-laundering in partnership with regional groupings. We place special
emphasis on the issues of money laundering and financial crime, including issues
raised by offshore financial centres. We welcome the proposal ta hold in Mascow
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In 1999 a Minlsterlal meeting on combating transnational crime. We agreed to
estahlish Financlal Intelfigence Units (FIUs) where we do not already have them,
in line with our natlonal constitutions and legal systems, to collect and analyse
Informatlan on those engaged in money laundering and ligise with the equivalent
agencles In partner countries. We agreed on principles and the need for adequate
legislation to facililate asset confiscation from convicted criminals, Including
ways to help each other trace, freeze and confiscate those assets, and where
possible, In accordance with national legislation, share selzed assets with other
natians,

- We agree on the need to explore ways of combating official corruption arising
from the large flows of criminal money.

- Wa are deeply concerned by all forms of trafficking of human beings including
the smuggling of migrants. We agreed to joint action to combat trafficking in
women and children, including efforts to prevent such crimes, protect victims and
prosecute the traffickers. We commit ourselves to develop a multidisciplinary and
comprehensive strategy, including principles and an action plan for futurc
cooperation amengst oursclves and with third countries, Including countrics of
origin, transit and destination, to tackle this problem. We consider the future
comprehensive UN organised crime convention an important instrument for this
purpose.

- We endorse joint law enforcement action against organised crime and welcome
the cooperation between compatent agencies in tackling criminal networks, We
agree to pursue further action, particularly in dealing with major smuggling routes
and targating spacific forms of financial fraud.

- We endorse the Lyan Group’s principles and action plan to combat llegal
manufacturing and trafficking of firearms. We welcome its agreement to work
towards the elaboration of a binding international legal instrument In the context
of the UN transnational organised crime convention.

22. We urge the Lyon Group to Intensify Its on-going wark and ask our Ministers to report
back to our next Summit on prograss an the action plan on high tech crime, the steps
taken against money laundering and the jolnt action on trafficking In human belngs. We
also walcome the steps agreed by our Environment Ministers on 5 April to combat
environmental crime.

23. There s a strong link between drugs and wider interpational and domestic crime. We
welcome the forthcoming UNGASS on drugs. This should signal the international
community’s delermination in favour of a comprehensive strategy to tackle all aspects of
the drugs prablem. For its part, the G8 is committed to partnership and shared
responsibility in the international community to combat illicit drugs. This should include
reinforced cooperation to curh illicit trafficking in drugs and chemical precursors, action to
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reduce demand in our countries, Inciuding through policies to reduce drug dependency, and
support for a global approach to eradicating illicit crops. We welcome the UNDCP’s global
approach to eliminating or signiticantly reducing lliicit drug production, where appropriate
through effective alternative development programmes.

Non-Proliferation and Export Contrals

24. The proliferation of weapons nf mass destruction and thelr delivery systams threatens
the security of every nation. Our cauntries have been In the forefront of efforts to pravent
proliferation, and we have worked cinsaly together to suppart International non-
proliferation regimes. We pledge to continue and strengthen this co-operation. As a key
element of this co-operation, we reaffirm our commitment to ensure the effective
implementation of export cantrols, in keeping with our underlakings within the non-
proliferation regimes. We will deny any kind uf assistance to programmies for weapons of
mass destruction and their means of delivery. To this end, we will where appropriate
undertake and encourage the strengthening of laws, regulations and enforcement
mechanisms. We will likewise enhance amongst ourselves and with other countries our
co-operation on export control, including for instance on the exchange of information, We
will ask our experts to focus an slrengthening export control implementation. And we will
broaden awareness among our industrial and business communities of export control
reguirements.

ear 2000

25. The Year 2000 (or Millennium) Bug problem, deriving from the way computers deal
with the change to the year 2000, presents major challenges to the international
community, with vast implications, in particular in the defence, transport,
telecommunications, financlal services, energy and environmental sectors, and we noted
the vital dependence of some sectors on others, We agreed to take further urgent action
and to share Information, among oursclves and with others, that will assist in preventing
disruption in the near and Jonger term. We shall work closely with business and
organisations working In those sectors, who will bear much of the responsibility to address
the prohlem. We will work together in international organisations, such as the World Bank
to assist developing countries, and the OECD, to help solve this critical technological
problem and prepare for the year 2000.

Next Summit

26. Wa accepted the invitation of the Chancellor of the Federal Republic of Germany to
mest again next year in Kéln on 18-20 June.

17 May 1998
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NORTHERN IRELAND

We warmly welcome the Belfast Agreement reached on 10 April. We
commend all those involved in achieving an outcome which reflects the
fundamental aspirations of both parts of the community In Northern Ireland
and secures their rights, We recognise that the Agreasment must win the
support of the people in Northern Ireland and the Republic of Ireland. While
acknowledging that [t presents challenges to all parties, we hope it will
achisve the widest possible support, not only as a basis for political stability
and peace but also as an oppartunity for ecanomic development and
prosperity for all Northern Ireland’s people. We pledge our countries' support
for this process.

INDONESIA

We are deeply cancerned at the situation in Indonesla, especlally the recent
-upsurge of violence and the loss of life. We deplore the klliings and urge the
authoritles to show maximum restralnt, to refrain from the use of lethal force
and to respect Indlvidual rights. We call on the public to express their views
peacefully. It is essential to avoid an escalalion of violence,

We recognise the hardship the economic crisis has caused. We believe the
economic reform programme agreed with and supported by the international
financial institutions is the only way to restore confidence and growth, and
fully support the government in implementing it. But successful economic
reform and international support for it will require sufficient political and social
stabliity. We will continue to work, together with the international financial
institutions, to support reform and alleviate hardship.

The current social unrest indicates that, to resolve the crisis, political as well
as economic reform is necessary. The need for political reform is widely
acknowledged In Indonesla. We encourage the authorities fo respond rapidly,
by opening a dialogue which addresses the aspirations of the Indonesian
people and by introducing the necessary reforms.

11
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FRY/KOSOVO

The continuing violence in Kasove has revived fears of a new Balkans war.
The region has already scen too much bloodshed. A political solution to the
problem of Kosovo is vital for the peace and well-being of all the people of
the region.. We consider the meeting on 15 May between President Milosevic
and Dr Rugova to be a positive first step. It Is particularly important that
President Milosevic has assumed persanal responsibility in the search for a
resolution of the problems of Kosovo, including its future status. We urge
both sides to ensure that the dialogue now begun leads rapldly to the
adoption of concrete measures to lower tensions and stop violence.
Resolving the issue of Kosovo's status will be difticult but is essential for the
goad of all those living in the Federal Republic of Yugoslavia.

Peace and stability In kurope rest on the principles that borders are inviolable
and that political change must come aboult through peaceful means. We
reject ferrarism and violence from any side to achieve political goals or to
stifle dissant. The states of the reglon should themselves contribute to a non-
vialent solutian ta the crisls. All states should cooperate in addressing the
problem of refugees and displaced persons.

We underline Lhe imporlance of cooperation with the Gonzalez mission. We
sland ready O promole a clear and achievable path towards the FRY's full
integration info the international community. But If Belgrade fails to build on
recent progress and a genuine political pracess does not get underway, its
isolation will deepen,

The elections in Montenegro on 31 May must be free, fair and in keeping with
democratic standards and their results must be respected by all.

BOSNIA AND HERZEGOVINA

We welcome the progress that has recently been made on peace
implementation In Bosnia and Herzegovina and support the High
Representative’s active role in promoting the psace process. This is a critical
year for consolidating peace In Bosnia, especially for refugee returns and
democratic development, with nationwide elections scheduled for September.
While the people of Bosnia have accomplished a great deal under very
difficult circumstances, we look to Bosnla’s leadears to work harder to create a
stable and prosperous fiirure far all the country’s cltizens,

12
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MIDDLE EAST PEACE PROCESS

We are deeply concerned at the continuing stalemate in the peace process,
with concluded agreements nat yet belng implemented. We encourage all
efforts to help revive the peace process. We strongly support the efforts to
gain the agreement of the parties to a package of constructive and realistic
ideas which have already been presented by the United States, including a
second Israeli redeployment, We welcome Palestinian agreement in principle
to these Ideas which, if accepted by all sides, would lead to the resumption of
final status talks. We call on Israeli and Palestinian leaders to refrain trom
unilateral acts which pre-determine the final status negotiations and
undarmine confidence. We remaln datermined to work with all the parties -~
Israel, the Palestinians, Syria, Lebanon - for a comprehensive peace. A
resumption of Israeli-Palestinian negotiations would build confidence in the
region and help to restore momentum to the peace process as a whole. A
continuing blockage on the other hand could have grave consequences for
security throughout the region. '

INDIAN NUCLEAR TESTS

We candemn the nuclear tests which were carried out by India on 11 and 13
May. Such actlon runs counter to the will expressed by 149 signatories to the
CTBT to cease nuclear testing, to efforls Lo strengthen the global non-
proliferation regime and to steps to enhance regional and international peace
and security. It has been mel by immediate international concern and
opposition, from governments and more widely. We underiine our full
commitment to the Non-Proliferation Treaty and to the Comprehensive Test
Ban Treaty as the cornerstones of the global non-proliferation regime and the
essential foundations for the pursuit of nuclear disarmament. Wc express our
grave concern about the Increased risk of nuclear and missile proliferation in
South Asla and elsewhere. We urge Indla and other states in the region to
refrain from further tests and the deployment of nuclear weapons or ballistic
missiles. We call upon India to rejoin the mainstream of international opinion,
to adhere unconditionally to the NPT and the CTBT and to enter into
negotiations on a global treaty to stop the production of fissile material for
nuclear weapons. India’s relationship with each of us has been affected by
these developments, We are making this clear in our own direct exchanges
and dealings with the Indian Government and we call upon other states
similarly to address their concerns to India. We call upon and encourage
Pakistan to exercise maximum restraint In the face of these tests and to
adhere to international non-proliferation norms.
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RESPONSE BY THE PRESIDENCY ON BEHALF OF THE G8 TO THE
JUBILEE 2000 PETITION

On behalf of the G8 Heads of State and Government gathered here In
Birmingham, I welcome the commitment so many of you have shown today
to help the poorest countries in the world. Your presence here is a truly
impressive testimony to the solidarity of people in our own countries with
those in the world’s poorest and most indehted. Tt is also a public
acknowledgemant of the crucial importance of the question of debt.

I can assure you that all leaders here fully share your concern over the debt
burden faced by many poor countries. Mare than that, we are all committed
to helping heavlly indebted poor countries free themselves from the burden of
their unsustainahle dehts. This Is why over the years we have, where
possible, cancelled hilateral ald debt and in the context of the Paris Club
rescheduled or cancalled substantial propartions of other bilaleral debt.
Aware that this stlif was not enough, we initiated in Lyon two years ado, the
Heavlly Indebted Poar Countries Initiative designed to ensure a sustainable
exlt from their debt burden for all the most affected countries, Over the last
three years, officlal creditors in Lthe Paris Club have forgiven in favour of the
poorest countries US$ 8 billion with more than US$ 5 billion of that relief
going to Africa,

Since Lhen we have focused our attention on implementing the Initiative
successfully. This requires a partnership between creditors and debtors and
effort on both sides. Debt relief in itself is no magic solution; 1t can only be
pait of the answer to achieving sustainable development. Where a country
shaws a real will to pursue palicies that will relieve poverty and build a sound
economy, we will do our part and contribute the funds necessary to reduce
their debt burden to a sustainable level. This will ensure that the resources
freed up are put to good, productive use, generating growth and bringing real
benefits ~ in the form of better cducation, better health, and sound, honest
government — to the poorest people. We will continue to support such efforts
through our development assistance programmes, through which G8
countries currently deliver some US$10 billion a year to heavily indebted poor
countries.
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So far six countries have qualified for debt relief from the HIPC initiative
totalling around US$ 5.7 blllion. Among thase six countries, Uganda has
been the first to complete the procass, recently receiving additional debt relief
of nearly US$ 650 milllon. In addition to these countries, fwn more countries
have already benefited trom preliminary positive indications regarding their
possible eligibility under the HIPC Tnitiative.

Our ambition, reaffirmed by all GB leaders today, Is to ensure the speedy and
determined implementation of the Initiative and encourage all eligible
countries fo take the palicy measures needed to embark on the process as
snon as passible, sa that all can be in the process by Lhe year 2000, We will
work with the othars concerned to ensure that all eligible countries yet the
rellef they need to secure a lasting exil lrom their debt problems, We are
keenly aware of the Importance of making progress. For the sake of our
cltizens In our own and &l ather countries, we must not fail.

16 May 1998
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Friday, May 15, 1998

G7 CHAIRMAN'S STATEMENT

1. The Heads of State or Government of the G7 countries and the President of
the European Commission met today, 15 May, to discuss the world economic and
financial sltuatlon, and the challenges we face in strengthening the global financial
system.

e CONo

2. We discussed racent developments in our own economies and economic
developments in the rest of the world. In our own economlas we will work together
to achieve sustained non-inflationary growth. Such growth and stability are more
important than ever, not only for our own economies, but also for other economies
in the world, particularly the recovering economies in Asia.

3. We also agreed that the challenges facing each of our ewn economies remain
different:

- the US, Canada and the UK have enjoyed continued strong growth. In these
countries the task is to sustain grawth while standing ready to prevent any
possible resurgence in inflationary pressures and whlile increasing national
savings in the US;

» In Germany, France and Italy, economic grawth galned momentum last year
and is now strengthening further; It Is Impartant that it be Increasingly supported
by domestlc demand, which will have & positive effect on employment.
Continuing structural reform is also essential Lo Improve Lhe longer lerm
prospects for growth and employment.

- We strongly welcome the Japanese Government’s substantial econemic policy
package announced last month and the progress toward implementation to
revive confidence and to achieve long-lasting domestic demand-led growth,
Japan explained Its Intention fo strengthen the financial system, including by
resolving decislvely nan-performing asset problems, and stressed the importance
of prometing structural refarms.

4. We welcome the decisions taken on 2 May on the establishment of European
Economic and Monetary Union. We look forward to a successful EMU which
contributes to the stability of the international monetary system. The commitment in
Curopean Unlon countries to sound fiscal policies and continuing structural reform is
key to the long term success of EMU, and to improving the prospects for growth and
employment,
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5. We recognise that all countries In the world have an interest in growth and
stability in our countries. Equally we have an interest in sustained growth and
stabifity in their economies. While we are encouraged by the progress in
implemnenting sound policies In emerging markets that have heen affected by the
Asian crisis, events in racent days demonstrate that the situation remalns fragile. In
particular, we welcome the contribution made tn glahal stahility by the pursult of
sound econamic and financial policies. Mareaver, prompt action by some emerging
and transition countries to strengthen their economic palicles has helped limit
spillover effects. Sound macroeconomic palicles, apen markets and continued
structural reform in all countries are essentlal far long term stability in the world.
Recent experience emphasises the Importance also of good public governance.

eni ' (30

6.  Globalisation has the pawer to bring immense economic benefits to all
countries and peaple. But the Aslan financial crisis has revealed that there are
potential weaknesses and vulnerabilities in the global financial system. In particular
we are conscinus of the serious human and soclal consequences of such crises
when they occur. We therefore see an urgent need to take steps to strengthen the
glnhal financlal architecture, to reduce the risks of such crises recurring in future and
ta praduce a system that is more robust to shocks when they occur.

7. Previous summits have also dealt with ways of strengthening the global
financlal system, and this should be seen as a continuing process of reform. Itis
essential for individual countries to pursue sound economic policies, open markets
and good governance, If stability Is to be achleved. At the same time we confirm
the central role we see for the International Financial Institutions (IFIs) in promoting
these sound palicies, in helplng to prevent failures in future and in responding when
crises oceur, Their response has been crucial in addressing recent problems and we
must find ways to strengthen their role in the future.

8. We welcome and endorse the report by our Finance Ministers on ways to
strengthen the qlobal financlal architecture. Of their ideas, we attach particular
importance to the following:

’ increasing transparcncy:

- encouraging IMF members to provide more accurate and
accessible financial data for example by subscribing to its Special Data
Dissemination Standards and Identifying publicly those who fail to
meet the Standards;

- welcoming the adoption of a code of good practice on
transparency in fiscal policy and encouraging its promation and
supporting consideration by the IMF of a similar cade of good practice
far financial and monetary policy.
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encouraging the IMF to publish more Information about its
membars and their policies, including its concerns about members’
policy making and vulnerabilities; and aiso te publish more information
about its own declsion making.

. helping countries throughout the world prepare for glabal
capital flows!:

- providing advice on how best to manage orderly capltal account
liberalisation and assisting them with the required strengthening of
domestic policies and institutions.

. urging the IMF to examine how to moenitor effectively capital
tlows, particularly short term flows, to provide information and promole
market stahility.

. strengthening national financial systems:

- encouraging all countries to adapt and implement the Basle
Core Principles on Effeclive Banking Supervision,

- developing inlernational codes and guidelines for corporate
governance and accounting principles.

- eslablishing a system of multilateral survelllance of national
financial, supervisory and requlatory systems. Our Finance Ministers
will cons|der ways, and have asked the relevant international
institutions to develop propasals on ways to achieve greater co-
operation In this area, including options for institutional reform.

. ensuring that the private sactor takes full responsibllity for its
own decisions in order to reduce moral hazard:

- developing a framework to ensure that the private sector plays a
timely and appropriate rolc in the resolution of financial crises.

- asking the IMF to signal that in the event of a crisls it will be
prepared to conslder lending to countries that are In arrears, including
in situations where debt standstills have arlsen, if the debtor country
adopts appropriate adjustment policies.

- encouraging clauses in international bond issues that allow for
re-negotiation in the event of default.

9. We ask our Finance Ministers to take forward these ideas in co-operation and
discussion with emerging markat and other countries, with the Internatlional
Financial Institutions and the private sector, We also ask our Finance Ministers to
consider further how the existing glohal discussion fara, particularly the IMF's
Interim Committee, could be developed to permit 2 deeper and more effective
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dialogue. We hope firm proposals on all these issues can be put forward for decision
later this year, and we ask our Finance Ministers to repart to us on prograss without
delay.

Ukraine

10. We renewad our resolve to work with Ukralne to implement strong financial
and economic reform. We look forward to the Ukrainian government and parliament
taking tha steps necessary to agree on an Extended Financing Facility with the IMF.

11,  We reaffirmed our commitment to the full implementation of the
Memorandum of Understanding (Mol) hefween the G7 and Ukraine. In addition we
have made a major effort with the funding of the Sheiter Implementation Plan. We
note that the funding from the 7 and other International donors envisaged under
the MoU Is dependent on the closure of Chernobyl taking place on schedule by the
year 2000, The safety of Chernobyl Unit 3 is already giving rise to concern.

12.  we commend the Ukralnlan Government’s decision to adoptl & Financial
Recovery Plan for the enargy sector. We look to the Gavernment of Ukralne to
implement the fundamental reforms which gre needed to make investments in the
energy sector and elsewhere financially viable. With the Financial Recovery Plan in
place, we [ooK to the EBRD to comnplele iLs review of the Khmelnitsky 2 and Rovno 4
(K2/R4) project swiftly and to contribute substantially to a successful loan package,
while respecting the Bank’s due diligence requirements. This, like the other funding,
wlil of course depend on the Ukrainian Government fulfilling its undertakings under
the MoU.
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STRENGTHENING THE ARCHITECTURE OF THE GLOBAL FINANCIAL SYSTEM

Report of G7 Finapnce Ministers to G7 Heads of State or Government for
the eeti i a 998

Previous summits have focussed on ways Lo strengthen the global financial system.
Over the past four years considerablc progress has been made in the face of rapid
globalisation and technical change in developing and implementing specific
recommendations. However, the process of glabalisation and recent events in Asia
have revealed a number of weaknesses and vulnerabilities in national and
international financial systems, as well as in the borrowing and lending practices of
banks and investors. We therefore need to act to strengthen the global financial

system, both to reduice the likelihood of such crises aceurring in future and to improve
our technlques for handling crises when they do occur,

2. This repart presents proposals where there Is now an emerging consensus for
modifications to the architecture of the Infernational financial system. It does not,
however, complete the process, There are important aspects of the issues discussed
that require further work. Discussion within our countries, with emerging market
countries and other Interestad countries, with the International Financial Institutions
and with the private sector will continue over the coming months.

3. We have identified the need for action In five kay areas:
- enhanced transparency;

- helping countries prepare for Integration Into the global economy and
for free global capital flows;

- strengthening national flnancial systems;

- ensuring that the private sector lakes responsibility for its lending
decisions;

- enhancing further the role of the International Financial Institutions and
co-operatlan between them.

This report outlines how work Is being taken forward in each of these areas and
signals a number of areas for further work.

4. Broad based prosperity and growth require financial Institutions, commercial
enterprises and entrepreneurlal individuals that are prepared to take risks, Risk
Inevitably Involves the paossibliity of fallure, We could not and should not seek to
- gliminate fallure entirely, rather large financial systcms need to be robust enough to
accammadate the occasional failure and to contain risks which might threaten the
whole financial system. And borrowers and lenders, be they govarnments, companies
or individuals should be responsiblc for their decisions and actions. The principles
and measures sct out below are designed to help meet these objectives. -
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5. This report focuses on & range of areas where specific changes could help
prevent and handle future crises. This focus should not undermine the important
message that, as far as individual countries are concerned, the pursuit of sound
economic policies thal promote sustainable broad based non-inflationary growth is the
most important single contribution to avoiding a crisis. And when countries
Implement an IMF supported reform programme, their commitment to and ownership
of the programme is crucial to Its success. Sound policies need to tackle structural
econoric Issues so that sufficient provision is made for the paorest sections of society
and other vulnerable groups, development Is sustainable and living and working
slandards for all are improved. This is also key to securing the suppart needed for
successful economlc reform. In this respect we also encourage the IMF and MDBs to
work with the 1LO to promote core labour standards and with the competent
international Institutions to promote sound environmental standards.

Transparency
isclos t info

6.  Accurate and timely economic data are essential for prudent ecanomic
management, improved risk assessment by investors, enhancad markat stability, and
effective surveillance. The Aslan cricis has revealed the naed, for example, for batter
and morc timely information on countries’ official International reserve assets and
reserve-related liabilities and on the short term extarnal assets and liabilities of the
financial sector,

7. Workis underway to improve the timeliness and accuracy of data.

e We welcome the efforts of the Bank for International Settiements (BIS),
working with national authorities, to continue to speed up the collection and
publication of data on the level of external bank exposure and ta imprave
the quality of that data.

« The IMF should continue to look at ways of encouraging Its members to
provide transparent data, Including for example through its survelllance
work and In particular by encouraging countries to subscribe to its Special
Data Dissemination Standards (SDDS). It Is working to updale the
standards to include Internationally comparable measures of reserves, the
external exposure of financlal sectors and indicators of financial sector
stability. It shauld examine the best approach for improving the quality of
data on external debt of the corpurale seclor. It needs to ensure member
countries that subscribe to these standards implement them fully. The Fund
should find ways of publicising failures to meet the standards, perhaps by
detalling complaints on its Internel Bulletin Board and by publicly removing
countries from the SDDS If they fall to remedy such failures. We recognise
that this Is @ major investment for emerging market countries and call for
technlcal assistance to be made available to assist them in their efforts.
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¢ We also encourage the private sector to make full use of the SDDS as a
source of information on ecanomic and financial statistics, and as an
indicator of the transparency and quality of national data, and to play their
part In the ongaing effort to improve data standards.

8. In addition, It would be useful if countrics were to provide more qualitative
descriptive Information on their financial systems, markets, institutions, laws, and
other aspects of the financlal scctor Including detail on banking supervision,
bankruptcy procedures and the credit culture, skills and structure of banking sectors,
including the relationship between banks and the government and Industrial sector,
We need to consider further, in conjunction with the International Financial
Institutions, who should callect this information and how it should be published.

Openness olj

9. More openness in national policy making could have helped anticipate the
crisis, and more generally helps to inform the market as well as promote public
understanding and support for sound policies.

« In this context, we particularly welcome the IMF's Code of Good Practices
on Fiscal Transparency. We also welcome the IMF's decision to examine the
case for developing a similar code for financial and monetary policy. We
think the code on fiscal transparency, and a further code on financial and
monetary policy, would provide useful benchmarks far assessing the
opennass of palicy making during Article TV consultations. We will also he
encouraging the Multilateral Nevelopment Banks to promote the code.

« We encourage the IFIs to place mare emphasis on governance Issues and
the opennass of the palicy making process In their operations and
surveillance work,

Openness at the International Financial Institutions

10. The Fund and World Bank have traditionally communicated their concerns and
recommendations for policy actlon in confidence. This avolds the risk of provoking an
undue market reactlan and gives countries the opportunity to take action on thelr own
account. However, we think there Is & case for greater apenness at the Fund and the
world Bank, as well as for encauraging members to comply with the standards they
and others set and advice they provide.

11.  ILIs Important for the IMF and World Bank to publish information on member
countries on a reguler basis to help Investors take better informed decisions. The
World Bank and the MDBs have made substantial progress on this front over a period
of years. The IMF has also taken steps to provide more Information in recent years. In
particular the introduction of Press Information Notices (PINS) last year was an
important step forward in enhancing transparency. These enable members to release
the conclusions of IMF Article IV consultations, if they choass to do so.

22



s We need to consider how to build on recent work by the IMF to increasc its
openness. Options Include working towards timely and systematic
publication of PINS for all Article IV consultations, publication of letters of
intent and policy framework papers, and including more country detail in
the IMF's World Economic Outlook. It is alsa important far the IMF and
World Bank to conslder building incentives for countries to publish such
information, for example in programme design.

+ At the World Bank, we believe further serlous consideration should be given
to developing a policy with regard to Country Assistance Strategies aimed at
increasing thelr disclosure.

e There should be further consideration of the possibility of the IMF
developing a mechanism of “tiered responses” to communicate with the
Board and with countries when advice Is Ignored. In addition, it may be
helpful for the Fund to make public statements of concern about its
assessment of countries’ policy making and vulnerabilities.

« We also encourage the IMF and World Bank to consider ways of doing more
to explaln their policies and processes in public - in order fo promote better
understanding of their role in the global economy. We welcome the steps
the IMF has taken to arrange external evaluations of some of Its activities.
We encourage It to explore ways of making this external evaluation mare
systematic.

Helping countries prepare for Glahal Capital Flows

12. International capital flows enable a better global allocation of capilal and fosler
aconomic development. However, events In Asia have shown Lhal weaknesses can
suddenly be exposed by global capital markels, making countries with weak
fundamentals, including weak financlal systems, mare vulnerable to external shocks.
It has also highlighted the dangers of poorly sequenced and unbalanced liberalisation.

¢« To ensure that the process of capital account liberalisation is orderly, it is
impartant that sound macroeconomic policies and supervisory and
regulatory practices are put in place. Correct management of the
liberalisallon process is crucial. And the process needs to be accompanied
by reforms to strengthen the domestic financlal system.

¢ The IMF has and should have an important role to play In this areg,
providing advice on how best to manage orderly capital account
liberalisation and monitoring countries’ vulnerability to capital flows.

+ We support measures to Improve the IMF's capital markets expertise, and
to collect more Information on levels of external dabt as part of Its regular
survelllance work. In doing this, the Fund should collaborate with the Warld
Bank, BIS and OECD.
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s We urge Lthe IMF and other fora to examine haw to manitor effectively
capital flows, including short-term capital flows, with a view to providing
information to the market and promoting stability.

13. Capital account fiberalisation should not be confused with open access to
domestic markets for forelgn firms.

» Open access to domestic markets for foreign firms can help with the
development of the deep and liquid domestic financial markets, with
soundly managed and well capitalised firms, that arc needed to help
improve the conditions for liberalising capital flows.

Strengthening National Financial Systems and Corporate Governance

14. Weaknesses In the financial sectors in some Asian countries increased their
vulnerability to external shocks. These weaknesses Included over-extended lending to
the property sector, the build up of large off-balance sheet positions, excessive
exposure to highly leveraged borrowers, policy directed loans and excessive reliance
on short-term borrowing in foreign currency. Had information about these
devclopments been more widely available earller, the international markets and
International Financlal Institutions might have baen batter placed to assess the risks
in Asia and elsewhere. The crisis also highlighted weaknesses in risk assessment In
our own financial sectors. Some Institutions paid inadequate attentlon to risks, There
is therefore a need for strengthened mechanisms to ensure appropriate risk analysis.
This polnts to the need for enhanced international surveillance and improved
prudential standards, and to the need to encourage internationally active financial
institutions to act prudently on available Information.

« Supervisors, co-operating at Basle and elsewhere, should work fn
encourage private sector financial Institutions to adopt. hetter systems in
private sector financial institutions for country risk assessment.

s We need to continue to improve the supervision of large Internationally
active financial groups. A separate G7 report on financlal stability addresses
the need to Improve ca-aperation and Information sharing between national
suparvisors on the activitles of such groups.

o Supervisors and regulators should consider how best to encourage
individual banks and thelr supervisors (v monltor the ‘adequacy of foreign
currency liquidity (maturity of liabilities in relation to assets) separately from
domestic currency liquidity.

15. A primary need is to encourage countries to strengthen thelr ewn financial
systems, Lo ensure that banks and other financial intermediaries have the information,
skills and carporate Incentives to take well founded credit and risk dacisions, and are
properly supervised and regulated; that corporate and financial sectors follow good
accounting, disclosure and auditing practices; and to promote deeper, more
transparent and more open local bond and equity markets that will provide alternative
sources of finance to short-term foreign currency bank borrowing.
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e In additian to the core principles for banking supervision, we also need to
develop internationally accepted principles for auditing, accounting and
disclosure In the carporate sector, together with arrangements for cnsuring
that these principles are put into practice.

v We alse welcome the OECD’s Initlative to develop standards and guidelines
on corporate governance, and to rcport by Spring 1999.

16.  Strong efforts are needed to ensure that sound and transparent standards are
Implemented. While this s primarily a matter for the national authorities concerned,
Incentives need to be put in place that will help deliver this. The primary incentive is
the need for emerging markets to maintain confidence in order to access capital
market. In addition:

¢ The Fund has taken steps to sharpen the focus of its surveillance of the
financial sector, for example during Article IV consultations, We encourage
the Fund to build en this in collaboration with the supervisors, and to
promote the Basle Committee Core Principles on Effective Banking
Supervision, Similarly we encourage the World Bank to strengthen its
reviaws of countries’ financial sector policies and corporate governance, and
highlight these issues In its Country Assistance Strategles.

o Further consideration should be given to how incentives to adopt, within a
reasonable period of time, the core principles of financial supervisian cnuld
be strengthened for example hy making access by foreign financial
institutions to major financial centres condltional In part on the
implementation of adequate prudential and regulatory standards In thelr
home countries.

« We encourage the World Bank and regional developmenl banks Lo help
foster transparent markets, open to &ll well founded financial institutions,
skilied management, Independent banks able o make professional credit
and risk declslons, and market structures thal support these objectives.

17. Therels a gap In the current inlernational system with respect to survelllance of
countrles’ financlal supervisary @nd regulatory systems. Enhanced surveillance in this
area would help encourage nalonal authorities to meet international standards and
help reduce financial risk. Such assessments of supervision and regulation can lay the
groundwork for policy discussions and apprapriate assistance, where needed, from
the IMF and MDBs for programmes to strengthen financial systems, We need to
address how Dest to organise International work In this and related areas. A number
of international institutions are involved In various aspects of policy advice In the
regulation of national financial systems. Their functions Include assistance at times of
financlal crisis, long-term systems building and regular survelllance. There s a case
for considering how to co-ordinate this work more effectively,
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s The Internalional Financial Institutions and international regulatory bodies
have an important role to play in providing technical assistance and advice
lo emerging markets on strengthening and restructuring financial systems.
The World Bank has enhanced Its capacity to provide advice on financial
sactor development, through the establishment of the Speclal Financial
Operations Unit (SFOU) to provide assistance to crisls countries. Also the
Basie Committee and the Bank for International Scttlements have
established an institute for financial stabllity at Baslc.

« We see an urgent need for a system of multilateral surveillance of national
financial, supervisory and regulatory systems. This could encompass
surveillance of such areas as banking and securities supervision, corporate
governance, accounting and disclosure, and bankruptcy. We are considering
ways, and ask the relevant institutions to develop proposals on ways, In
which greater co-operation can be achieved including options for
institutional reform. In any event, this will include greater co-operation and
an improved relationship among all these institutions, and drawing on
national regulatary expertise. We will review progress on this important
arca by the autumn,

Burden sharing by the Private Sector and Maral Hazard

18, The global economy needs private sector financial institutions that take risks on
the basls of careful assessment. If such institutions believe that the entities to which
they lend will be balled out, they have no incentive to make a proper risk
assessment. It is therefare important to ensure that the privata sector takes
responsibility for its own lending decisions. We also nerd approaches to ensure that
the private sector [s Invoived in crisis resolution, and hears the costs as well as the
rewards of Its lending decisions.

19,  There will always be pressure in the event of a crisls to act quickly to stabilise
the sltuation. We need to find ways in which this can be done without implicitly
insuring debts to the private sector. Tt would be highly desirable to create in advance
a framework for handling deht, arrears to make It clear that all exposed Institutions In
the private sector will bear some costs.

« National policy should focus on creating the right incentives: by Introducing
effactive bankruptcy laws; by making explicit and establishing financially
viable deposit Insurance schemes; and by ensuring that lender of last resort
assistance In domestic currency is provided for illiquid institutions only when
there Is real systemic risk. These measures, along with improved prudential
supervision, will help send the appropriate signals to the private sector.

e The IMF should signal that in the event of a crisis It wlll be prepared to
consider lending to countries that are In arrears, including In situations
where debt standstills have arisen, If the debtor country adopts appropriate
adjustment policies.
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20, There needs to be a framework for ensuring continuing private sector
invelvernent when a country, or its financial or corporate sector, is facing difficulties in
meeting its foreign currency liabilities as they fall due.

o We need further discussion with other countries and the private sector on
how best to aestablish such a framework.

« In particular we should consider ways of giving effect to the G10
recommendations on flexible torms of debt agrerments.

IFI Resources and Financing

21, The rasponse of the IMF and World Bank to the Aslan crisis has confirmed thelr
role at the centre of the international financial system. The Aslan Development Bank
has also played a crucial part in respoanding to the crisls. However, this has involved
an unprecedented level of naw commitments for the IMF and other International
Financial Institutions. We need to address the Increased demand an resources:

» To enahle the IMF to play Its central role In the international monelary
system, it is essentlal to Implement from January 1999 the increase In
quotas as agreed under the IMF's recenl Quota Review in order to ensure
the IMF has sufficient usable resources, IL is also essential to bring the New
Arrangements to Borrow (NAB) Inlo effect as soan as possible. We welcome
the creatlion of the Supplemental Reserve Facility (SRF).

22. The Aslan crisis also demonstrated that in special circumstances bilateral
financing can provide a source of additional financing for balance of payments:

o It will be important to ensure that bllateral financing is developed in
conjunction with the IMF, is consistent with the IMF responsc and does not
undermine IMF conditionality. <

23. We have suggested a number of ways to enhance the role of the IMF and
World Bank.

« It will be Jmportant to conslder whether the distributian of staff and
resources needs to be adjusted to address the new priorities.

« Closer co-operation between the Bank and Fund will be particularly
important to avoid overlap and maximise use of expertise.

Strengthening Global Dialogue

24. These issues and our response to them have demonstrated the need for a
more [ntensive global dialogue on developments in the global financlal system
between Industrial and emerging market countries and countries In transition. We
have had useful discussions over the last few months, In the fead up to the
Birmingham Summit. We would lika this raport to be seen @s a contribution to the
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