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Mr. Chairman,


Let me express once again my deep gratitude to the International Foundation Robert Triffin for its most helpful coordination of the “Elders” Group Alexandre Lamfalussy, Tommaso Padoa-Schioppa and I convened in October 2010 and produced the “Palais-Royal Initiative”.


Let me tell you also that it is a special honor to speak, under the chairmanship of Alfonso Iozzo who was a very close friend of Tommaso Padoa-Schioppa and who has been one of the key inspirers of the Palais-Royal Group, helping it to find an agreement on a set of proposals for a reform of the international monetary system.


Let me start by reminding you, briefly, these suggestions, then to tell you what I understand to be the work in progress in preparation of the next G20 Summit beginning of November, and to conclude by underlining a few issues on which it would be urgent, to my judgment, to call the attention of our leaders.
*

*       *

I - 
The Palais-Royal Initiative

What have been the Palais-Royal key messages?


Basically, two convictions: first, that our collective failure in establishing over four decades a system deserving really this name has been one of the key factors of the crisis.  No real system means no effective discipline, weak and uneven surveillance, and excesses of all kind: in current account imbalances, in indebtedness, in accumulation of reserves, in exceedingly volatile and destabilizing swings in capital flows, in exchange rates fluctuations with unjustified deviations from fundamentals...  These are major misgivings, indeed.


From there, the conviction n° 2 that, as long as no credible responses are given to these problems, our increasingly integrated world economy becomes all the more vulnerable as it is simultaneously engaged in a process of transition toward a multicurrency regime.


To face these risks, we have proposed the following four avenues for reform.

1. Surveillance -the very basic task of the International Monetary Fund- with real transparency, teeth and fairness

The important efforts for enhanced cooperation of the G20 to strengthen sustainable growth prospects can only succeed if the institution in charge of surveillance is given real teeth and is seen as unquestionably fair in discharging its responsibilities.  Fairness and effectiveness imply that this enhanced surveillance applies not only to exchange rates policies but also to the evolution of global liquidity, to all economic and financial policies relevant for domestic and global macro-financial stability, and with particular tightness when applying to the “systemic” countries, from which major spill over effects on other countries can be expected.  This would entail a reverse approach of surveillance on which I will insist before concluding.


To speak about teeth implies that stronger incentives and sanctions are adopted.  We made proposal to that end.

2. Second avenue: Strengthening the IMF in its instruments and legitimacy

To talk about instruments calls for a broadening of its mandate to the financial sphere, as we live in a world where financial developments overwhelm now the mere monetary and current exchange developments.


Furthermore, we shouldn’t forget that this last crisis has been trigered by a crisis of local and global liquidity.  This invites reflexions on a better monitoring of its evolution, recently characterized by successive periods of flood and droughts.  This calls for a more complete analytic framework on capital flows and an appropriate approach to global liquidity management.


This suggests also to consolidate what has been properly done to equip the Fund with low or no conditionality instruments -as financial safety nets- for times of severe hardship, and to decide to make it de jure what the Fund is already de facto: an institution akin a lender of last resort with the appropriate safeguards against the risks of moral hazard.

3. As this crisis has reopened eyes on the usefulness of the SDR, with the 250 billion dollar allocation of 2009, the Group has suggested a re-examination of the scope of the SDR to play a greater role in an evolving system as a reserve asset, including in supporting the orderly diversification of reserves via a mechanism allowing their conversion into SDR denominated claims and as unit of account, for instance for private transactions and for invoicing commodities and international trade.


Furthermore, the issue of the SDR’s potential-role in a longer term perspective in a multi-currencies world should remain under consideration as, in this new context, the Triffin dilemma cannot but gain even more pertinence.  All of this, of course, provided it is made sure that the SDR basket reflects the relative importance of economies, including China, in trade and financial transactions.

4. And last: suggesting four important changes in the governance of the International Monetary Fund to strengthen the legitimacy of a renovated system:
· To implement promptly and to pursue as needed the changes in the quotas and Executive Board chairs distribution, implementing promptly, to start with the Seoul G20 declaration;

· To distribute clearly the responsibilities between actors by deciding to establish the “Council” as envisaged by the Articles of Agreement, so inviting ministers and governors to take more explicit responsibilities for the most strategic decisions;

· To lower the voting threshold on important decisions from 85 % to 70-75 % as well as the extension of the double majority to a few other decisions thus ensuring that such decisions command the support of the majority of members;

· And to ensure a really universal representation at the supreme level of the G20, for its deliberation to legitimately apply to the entire world.


It would be also useful to consider modalities of representation and relations with the IMF of the regional organizations which are now gaining increasing authorities.  Consideration should be given also to establishing a global advisory committee to give a stronger and fully independent voice to the global interest in the system, and to avoid a too narrow focus on individual countries issues.

*

*       *


Mr. Chairman,


Leaving aside several other constructive suggestions, in a nutshell, these are the key avenues for reform which were at the heart of the Palais-Royal Initiative.  A consensus we reached on them.  This is what matters as the probability for it was not obvious.  With this background, what can we say about the work presently in progress to prepare the next G20?

*

*       *

II -
The work in progress

On surveillance as well as on liquidity issues, the G20 working group on reform of the international monetary system, and its subgroups have worked hard, and consensus can be already identified on several items of no minor importance, so preparing grounds for subsequent decisions by deputies and Ministers before the G20 Heads of States meeting in early November.

These positive results can be identified in three fields:
1. The capital flows, and
2. The global liquidity management;
3. A few proposals for surveillance.
1. Capital flows management

On this issue, a document developing a “coherent conclusion for management of capital flows has been agreed by consensus, and so a G20 action plan to support the development of local currency bond markets”.


It is noteworthy to observe that the officials have given a priority to this issue, due certainly to the problems created to major emerging countries, Brazil and Korea in particular, by the sudden shifts in capital flows.  We can note that these negotiations have led to a quasi finalized understanding on the use of exchange controls, after a long lasting disagreement which had much more to do with ideological considerations, than with the effective practices of the IMF.  The agreement which has been made is, de facto, very close to the traditional doctrine of the Institution, but it was useful to make it more explicit.
2. Global liquidity management


The recognition by the G20 of the need for progress in the monitoring and management of global liquidity is new and welcome.  As the Palais-Royal group Initiative observed, “extreme fluctuations in global liquidity have critical effects on the functioning of the global economic and financial system and macro-financial stability at the country level.  Yet, the phenomenon is poorly understood”.  From there, we draw two suggestions:

· The invitation to the IMF and the BIS to work together towards a shared analytical approach for a better measurement and surveillance of global liquidity, recognizing the need of a set of indicators based on adequate statistical tools;

· The central banks and the authorities in charge of macro-prudential policies of systemically relevant economies should conduct their policies taking into account the need for broadly appropriate global liquidity conditions.  The IMF, the BIS and the FSB should regularly monitor developments in global liquidity with a view toward formulating recommendations for all systemically relevant countries regarding the conduct of their policies (including monetary and exchange rate policies, as well as financial regulatory and supervisory policies) with a potential impact on global liquidity.

This is what the experts recommend also, adding to that a country specific analysis regarding drivers of reserve accumulation, and recognizing that this should support a more comprehensive and effective surveillance.  Their group has also engaged in discussion on the design of a criteria based path to broaden the composition of the SDR basket to see if it is necessary or not to change the “freely-usable currency” criterion which doesn’t near full fledged convertibility.  The working group also engaged in a discussion about the current and possible future use of the SDR but further work will be needed, an issue which runs the risk to be heavily politicized while it shouldn’t. The G20 should remember that when the SDR was created, not all countries had banished all exchange controls and not all their Central Banks where fully independent.
3. Proposals for surveillance


Finally, on surveillance, while coinciding with the view that this was a task of the IMF of a paramount importance, and that in the present world economic conditions, surveillance should be broadened to financial markets, global liquidity, cross-border capital flows and measures taken by member States to manage them, the G20, at this stage, have only agreed on a relatively modest set of proposals.  As a matter of fact, consensus is not yet within reached on several critical issues:

· The need or not to change the articles of agreement to ratify the broadening of the field of surveillance (art. 4-6) ;

· The uneven willingness of member countries to submit themselves -particularly in the field of exchange rates and reserve accumulation- to a close scrutiny of the staff;

· The need to adopt a more stringent process to be applied to countries whose policies are seen by the International Monetary Fund as having a strong impact on their neighbors and on the stability of the IMF.  In spite of these difficulties, the G20 is of the view that a major effort is to be made to enhance the “traction” of IMF surveillance by making it more directly relevant to policy makers in the design of their policies.  One can nevertheless have some doubts on the effectiveness of this “traction” after so many attempts in the past, as long as articles 4 and 6 are not modified to that effect.


In sum, work has started seriously, but it has not lead so far to a breakthrough toward a meaningful reform of the system.  A serious work, of course, but still in a kind of “business as usual approach”. Let me tell you that the magnitude of the challenges to be faced would certainly call for a changing of gears. They invite us also to ask us what, in the present circumstances, the next steps should be.
*
*       *
III - 
What new steps?

The next few years will undoubtedly be nothing less than a transition period toward a multicurrency system.  In this perspective, priority attention should be given:

· to the strengthening of surveillance beyond the measures presently considered,

· to the changes of governance needed not the least to facilitate the process of decision making on the crucial problems still to be solved,

· and finally to the preparation of a multiyear working program to be adopted by the leaders of the G20 to the adoption of the institutional changes and instruments required by a multicurrency system.

The additional step on surveillance should respond to two basic concerns:
1. To adopt the needed monitoring instruments to back stronger multilateral obligations - This calls for clear, objective norms or quantitative benchmarks on policies and performances working as alarm signals with appropriate thresholds.
2. To go beyond what is now a well-intentioned pledge of evenhandedness of surveillance among countries to adopt the reverse surveillance strategy recommended by the “18 Elders” of the Palais-Royal, a strategy which would apply with particular tightness to the “systemic” countries, from which major spill over effects on other countries can be expected.

To give you an idea of the strength of our conviction on a needed reverse approach of surveillance, I would like remind you a short sentence, which bizarrely has not caught the eyes of the press.  Among the issues presently hindering the proper functioning of the system, the report mentions, I quote (page 15):  “The tendency for the present peer review process to operate as peer protection, suggesting the need for a mechanism, so breaking the “de facto non-aggression pact” among major countries that leaves the global interest without an effective advocate.

All of this implies major changes. This will require also from the membership -and particularly from the so-called “systemic” countries- a quantum leap toward a more demanding spirit of multilateralism.

The same remark applies to governance on which I would insist for our suggestions to be considered with urgency for the reasons which are laid down on our report, but also -and I call particularly your attention on that- in view of the risk of paralysis the present state of affair implies. Let me elaborate briefly.

As you remember, the key justification of our suggestion on governance was the need to ensure both effectiveness and legitimacy, by basing the system on an architecture, ensuring universal representation through the system of constituencies, which has served well the IMF and the World Bank.  This would ensure a universal representation in the G20, including at the Leaders level, and also that the decisions making rules provided by the Articles of Agreement apply at the supreme level of the new organization.


Why to insist now on that?  Because we live now under a de facto regime which subordinates the International Monetary Fund -working normally under a majority decision-making-process-, to the G20 which decides by consensus.  This provides its 20 or more members with a de facto veto right.  This means that, at the time we were suggesting to eliminate the veto rights of the USA, we are adding now to this old veto those of all the other members of the G20.  We end up, that way, with a de facto paralyzing device, as the experience shows that, for well understandable reasons, these new members don’t show, for the time being, a great sense of restraint in utilizing their new right.  This could turn to be a situation worse than before, a recipe for failure to act, and a deep frustration factor for the other 170 countries. Not the best devise indeed to reasonably adapt our Institution to the new world of the 21st century!  A solution to this unexpected situation is a prerequisite for further progress…


Last urgent step: the adoption promptly of a multiyear program organizing the reforming work toward a multicurrency monetary system.  It is clear that whatever instruments of measure we adopt, we come to the high probability of the emergence during the next ten to twenty years of a monetary tri-polar world led by the United States, Europe and China.  Behind this statement lies the question Robert Triffin raised almost 40 years ago, when he formulated his well-known dilemma.  It is crystal clear that a situation which was severely criticized when the U.S. was the “hegemony” by excellence without any credible competitor, becomes even more questionable when other currencies emerge backed by powerful economies.  Such a world could hardly accept that the provision of reserves could almost entirely depend on the level of U.S. current account deficits already seen at unsustainable. This justifies the reopening of work on the future of the SDR and of its possibly central role (e.g. as a reserve asset, as a unit of account, etc.) in serving the public common good of monetary and financial stability in the new context of a globalized and increasingly multi-polar world.  In fact, the issue of the SDR’s potential role in a long term perspective in addressing potential demands that may arise, will have to be kept on the table, not the least in view of our old undertaking of the Articles of Agreement to make it “... the principal reserve asset in the international monetary system.

As first steps in that direction, three suggestions of the Palais-Royal group should be discussed in a not too distant future:

· The potential of the SDR for supporting the orderly diversification of reserves via a mechanism allowing their conversion into SDR-denominated claims.
· The composition of the SDR basket reflecting the relative importance of economies in international trade and financial transactions; an issue already as I said on the table of experts.

· The scope for the use of the SDR in incentives to improve the workings of the adjustment process...

Consideration might be given to conditioning allocations of SDR to countries on their observance of norms (or agreed targets).  Access to the voluntary SDR market might be conditioned on a country’s meeting the full requirements of a strengthened multilateral surveillance system.


And now, talking only on my personal capacity, I would say that, at a later stage, more ambitious proposals could of course be elaborated and for that, our world will need the imagination and vision of a new Triffin.  I guess that a decentralized institutional system, strongly regulated by a principle of subsidiary, will be part of his -or her- reflexions, together with the role of a successor of the SDR, with a more attractive name, and a full-fledged monetary character. He or she will have to come also with suggestions on how the SDR successor could be used as a regulator-instrument of the global liquidity, monitored and managed by a fully legitimate and effective institution which -as a tribute to Keynes- could be called the World Fund, before becoming a day or another, the World Central Bank...


I could stop here but allow me to add only another personal remark.

Because we had, decades ago, the privilege of receiving the visionary message of Robert Triffin, many of us have not spared their efforts during years and years to keep open the road toward the international monetary system reform. No wonder if a man who was probably the brightest among us, Tommaso Padoa-Schioppa a man Pascal Lamy called the new “Erasmus”, made it clear that “all those eager to envisage the post-crisis era in constructive terms need to promote the reconstruction of a fully fledged international monetary order”. Tommaso shared in several occasions these views with Alexandre Lamfalussy and I, and this conviction was at the origin of the Palais-Royal Initiative. Were we too ambitious? We could believe that, when considering the slow and cautious approach of the present G20 negotiations. I would venture a more optimistic response, seeing on their first steps the beginning of a process which could gain momentum as the emergence of a multicurrency world becomes an even more obvious reality. Remembering my last conversation with Tommaso a few days before he passed away, I can tell you that -as Robert Triffin did- he wouldn’t have spared any effort to convince the leaders of Europe -rather discreet on these issues so far- not to allow themselves to be paralyzed by their present difficulties and to join forces to propose to the world community a common and constructive vision of the needed new monetary order in which Europe has no doubt a key role to play.

By bringing to the attention of our leaders and of the public opinion the message of Robert Triffin and Tommaso Padoa-Schioppa, our meeting will have played a most valuable contribution to this end.


Thank you.
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