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Executive summary
Even if the present political, economic and financial context is very different from the 
situation prevailing in 1945, when the Bretton Woods agreement came into force, there is 
no need in our sense for trying to built a new “architecture”, with a new Bretton Woods
which could deeply disappoint economic agents as a general consensus would perhaps be 
reached on a smaller common denominator.

But profound reforms are needed and must be decided and implemented in very concrete 
issues.

The first issue concerns the role of the IMF which should have a leading action in a lot of 
subjects, and above all must be reformed on two points: first, a better repartition of the 
quotas without ignoring the poorest countries' rights and in making sure that Europe, and 
especially the euro area, will not be the victim of this operation. Secondly, it is necessary 
to clarify the role of the IMF in the financial stability, which should perhaps not consist in 
giving to the IMF the function of a worldwide supervisor, which would probably create a 
lot of concrete problems, but in strengthening its role in the important existing procedures 
of monitoring standards and codes, with the ROSCs (Reports in the Observance of 
Standards and Codes) and the FSAP (Financial Sector Assessment Program). The IMF 
should be entrusted with the exclusive role in monitoring these procedures, while the 
Financial Stability Forum (FSF) could be integrated as a committee of the Fund. All 
countries would be obliged to accept ROSCs and FSAP the results of which would be 
systematically published.
The second issue concerns concrete reforms which must be implemented in very sensitive
areas (the last G20 has listed some of them): rating agencies, deficits of regulation and 
supervision, accounting rules, off-shore centres, specific rules for securitisation, risk 
management process of financial institutions which must avoid procyclicality and 
underestimation of risks, salaries and bonuses of financial institutions managers.

Thirdly, it should be essential to have new standards and codes monitored by the IMF on 
the demand of strong involvement of central banks in banking supervision and in 
monitoring real estate and stock prices evolutions. 
The fourth issue concerns the role of the major global central banks in the financial reform 
process. The ECB must be entrusted with the mission of designing and coordinating a 
macro prudential supervision in Europe. ECB and FED would be convinced, under the 
leadership of the IMF, to conclude an agreement for limitation of exchange rates 
fluctuations (like the Louvre agreement of 1985). The IMF would also take the initiative 
to take on Chinese monetary authorities for associating them to a global exchange rates 
fluctuations monitoring process.

Finally, it would be necessary to be aware of the links between monetary policy and 
financial stability, as the first can, in favouring wide imbalances and excessive 
indebtedness, create the “compost “of financial instability and crisis.



1) If we compare the political, economic, financial context in 1945, when the Bretton Woods
agreement came into force, and the present situation, there seem to exist strong arguments for 
building a radically new “architecture”. 

The so-called Bretton Woods system was a club of industrialised and relatively homogeneous 
countries, even if some of them were seriously affected by the war. Considering the disastrous 
consequences of the “competitive” depreciations of some currencies before the war, there was 
a consensus for implementing a fixed exchange rates system with the dollar being, de facto, 
the single reference currency. Even if a situation of free trade exchanges, of free capital 
movements and financial activities was firmly considered as the ultimate and necessary 
objective of the treaty, in 1945, such a result was not expected to be reached before a rather 
long term deadline. In fact, during the three following decades, the economies remained 
weakly opened, most of them maintaining more or less strict exchange controls. This specific 
context is often ignored by those who regret the relatively strong economic growth (what we 
call the “trente glorieuses” in France) of European countries during this period.
Today, financial globalisation seems irreversible, and explosive financial innovations and the 
new information and communication technologies, have deeply reinforced this evolution; 
floating exchange rates have become standard, and limits to trade exchanges have been 
strongly reduced. The dollar remains the first international currency but is far from having the 
same predominance as in 1945. Emerging countries play an increasing role in the world wide 
industrial output.
Does such a context need a radical change in the financial world-wide architecture, a new 
Bretton Woods that some economists and politicians are calling for?
In fact, one must observe that most of the present characteristics are in line with the objectives 
of the Breton Woods agreement we previously mentioned concerning capital flows and trade 
exchanges.

Who can seriously question that inversing these movements, if technically possible (which is 
uncertain for financial flows according to the existence of electronic money) would be 
disastrous for the world wide economy?
Nobody can call for coming back to fixed exchange rates between the big currencies, which 
would be impossible to respect, even if one can suggest bilateral agreements between the two 
major currencies responsible for trying to smooth fluctuations.

So, there is no objective reason for organising a huge “mass” with the purpose of a revolution
in the world wide financial governance. A mass which, in addition, would have enormous
trouble in reaching a general agreement, according to the strong divergences of political, 
financial, economic interests. So, one could fear that an agreement, if it came about, would be 
on a smaller common denominator. The risks of the mountain giving birth to a mouse would 
create a very dangerous climate for the world wide financial stability in deeply disappointing 
economic agents who had been excessively and wrongly confident in the need and the 
possibility of a solemn revolution in the international architecture.

On the other hand, it is clear that profound reforms are needed for a lot of reasons.
First, it is essential to take into account the wide enlargement of the international community, 
and the relative decrease of the role of the countries which signed the Bretton Woods treaty.
Secondly it is obvious that one of the ultimate objectives of Bretton Woods, the liberalisation 
of the financial and banking activities, has been reached but with considerable drifts in the 
practices, the institutions' rules of conduct, and even the regulation efficiency.



Thirdly, one of the main purposes of the Bretton Woods treaty and of the IMF creation has 
been to reduce imbalances, and react to risks of such situations. One has to consider that if 
this goal has been, if not reached totally, at least seriously treated for many emerging 
countries, especially in reaction to the “Asian” and “Russian” crises, the Bretton Woods
institutions remain powerless to contribute to reduce imbalances in industrialised countries, 
and especially the huge deficit of saving and the excessive indebtedness of the US and, to a 
lesser extent, of the UK.

According to these issues I shall successively deal with the following:

 The necessity and the way for reforming the IMF functioning. This question will give 
the opportunity to debate about an eventual extension of the role of this Institution in 
the world wide financial stability,

 The concrete reforms which must and can be implemented in order to correct or to put 
an end to the drifts in the worldwide financial and banking system functioning,

 What role for central banks in financial stability and supervision?

 What could be the specific role and actions, individual or/and coordinated, of the 
major global central banks, namely, the FED and the ECB, and perhaps the Chinese 
monetary authorities, for enhancing financial stability?

2) It would be surely essential to associate the IMF to a lot of reforms and working groups for 
reforming financial practices. In the following paragraphs (cf infra), we will develop specific 
issues (new standards and codes on supervision, exchange rates fluctuations…) in which the 
IMF should have a leading role.
Concerning first of all the crucial question of the IMF reform, two main questions must be 
treated: a new repartition of the quotas and the opportunity of an extension of the role of the 
Institution in the world wide financial stability.

The crucial issue of a better repartition of the quotas must be resolved while considering three 
main constraints: firstly, not only emerging countries' but also poor countries' quotas must be 
significantly increased; secondly, Europe must not be the "dindon de la farce" of this reform; 
thirdly, a single country must not be in a situation to stop a decision or a reform.

In 2008, a "new" formula for the quotas determination has been introduced, .which is in fact
not very different from the previous system as it consists in simple technical adaptations of 
the four traditional criteria: GDP, foreign opening, variability, exchange reserves.
But this formula, while advantageous for most of the emerging countries, which is a result
wanted, will have catastrophic results in the medium term for the poorest countries whose
weight will decrease and for the euro area whose share would be significantly reduced, and 
could even be almost divided by two if the quotas of the member states are merged, as some 
propose for a supposed strengthening of the area's positions. At the same time, the share of the 
USA could almost be doubled.
In order to avoid such an abnormal and unfair situation, it is necessary to introduce new 
criteria, such as financial flows and above all the demography, which could replace the 
variability criteria (this criterion gives a bonus to the most unstable economy): taking 
demography into account is the only way for giving more power to the poor countries and to 
have broadly similar USA and euro area weights which is in accordance with the economic 
realities.



The impossibility for a single country to stop a decision is blatently obvious in the multi-polar 
world in which we are now living. The solution of this problem is easy. One can decide that 
there is no more balance of power level, or one can set this level at a definitely higher level
than the most important individual quota.

3) The question of a unified structure which would be in charge of the world wide financial 
stability was already asked in 1998, after the so-called Asian and Russian crises; the former 
Bundesbank President, Hans Tietmeyer, in charge of a reflexion about this subject, concluded
that every institution which had to deal with this question, at an international level ( IMF, 
World Bank, Bank for International Settlements...) or at national levels (market authorities, 
banking regulators and supervisors) did a good job and had a correct and manageable action 
field, but needed better reciprocal information and coordination. In line with these 
conclusions, the Financial Stability Forum (FSF) was created. This institution brings together
G7 representatives of market and banking authorities, and representative of all international 
financial institutions. 

The FSF did a correct job in its field of competence, with essentially a role of reflexion and
information facilitator but one is obliged to note that it has not been able to detect or to 
prevent the risks of the colossal financial and banking crisis of 2007/2008.
So, the question is once again asked with a particular emphasis on a possible role of the IMF 
in this issue, which seems logical as the FSF remains a rich countries' club with only 
occasional opening to the rest of the world.

If we consider the core problem of the financial stability issue, which is prevention, it is 
obvious that the IMF could play a greater role in more directly managing and improving the 
important existing procedures that are the ROSCs and the FSAP.
Twelve areas of fundamental “standards” and “codes” for financial stability have already been 
set up, concerning macroeconomic policy, institutional and markets infrastructures, financial 
regulation and supervision. Reports on these standards (ROSCs) are already done by the IMF 
and the World Bank. The Financial Sector Assessment Programs FSAP are crucial 
complements to the ROSCs as they recommend concrete orientations and measures for an 
efficient and well supervised financial and banking system.
So the IMF (and the World Bank) could be entrusted with the exclusive role in these 
procedures (respective roles of the IMF and of the FSF are presently not clear). All countries 
would be obliged to accept ROSCs and FSAP while, with the present voluntary service 
principle, emerging countries and to a lesser extent advanced countries (in which wide 
malfunctioning in market and banks supervision can yet be observed) are somewhat reluctant. 
Publications of the results of these procedures would also be systematic.
So it seems that instruments and procedures exist, even if they must be permanently 
improved, for having the ability of preventing banking and financial collapses (cf infra). The 
problem is to give to the ad hoc institution, the IMF, the power and the authority to change a
presently rather consultative concept into systematic and compulsory procedures.
The authority of the IMF on these questions could be reinforced with the integration of the 
FSF as a committee of the Fund, in order to continue to benefit from the expertise of this 
institution but also to clarify the hierarchy of competences.
Is it necessary to go further and give to the IMF the role of a worldwide supervisor? If it is 
essential for the Fund to be in position to detect weakness in local supervisions and impose
extensions, improvements, modification, it is doubtful that it would be the best solution to 



give to the institution the responsibility of the supervision process, in stacking a new 
administrative structure on the existing local bodies which, of course, would refuse to 
disappear, and in fact would continue to exert the main functions, unless one implements a 
gigantesque and very costly transfer of competences.

4) In some specific areas, concrete reforms must be implemented which would significantly 
improve the functioning of the worldwide financial system and remove major sources of 
trouble.
The press release of the recent G20 meeting clearly identified some core issues for decisive 
reforms: rating agencies, deficit of regulation and supervision, accounting rules, off shore 
centres. If concrete actions are implemented on these subjects a very important step will have 
been made.
Concerning the rating agencies, the G20 propose to register these institutions and subject 
them to monitoring. One would also forbid agencies to cumulate rating activity and
securitisation advisory activity. But one must go further in order to abolish the present 
situation of quasi monopoly, harmonise practices and have public appreciations about the 
pertinence of the diagnosis of different agencies. It is essential to give this mission to an 
independent and neutral body which would have a world wide action field and could be linked 
to an international institution, IMF or BIS.

The deficits of regulation and supervision are existing at national level. One can assume the 
movie would have been different if Lehman Brother had been supervised by the FED and if 
the subprime loans distributors had not been exempted of any regulation and supervision. But 
in emerging countries there are also large “holes”. The deficits are also existing for specific 
institutions, among which the most important and potentially most harmful are of course the 
hedge funds. One must be sure that designing a scheme of regulation and supervision for 
these institutions will be extremely difficult according to the strong resistance that such an 
issue will provoke. It will certainly be claimed that hedge funds were not responsible for the 
subprime crisis. Of course, but they have spread the crisis as they hold almost 50% of the
CDO market, thanks to their enormous indebtedness resulting in an excessive leverage. The 
CDO market became totally illiquid when hedge funds were forced to adjust their positions in 
order to face the margin calls of their counterparts. We can add that, as they desperately 
needed liquidity after the banks had reduced or cut their credit, they contributed, by massive 
selling, to destabilising world wide stock markets. So, one must consider that the nature of 
their activity is by itself a potential factor of crisis and of propagation or intensification of 
crisis.

An ad hoc regulation for hedge funds with specific limits for leverage and risks concentration, 
with some transparency requirements, at least towards regulatory authorities would be in the 
interest of financial stability, of course but also in the interest of hedge funds which give a bad 
image of themselves when the financial community knows the enormous losses they can 
sometimes suffer.
Finally, special “standards”, monitored by the IMF should prescribe the constraint of 
regulation and supervision concerning all financial institutions.
The accounting rules are a complex subject, as the fair value principle can have disastrous 
effects, while historical value is not suitable for all operations. A solution could be not to 
calculate daily market value, but to refer to a six or nine months average period. However 
suitable the solution could be, it is obvious that these rules have not only accounting results, 



but also political and economic repercussions. So, the International Accounting Standards 
Board must be supervised by an international authority like the IMF or the World Bank.
Off shore centres are generally called “fiscal paradises”. But they are less harmful in this area 
(every country can suffer from a “fiscal heaven”, that is to say a country in which the tax 
burden is less heavy than its own), when compared to the harm they can cause by their 
opacity and non-respect of financial and banking regulations. One must not have excessive 
illusions as to the possibility that the international community would agree on a general 
condemnation and ban to have relationships with these centres. An evolution on this question 
needs less general statements than concrete actions. A first and very important step would be 
that big countries, which have specific relationships with such centres act in clarifying these 
relationships: UK with Jersey…and with London, France with Andorra and Monaco, 
Germany with Lichtenstein, USA with Barbados, Bermuda, Caymans…
Many other questions must be treated: rules specific to securitisation, with a limitation of this 
technique to well evaluated risk assets and the obligation of credit institutions to keep in their 
balance sheet a part of the securitised credits; salaries and bonuses of financial institutions 
bosses; risks management by financial institutions with procyclicality of accounting rules and 
practices; underestimation of risks (inaccurate stress tests or value at risk method…). Perhaps 
a re-examination some directives of  Basel II would be needed, but most of these problems 
must be treated in technical committees hosted by international agencies ( IMF or BIS) and 
don’t need solemn revolution.
All reforms and new directives on this questions should of course be the matter of specific 
standards and codes under the supervision of the IMF. 

5) Should central banks be given more powers and responsibility in the field of financial 
stability and supervision?

Asking such a question is already giving the response, which of course is yes. But 
implementation of this assumption raises some political and concrete problems.

As already mentioned in previous papers, the crisis has shown that the most serious failures 
(Lehman Brothers, Fortis, Northern Rock...) have concerned institutions which were not 
directly supervised by a central bank. That is an a contrario demonstration of the superiority 
and the sui generis skill of central banks for banking supervision. But in a lot of countries, the 
central bank has no, or at best indirect or partial involvement in this job. Doctrinal and 
political reasons explain these situations.

The Jurassic “Chinese wall” argument ,according to which the same body cannot have the 
responsibility for monetary policy (which can affect banks' situations) and of the banking 
individual supervision, was invoked by some governments when they gave independence to 
central banks, for letting it outside the supervision mission or even for depriving central banks 
traditionally in charge of banking supervision of this job and giving it to specific and new 
entities such as the Financial Services Authorities. There is no point in affirming that the 
Chinese Wall principle has come into total contradiction with the needs of financial stability 
and the strong involvement of central banks in this issue. In some circumstances, which seem 
to become more and more frequent, central banks must very rapidly consider the opportunity 
of injecting liquidity, assess the quality of the interbank market participants and identify 
liquidity or solvability problems. To obtain such a complete diagnostic requires to cross 
market information and banking information provided by the supervision.



But there is also political reticence to give too much power to an independent institution, not 
only in the strict area of the supervision, but in the ability to impose penalties which can go as 
far as eradication. Even if in independent central bank statutes, it is specified that this 
independence is limited to monetary policy, governments can fear to be totally excluded of 
some important decisions concerning the banking sector.

We think that this reticence can be overcome with important supervision decisions taken, not 
by the central bank boss but by a committee chaired by the central bank Governor and co-
chaired by the Treasury head. 
Finally, it would be absolutely relevant to have new standards and codes, monitored by the 
IMF, concerning a strong and concrete involvement of the central bank in the banking
supervision.

Another aspect of the involvement of central banks in financial stability is the monitoring of 
asset prices, especially, real estate and stocks prices.

Watching housing prices is already one of the concerns of the ECB and the evolution of these
prices was perhaps the major reason for the rise in its interest rates in 2006, as the institution 
was trying to obtain a soft landing in a particularly buoyant sector. In fact, central banks 
should expressly show that they consider this monitoring as one of their main missions, with 
the construction of a specific global price index that they would regularly publish.
Concerning the monitoring of stock prices, central banks have had until now what we can call 
a schizophrenic attitude as they are regularly (at least some of them) warning against the risk 
of bubbles but repeating also that it is difficult if not impossible to determine at what level 
stock prices are normal or excessive. That is a fable and we all know that in any latitude, trees 
don’t rise to the sky. Moreover some technical instruments (like PER) exist to assess the price 
level of markets instruments. But saying that the central banks must be more in the offensive
on this problem doesn’t resolve the question of the action tools: is raising interest rates, with 
no concern about inflation because stock market prices surges seem excessive, the correct 
response? In fact it is surely a problem on which to have a systematic action scheme (like the 
one which more or less exists for fighting inflation) would be totally counterproductive.
So, we propose that central banks monitoring of asset prices (housing and stocks) be added in 
the international standards and codes. Publicly and solemnly in charge of this responsibility, 
central banks would be free to implement actions (verbal interventions, moves in interest 
rates...) they consider appropriate.

6) What specific role should the ECB play in the financial system reform process?
A first question concerns the role of the ECB in an optimal European supervision structure. 
The opportunity to give the ECB direct responsibility in European banking supervision has 
already been discussed in previous papers. Obviously, the fact that the euro area does not 
correspond, by far, to the European area, the difficulty to modify the statute of a multinational 
institution, which would be seriously reinforced by the fear to give excessive powers to an 
independent body, the quality of the national supervision in most European countries, the 
concrete difficulties for organising a competences transfer which could be very costly in term 
of efficiency, all these considerations inspire distrust in such a reform. 
But there is a field, which is clearly included in the ECB statutes – which expressly refers to 
the financial stability mission that should be given to the ECB: to design and to coordinate a 
macro prudential supervision. The principle of a macro prudential supervision is simple: as 
the financial institutions are submitted to cyclical movements, it is necessary to integrate in 



supervision not only stability objectives for individual institutions but also for the whole 
financial system. But the implementation is very complex. The ECB, with the European 
Committee of Banking Supervisors, should lead reflexions and work on this subject.

To ask about the role of the ECB in a new financial international architecture leads to the 
question of coordinating actions of the major global central banks in financial stability.

Exchange rate fluctuations are a first important subject to be dealt with. Since 1999, the 
dollar/euro exchange rate has been affected by wide movements, often disconnected from the 
economic fundamentals. It would be of course impossible and counterproductive to 
implement a fixed exchange rates regime between this two big currencies, but the example of 
the Louvre Agreement in 1986 shows that it is possible and benefits to cooperate in order to 
limit fluctuations. We think that the IMF should take initiative to bring together US treasury 
and central bank, ECB and euro group leaders for managing a new similar agreement. The 
international institution would also take the initiative to take on Chinese monetary authorities
for associating them to a global exchange rates monitoring process.
Lastly it would be essential to admit that there is a link between monetary policy and financial 
stability. Excessive interest rate decreases and rises have destabilising effects on the 
behaviour of the economic agents, financial institutions, markets, favour wide imbalances by 
excessive indebtedness, and create the “compost” for financial instability and crisis. The two 
major central banks, FED and ECB must be conscious of this constraint in managing their
monetary policy. This question is all the more important in that the present context of deep 
slow down of economic activity encourages political leaders to take measures encouraging a 
strong new increase of indebtedness.
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