Position Paper

Global governance for global crisis
Creating an international framework for sustainable business

The world is in the midst of a serious financiatl@atonomic crisis. The
impact of the crisis, in which a strongly exportemted German industry
is suffering to a marked extent, and the majorlelngles of the period
after the crisis call for international cooperatemd consultation.
Unilateral national initiatives are not the rigimsaver, protectionist
tendencies must be cut off at an early stage.

In order to restore economic growth and jobs oanstasnable basis, BDI
is committed to an intelligent international regoly framework.

BDI broadly supports the proposals that came otii@preparatory summit

of the European G20 countries held on 22 Februa®® 2vhereby Europe
will use the G20 summit on 2 April 2009 in Londanpush for a
worldwide regulatory framework for global financiakrkets, to promote
freedom of trade and investment around the wooldpmbat climate

change at global level and to draw up a “charteststainable business” in

the areas of business, finance and social affairs.

The charter could serve for creation of a framevadrikternational level
leading to greater transparency on financial marketa strengthening of
market forces and to common principles for sustaébehaviour.

Establishment of a common regulatory frameworketcame if at the same

time companies and markets are protected from usthte intervention.
An instrument for implementing this charter coulthbe German
Chancellor’'s proposal for networking national gowaents and
international organisations institutionally in adud economic council”.
However, further details have not yet been decided.

1. Createworldwideregulatory framework for global
financial markets

The G20 summit in Washington in mid-November 200&.¢ed that
international policy-makers are capable of consivaaction under
pressure from the crisis. At that time BDI welcontled “action plan”
launched on that occasion as an important steprttsagaglobal financial
market order. BDI supports the wish of the paraais in the European
preparatory summit for the upcoming G20 summitiplement the
Washington decisions rapidly and consistently.

The global financial market crisis calls for regeland coordinated
action by international economic policy actors. Bm®rmous “rescue
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packages” deployed around the globe seek to stabiiarkets and to

ensure that finance continues to flow around trmemy. However, state  paqe
aid programmes can only be part of the solution. 20f6
A sustained return of confidence cannot be achiew#tut a fundamental
overhaul of the global financial market order. Tokkowing points have

priority:

1.1 Make financial supervision proof against crisis

The own capital underpinning banks’ risk positioreed to be
strengthened. Basel Il has to be revisited, inipadr regarding own
capital requirements for structures securitiesyel$ as in terms of
prevention vis-a-vis liquidity risk and of how ladpans are supervised.
The pro-cyclical nature of the current financiapswision regime must
be tempered through more flexible own capital ruBessel 1l must be
implemented internationally as rapidly as possiblee transparency of
systemically relevant hedge funds and other fir@rovestors has to be
improved via their risk structures and financialig#tions.

1.2 Improve cooper ation between national supervision authorities

Bearing in mind the high and still increasing imjpoice of cross-border
financial structures, coordination of supervisienagll as cooperation
between central banks and supervision authorigesl o be intensified —
across Europe and worldwide. The creation of “supery colleges” at
international level for cross-border bank groupsilddoe an important
intermediate goal.

1.3 Reform inter national financial institutions

The International Monetary Fund should in futuraypa stronger role in
supervision of financial markets. The aim shoulddeerge the core
competences of FSF (Financial Stability Forum) BE. The
instruments should be modernised so that IMF cep ist as a preventive
measure. Risks on financial markets should be ifieditin good time via
a global “early warning system”. IMF, World Bankdaregional
development banks should work together more closelyegulation and
supervision of regional financial markets. Howewvegional financial
supervision authorities should only be put in placelose coordination
with the Bretton Woods institutions. A strengthenof the WTO’s world
trade system would also be important as a suppo#d ttable world
financial order.

1.4 Superviserating agencies better

The financial crisis and the role that rating agesdave played in it
expose spectacular weaknesses in the self-regulptactised by rating
agencies. Formal registration and supervision ehags is
indispensable. Integrity, independence and tramesgrof rating
agencies and of the rating process must be imprtvedigh
corresponding requirements, conflicts of intereastrbe avoided.



Regulatory interventions should be restricted tortiting procedures only.

Rating content should, as before, not be the stibjeegulations. Page
30f6

1.5 Rethink incentive and remuner ation structures

The sub-prime crisis demonstrates many shortcomimganks’ risk
management. Particularly counterproductive have lee incentive and
remuneration structures in the bank sector whialard risk-taking.
Obviously risky behaviour should no longer be redeak. Creation of
sensible incentive structures also includes intctida of appropriate
restraint among banks regarding securitisation.

1.6 Improve accounting rules

The fair-value rules in IFRS continue to be fundata#y right.

However, improvements are needed to consolidatitesy to additional
disclosure on the valuation of financial marketinsents and to fair-
values in illiquid markets. In addition, supervisiniles must ensure that
book profits in rising markets do not lead to exses lending. Overall,
accounting rules need to be harmonised worldwidelateral action on
accounting issues through “carve-outs” leads tosa bf confidence in
company accounts.

1.7 Take coor dinated action against tax havens

OECD'’s efforts to act against uncooperative statesterritories with a

view to improving exchange of information deseruport. The

multilateral and bilateral exchange of tax-relevafirmation should be
improved. To that end, the model OECD agreemenlighéd in 2002
(Agreement on Exchange of Information in Tax Matters, also known a3ax
Information Exchange Agreement, abbreviated to TIEA), which can be used
both bilaterally and multilaterally, is an appr@e tool. Unilateral national
action targeting taxpayers in individual high-tauntries distorts
international competition to the detriment of hdrtegpayers.

2. Promote freedom of trade and investment around the
world

Almost one half of German gross national produeasied from exports.
This means that the world’s export champion is alsomplete victim of
the global downturn. Nevertheless, German industextremely
competitive and widely diversified in terms of iitgernational sales. More
than three million jobs have been created in Geynoaer the last ten years
in the wake of globalisation. In order to emergersgthened from the
crisis, we now need more trade and not less.

BDI welcomes G20’s commitment in favour of freedigaand against
protectionism issued in Washington D.C. in Noven@08, and confirmed
in February 2009 at the European meeting in preiparfor the next G20
summit. G20’s intentions in the area of trade poirast be implemented in
practice. What is needed in particular is:



2.1 Firmly resist protectionism Page
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BDI is very concerned to note that many governmargscombating the

crisis by protecting their markets, and giving sappo national companies

and sectors in a manner that distorts competiB@i.therefore calls on the

German government, the European Union, G8 and G@otdes to make

every effort to ensure open markets for trade amdstment at home and

worldwide, and to act against protectionism.

2.2 Conclude the Doha round successfully

BDI is working for a successful conclusion of ibeha Development
Agenda before the end of this year. Even if sattsfy results for German
industry cannot be expected in all areas, the d@dgas of the July 2008
package should be secured, and further concessmomslustry coefficients
and flexibilities should be prevented. This conidasvould at the same
time restrict the leeway still available to indiuel member states to
institute further safeguard measures and hencel aomess to these
markets being made more difficult.

2.3 Strengthen the world trade system

WTO has a decisive role in monitoring and enforaimtgrnational trade
rules. It is a guarantor of free trade. German sty which is intensively
intermeshed in the global economy, benefits fromtiha significant
extent. The confirmation and further developmenf\@fO as one of the
central institutions of the world economy therefhes a considerable
influence on Germany’s economic success. After lesien of the Doha
round, WTO should be reformed with the aim of emguthat progress in
the area of free trade is achieved more rapidfyture. The reforms should
comprise better priority-setting, attention to tlensuch as investments,
public procurement and export duties, as well galeg involvement at
political level (including regular ministerial mésgs).

2.4 Push ahead with bilateral free-trade agreements on atargeted basis

Multilateral liberalisation of global markets camiies to be BDI's top
priority. Bilateral free-trade agreements can dighlmarket access above
and beyond WTO rules and help to ensure that Earop®lustry remains
successful on international growth markets alshénfuture. In these
negotiations, the EU offers access to the worlafgdst economic area, this
must be matched by clearly simplified access faogean industry on
markets such as Korea and, further down the |m#ia| Mercosur, Canada
and other countries. Closer regulatory cooperatiin important trading
partners, for instance in the framework of the Sedlantic Economic
Council, is a further important instrument for irmpement of mutual
market access.



3. Combat climate change at global level
Page
Sustainable responses to climate change are a natjonal and 50f6
international challenge. In this connection, enmment and climate policy
issues can no longer be kept separate from ecormthiay issues, given
global interdependence between economic, sociataolbgical aspects.
For that reason, climate policy is always also eoan and societal policy.
For industry, a business-friendly climate policgabpens up great
opportunities: successful development and expattiofate and
environmental technologies are business areashigthgrowth potential
and benefits for reducing emissions in industregisemerging and
developing countries.

3.1 Commitment to climate protection

German industry is committed to climate protect@ompared with other
countries in Europe and beyond, Germany is redugiagnhouse gases
most clearly. The greatest contribution to thimede by German industry.
It supports the EU’s target of cutting emission20yo by 2020, with 1990
as the base year.

3.2 Only global solutions are successful

Climate change calls for an international respo@s#y global responses
based on long-term strategies will lead to therddsiesults. Whereas the
EU has only a 14% share in global £€nissions, emerging and
developing countries such as China and India naewat for 53% of CQ
emissions. The figures show that unilateral initeg by Germany or
Europe in climate policy offer little promise ofcaess and that effective
climate protection can only be achieved througarmational cooperation.

3.3 Adopt a substantial post-Kyoto protocol

German industry attaches great importance to iatemmal climate
protection negotiations and expects policy-maketeeaUN climate
conference in Copenhagen in December 2009 to plage a substantial
successor agreement to the Kyoto protocol.

3.4 Kyoto protocol rulesare not sufficient

The negotiations in Copenhagen offer the opponuonitemove the
weaknesses present in the Kyoto protocol. These arincipally from the
fact that:

- the protocol has no global validity given thatasiot been ratified by
the USA — a major emitter — and that there aresdoction
commitments for developing and emerging countrigsparticular
China and India,

- in the absence of global validity and the differedtuction targets,
there are no comparable conditions for fair contipetibetween market
participants and market distortions with the darajeob and carbon
leakage,



- the practical arrangements for the Kyoto mechaniStaan
Development Mechanism (CDM) and Joint Implementafiti) are Page
complicated, unworkable and bureaucratic, and 60f 6
- the agreement lacks sanction possibilities if thieed targets are not
met.

3.5 Design an industry-friendly post-Kyoto agreement

For an effective Kyoto successor agreement thatidites the identified
deficits, German industry believes that the postidyagreement must meet
a number of essential requirements. These incingdelvement of the

USA, binding reduction targets for China and Indiernationally
comparable framework conditions for sectors in cefitipn (i.e. a level
playing field), improvement of CDM and JI, cleatesifor technology
transfer, protection of intellectual property, pation of research and
development for low-carbon technologies, creatibeconomic incentives
for investment in climate-friendly technologiesdaglimination of obstacles
to technology transfer. Industry should be infodradout the progress of
the ongoing negotiation process on a regular zesisconsulted on
individual questions.



