





“illicit financial flows". These involve the transfer of money earned through

illegal activities such as corruption, transactions involving contraband goods,

criminal activities, and efforts to shelter wealth from a country’s tax authorities.

Recent estimates suggest that the level of such illicit outflows from developing

countries is substantial, representing a huge opportunity cost to countries

most of which should be destinations rather than sources of capital. To

distinguish such flows from legal and reported capital flows, they cover only

unrecorded private flows that are illegally earned and transferred in contravention

of applicable tax laws and regulatory frameworks (including capital controls). In the

years preceding the financial crisis, under the most conservative assumptions illicit

outflows from developing countries have been estimated at an average of $612 billion

per year between 2002 and 2006, rising at a rate of 18.2 percent annually to reach a level

of at least $858.6 billion in 2006. lllicit outflows from Africa alone over the 39-year period

1970-2008 have been estimated to be at least $854 billion. For sub-Saharan Africa, illicit outflows
amounted to 179 percent of ODA inflows over this period (Kar and Cartwright-Smith, (2008), (2010)).

Another factor underlying the crisis is that of growing inequality within countries. Some observers (Jomo
K.S.and Baudot, (2007); UN (2009); Stiglitz (2010)) point to the clear links between rising inequality and policies
of economic liberalization. Interestingly from a more conservative perspective, Rajan (2010) also situates
increasing inequality among American households as the basis of misguided U.S. macroeconomic policies to
provide cheap credit, in an attempt to contain this trend by making home ownership more accessible and by
stimulating job creation.

The point is that all these factors — short-term and long — have intersected, and that it is misleading to
“blame” particular agents — whether China or other emerging market or developing countries responsible for
“the savings glut”; or profligate consumers in the U.S. and elsewhere, ignoring the risks of hyper-indebtedness;
or financial deregulation; or greedy bankers; or lax central banks and governments. Instead, as Skidelsky (2009)
points out, “...the root of the crisis was not failure of character or competence but a failure of ideas. . .The present
crisis Is, to a large extent, the fruit of the intellectual failure of the economics profession.” The implications of this line
of argument (see also Krugman (2009); Stiglitz (2010)) are taken up in the final section.

Response to the Crisis: Good News and Bad

As the financial crisis deepened in the course of 2008, it became clear that nothing less than an
internationally coordinated response by world leaders was necessary in order to prevent a Second Great
Depression. The G20, elevated from a club of Finance Ministers to a club of Heads of Government, met in
Washington in November 2008, London in April 2009, Pittsburgh in September 2009, and Toronto in June
2010. The rescue package that emerged from the first two G20 Summits consisted of a massive coordinated
fiscal stimulus to thwart a depression, multi-billion dollar bailouts to arrest a widespread collapse of banks,
and a program of regulatory reform aimed at checking the speculative excesses of the financial sector.

The good news is that the attempt to thwart a serious depression was (at least until the time of writing)
successful. The Washington and London G20 Summits stimulated a rally on financial markets and there was
much talk during the spring of 2009 of the “green shoots” of recovery. But this presumed success was also bad
news. With the ebbing of the crisis, popular anger over multi-billion dollar bank bailouts subsided. Intense



pressures to address the root causes of the crisis, and to carry through on the regulatory reform of the financial
sector, began to dissipate while resistance from the financial sector grew. Global imbalances resumed their
momentum. The reversion to a business-as-usual agenda, both in the financial sector and in the councils of
economic policy-makers (many of whom were part of earlier administrations when deregulation and
liberalization were the order of the day — see Stiglitz (2010)), seemed too evident.

The bad news went further. Having arrested the crisis before it became a full-blown depression, the G20
then seemed willing to risk undermining the economic recovery. At its Toronto Summit in June 2010, the G20
tried to converge on “growth-friendly fiscal consolidation” plans to reduce the legacy of deficits and debts
caused by the crisis. Their declaration aimed at least at halving fiscal deficits by 2013 and stabilizing or reducing
government debt to GDP ratios by 2016. Such “fiscal consolidation” is justified on the grounds of restoring the
confidence of markets. But it could easily have the opposite effect by triggering a “double dip”.

[t remains to be seen whether G20 members will adhere to commitments on fiscal consolidation
articulated in the Toronto summit. It is possible that continuing high unemployment and low growth will lead
to a postponement of plans for fiscal consolidation. But there are in addition other elements of the G20
reform agenda which are stalling.

Specifically, the agenda on financial regulation risks falling far short of the aims and aspirations of a
number of experts from disparate viewpoints, who regard the unreformed financial sector as potentially very
dangerous (see, for example, LSE Report (2010)). Second, even though financial reform legislation is being
enacted at the national level (e.g. the Dodd-Frank Act in the U.S.), major issues (for example on minimum
capital standards) can only be resolved at the international level for a “level playing field” among banks of
different nationalities. Moreover, the ability of under-resourced regulatory authorities to keep abreast of
financial innovation, and the resistance of the financial industry to the appointment zealous regulators¢, do
not augur well for the emerging regulatory system.

With regard to capital adequacy standards, the new Basel /Il framework agreement that emerged in
September (presumably to be agreed at the next G20 Summit in Korea in November) has already been
vigorously criticized as demanding too little from banks, and to be implemented over too long a time period.
Instead of the new 7% risk-weighted capital ratio recommended in the framework agreement, experts are
calling for ratios as high as 20 to 30% in order to bolster the safety of the financial system to withstand a shock
of similar magnitude to 2008-9 (Wolf (2010); Johnson (2010)).

While higher capital adequacy standards would serve to make the banking system more resilient and less
likely to suffer crisis and bank failure, more is needed to contain the “irrational exuberance” of credit expansion
whichfeedsassetbubblesduring upswings. Thiswillrequire the deployment of countercyclicalmacroprudential
tools such as automatic or discretionary variation of capital or liquidity requirements across the cycle (Turner
in LSE (2010)). Such tools could parallel a more activist countercyclical monetary policy, one that goes beyond
inflation targeting to aim at containing the growth of asset bubbles.

Moreover, the agenda for regulatory reform of the financial must reach well beyond the banks to other
financial institutions that have come to play an increasingly prominent role in the sector. The focus on bank capital
is no longer adequate to manage liquidity and solvency in an increasingly market-based financial system. Central
banks have traditionally managed liquidity primarily through banks, but given the significant and growing share

8 Inthe case of the U.S., the (non-)appointment of Elizabeth Warren to the Consumer Financial Protection Bureau created by the new legislation.



of non-deposit taking financial institutions, hedge funds and private pools of capital, it seems crucial that regulation
and supervision reach all such segments of the financial system (D'Arista and Griffith-Jones, 2009).

However, as the promises of recovery in 2009 gave way to uncertainties and fears of a double dip in 2010
(notwithstanding political pressures for early “fiscal consolidation”), such forward-looking possibilities for
regulatory and macroeconomic reform — aimed at preventing the next crisis—seem increasingly remote.

Reforming Global Economic Governance:
Some Basic Policy Ingredients

Although the G20 has succeeded, at least for the time being, in averting a Second Great Depression, it is
clear that it faces major challenges going forward in reaching consensus on managing the recovery, let alone
an agenda to reform global economic governance. Within the G20, clear disagreements have emerged
between the old “great powers” congregated in the G7, and the emerging market members, particularly the
“BRIC" group, no longer content to do their bidding. In analyzing what has been achieved by G20 leaders,
Woods (2010) argues that far from giving rise to a “new multilateralism” in which, for example, the IMF will be
able to tackle global imbalances through more effective surveillance, what the world is actually witnessing is
the “last gasp” of the great powers.

Itis possible, but by no means certain, that the crisis is bringing to an end the era of rampant economic
liberalization and market fundamentalism. The Washington Consensus may be discredited, but it is not
quite dead. The question is, what, if anything, is to take its place? And what should become of the
international system created by the “great powers” and prevailing for the last six decades? Given the
heterogeneity of the members of the G20, it will not be easy, nor perhaps even possible, to articulate an
alternative policy and institutional framework that will command consensus.

The lesson of 2008-9, like the financial crises of the past 30 years, is that collapse averted means crisis
forgotten. Absent another Great Depression, more crises are regrettably to be expected rather than prevented
— their seeds, no doubt, have already been sown with the anemic regulatory reforms now in motion, not to
mention the possibility of premature fiscal consolidation. Therefore, policy and institutional change is more
likely to be incremental rather than radical or sweeping. And despite its heterogeneity and internal divisions,
the G20 is likely to preside over change, at least in the coming decade if not beyond.

At the end of the day, incremental reform is better than no reform. So what are the most compelling issues that
should form the basic elements of an incremental policy reform agenda? The following list, in no particular order,
arises from the foregoing discussion. To its great credit, the UN. (2009), through its Commission of Experts of the
President of the General Assembly, has made a critical, and much more comprehensive, list of recommendations.
Some of the themes in the Commission’s report are reflected both in the above discussion and in the following list.

The first of these issues is the need to attack growing inequality in most countries around the world.
As the Commission put it these are not only socially unjust but have also contributed to the problem of weak
effective demand. The problem is that globalization and increased openness has not only widened inequalities;
it has also made government policies of redistribution more difficult (Bertola and Lo Prete (2008)). Financial
markets can step into the breach with private credit and insurance (Rajan (2010)) but when they fail, as they
did in 2008-9, they can cause widespread bankruptcy and misery. The policy implication is that if governments



are not to resort to protectionism, the international community has to find a better equilibrium between
global economic integration, national sovereignty, and a socially acceptable level of distribution (see Rodrik
(2007) on “the inescapable trilemma of the world economy”).

The second relates to the role of international capital mobility in precipitating instability and financial
crises, and also in illicit outflows which in many cases deprive developing countries of more resources than
they obtain through official flows such as foreign aid. While the move toward official capital account
liberalization was checked by the Asian Financial Crisis in the 1990s, it still figures as part of the unofficial
agenda of the international financial institutions and among the longer-term objectives of many developing
countries. It is time that the regulation of such flows be formally recognized by the international financial
institutions as part of the legitimate apparatus of prudential management and crisis prevention (Epstein
(2009); AkyUiz (2009)). An issue pertinent to constraining illicit outflows and facilitating the repatriation of flight
capital is ending bank secrecy. Greater transparency is in the global public interest, as well as in the interest
of national tax authorities in both industrial and developing countries.

Given the dangers for developing countries of excessive reliance on external resources, the third relates to
the importance of enhancing domestic resource mobilization, both through the public sector and the
domestic financial markets. For the most part this calls for improving the integrity, effectiveness and efficiency
of developing countries’ tax authorities. It equally calls for extending the reach of public and private financial
intermediaries so they are able to provide financial services and credit to a greater proportion of the population,
the vast majority of which are typically excluded (Culpeper and Bhushan, (2010); Culpeper (2010)). But there
are also international implications. A practical illustration is the need for better taxation of transnational
enterprises, which often seek and receive tax exemptions that deeply erode the revenue base of host
countries keen to attract foreign investment. At the international level, this requires greater tax
cooperation to reduce tax competition among countries. It also calls for greater transparency and
disclosure by transnational companies, for example through country-by-country reporting rather than
consolidated global accounting.

A fourth issue relates to the importance of countercyclical policies. These must include fiscal and
regulatory policies, as well as monetary policy. Prior to the current crisis countercyclical fiscal policy had
widely fallen into disuse. The injection of fiscal stimulus coordinated by the G20 to arrest the deepening
recession demonstrated that it is still a potent countercyclical instrument. However, the clamour for fiscal
consolidation suggests that some governments are still wary of fiscal deficits to the point that it may still not
be accepted as a regular instrument of countercyclical management. Countercyclical regulatory or macro-
prudential measures are newer than fiscal policy, so whether they emerge intact from the current regulatory
reform initiatives remains to be seen.

Fifth, it is obvious that a new global reserve system is urgently needed. The “international non-system”
that emerged from the dissolution of the Bretton Woods exchange rate regime has provided fertile ground for
currency instability, financial crises, and illicit financial flows. Nor is a return to the Bretton Woods regime
desirable, even if it were possible, given its deflationary bias, instability and inequity in inducing resource flows
from poorer to reserve currency countries (Ocampo (2009)). Instead, a new system based on a global reserve
such as Special Drawing Rights (recently revived from their moribund status by the G20), makes the most sense,
but as the UN Expert Commission (2009) pointed out, there are many alternative designs that may help achieve
a number of broader objectives, including social, economic and environmental objectives (Culpeper (2010)).



Last but certainly not least, while the G20 can be expected, for the coming years, to continue in its role
coordinating economic policy among the “systemically significant” states of the world, it lacks legitimacy.
Its exclusion of 172 countries many of which have a profound stake in improving global economic governance,
and most of which are poor, limits both the reach and the ability of the G20 to exercise the leadership required
to undertake necessary reforms. The UN Expert Commission ((2009), Chapter 4) makes a compelling case for a
new Global Economic Coordination Council under the auspices of the United Nations, if such legitimacy is to
transpire, and such international leadership is to be exercised. Such a Council would be far better positioned to
preside (for example) over international discussions on a new global reserve system, or new protocols governing
international capital movements, or international tax cooperation.

The above list is minimal, and it only begins to address the needs of developing countries (for example,
the need to increase their resilience to climate change). However, if any headway is made on these, palpable
improvements in global economic governance is likely to result.

Conclusion

A new policy framework is urgently needed to supersede the market fundamentalism of the last
generation, and to inform global economic governance over the next generation. It needs to retain the
positive aspects of economic liberalization - its incentives to innovation and enhanced productivity — while
discarding the negative - ts vulnerability to recurrent crisis, and its tendency to deepen inequality. Principles
of equity and solidarity, and the responsibility to help and protect the vulnerable should be at its core. In
many respects such a framework has already been articulated in the report of the UN Expert Commission
(2009), along with a host of ideas and recommendations that deserve the serious consideration of the world
community — and the G20.

But ultimately actions speak louder, and are more convincing, than words. If incremental rather than
sweeping or comprehensive policy change is to be the order of the day, at least until the next crisis arrives,
there is much that can be usefully done, even in a piecemeal fashion.
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Queries




The contemporary challenge to construct an innovative vision for a NEXT Global Deal has inspired
FEPS (Foundation for European Progressive Studies) and IPD (Initiative for Policy Dialogue) to
stimulate and enable an exchange of ideas between leading politicians, stake-holders and academics.
The conference took place in Washington D.C. (USA) in October 2010 and was a great momentum,
during which several valuable, feasible proposals were formulated. Many of them have been already
mirrored in the articles gathered in the previous Chapters; however some arguments were articulated
only during and as a result of this debate. Therefore the last Chapter of Queries includes the detailed

report of the discussions, bringing together their significant conclusions.

121



Global Economic Governance
Conference

Summary prepared by Ariane Ortiz MARRUFO

The global financial crisis and its economic and social consequences underscored the importance and urgency
to deal with global governance issues that have long remained unsolved: What should the appropriate national
response be during a recession? How can the international community better coordinate the macro responses in a
legitimate and institutional way? How can we strengthen financial requlation? These and other crucial questions
were addressed by policy-makers, analysts, and multilateral institution officers who gathered at the Global Economic
Governance Conference organized by the Initiative for Policy Dialogue (IPD) and the Foundation for European
Progressive Studies (FEPS) at Brookings Institution in Washington, D.C. The conference was part of an ongoing effort
of the IPD Financial Market Task Force to stimulate debate on global governance issues, as well as FEPS' commitment
to seek fresh thinking in reshaping the economy in a more progressive and balanced way.

This report sums up the most relevant points from the presentations and discussions of the conference.
The first section reviews the discussion on institutional issues for global governance, while the second section
presents the panel ideas on macro-governance. The third section discusses if fiscal stimulus is needed for
economic recovery, while the fourth section summarizes the panel on finance and development. The fifth
section presents the arguments discussed in the panel on trade. The final section presents the main points
stated at the public and concluding panel: “Global Economic Governance for World Development”.

Discussion on Institutional Issues
for Global Governance

Participants agreed that global governance reform is a question of necessity and stressed that a new
global architecture needs to be designed to ensure sustainable development. Political players must
understand that the global financial crisis deserves a political economic response in accordance to the
magnitude and character of the crisis. The importance of explaining what is meant by progressive global
governance was also highlighted, since it is crucial to undertake reform that is informed by a body of
thinking that supports equitable and sustainable growth under a new synthesis of economic thought.
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Several obstacles need to be addressed to conduct reform; all institutions need to make decisions
faster and in a more efficient way. Cultures that are embedded in international organizations need to
change, and power structures should be rebalanced to embrace a plurality of ideas, backgrounds, and
geographies.

Besides addressing efficiency issues, most participants underscored the importance of finding a better
and more equal way to include developing countries in global institutions, given that the G20 does not
legitimately represent 172 countries — poor countries are not represented at all. The general view is that
the G20 should be institutionalized and perhaps linked to the UN to have more legitimacy. Some encouraged
discussion on further strengthening the Economic and Social Council to enable it to fulfill the role ascribed to
itin the Charter of the United Nations, as agreed at the International Conference on Financing for Development
in Monterrey, Mexico in 2002. The Council could fill gaps in areas where the World Bank, IMF, and WTO conflict.
In relation to legitimacy issues, several participants suggested that the UN Security Council should expand
voting power for emerging countries and merge the seats of the European Union into one.

A few other participants argued in favor of the G20 by mentioning its benefits. They stressed that the G20
was swift in its response to the crisis and has distributed tasks across different organizations in a timely manner.
They considered the G20 not only a decision- making body but also an effective agenda-setting group. They
proposed the G20 to be a crisis committee, while the international organizations continue to create and
implement policies.

Even though many participants agreed that the triangle of G20, UN, and IMF should complement each
other, meaning that they are not mutually exclusive, other participants disagreed, stating that the G7 and the
G20 sidetracked other international organizations. They argued that all decisions made by the G20 could have
been made by the IMF. It was also mentioned that if the G20 was simply enlarged it would still not solve the
legitimacy problem because international organizations would be weakened. The proponents of a strong
G20 countered by saying that if the IMF had been the one to decide to issue additional monetary resources it
would have taken years to respond.

In relation to global financial institutions, the legitimacy of the Bank of International Settlements (BIS)
and the Financial Stability Board (FSB) as true global institutions was questioned. Robust measures at a
national and regional level, before seeking a new global architecture, were suggested. Others disagreed with
theidea of waiting for the FSBand other supranational financial regulatory institutions to be more representative
before giving them more power. The argument is that as of now we are hostage to arbitrage and volatile
global capital flows and that stronger global regulation is paramount.

While discussing the political difficulties ahead and acknowledging the difficulty to change embedded
bureaucratic cultures in international organizations, some stressed the need to discuss what the most
politically feasible or acceptable solution was, rather than the desirable characteristics of the most effective
mechanism.

Discussion on Macro-governance

The discussants agreed that the main problems of the international monetary system are:
1. Asymmetry of adjustment tilted against deficit countries (surplus countries are not forced to
adjust);



2. The world is hostage to U.S. domestic policy since the dollar is the reserve currency;

3. The self-insurance policy of developing countries, though rational from individual countries
points of view, fuels global imbalance.

Central for the discussion were exchange rate regimes and capital account regulation, as well as the
macro-governance system. In regards to the exchange rate regime, high exchange rate volatility needs to
be addressed and alternatives such as the targeted system proposed by John Williamson some years
ago should be considered. It was mentioned that capital account regulation is a major issue
for developing countries. There is a structural imbalance that forces developing
countries to have higher exchange rates than developed countries and that drives
excessive capital flows to emerging markets. It is also important to discuss what
capital control measures imposed by developing countries would be
acceptable for developed countries, as well as cross-border finance issues.

Some participants added that the imbalance of the current monetary system is
reinforced by the need of emerging economies to accumulate international
reserves to avoid IMF borrowing and conditionality, while others build-up reserves
to support their export-led growth model. Since currency depreciations are only
allowed via traditional restrictive monetary policy, but not by intervention in forex
markets, the policy option is to accumulate reserves.

Other participants, however, questioned the veracity of the last
argument, stating that the export-led model of East Asian economies has
not contributed to worsen the global imbalance. They argued that Asian
countries have adopted export-led models since 1960s, while the global
imbalance concerns are very recent. In addition, countries such as Germany
and Japan also have large current account surplus and it is clear that they are not
pursuing a self-insurance strategy. They added that China’s exchange rate policy was
not a cause of global imbalance given that China’s trade surplus increased until 2005.

According to them, the global imbalance is better explained by

1. Fed's low interest rate policy after the burst of dot-com bubbles in 2007,
2. Deregulation in the 1980s, which led to over risk-taking, high leverage, and bubbles;
3. Over-consumption in U.S. households and rising U.S. public sector debt;
4. US. ability to run a persistent and large current account deficit because it has a reserve currency.

Discussants, however, continued to argue that China was not setting the renminbi by free market
mechanisms and that it avoided consumer imports, artificially depressed wages, and subsidized exports,
decisively contributing to the global imbalance. Others stated that it is not clear that China is following a
mercantilist approach, but that it is probably following a self-insurance strategy with the end result of
increasing reserve accumulation. It was mentioned that letting China float its exchange rate may not be a
solution since it could create important economic distortions in the country. Even though there was not a
clear agreement on what are the major causes of the global imbalance, most discussants agreed that both
China’s and U.S's economic policies are to blame.

Proposals to address the problems of the current monetary system included the creation of a new
more democratic and collaborative system, perhaps based on SDRs. Unfortunately, it is not easy to see
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how money will be created and what will back-up SDRs. Resistance to the issuance of SDRs may come from
developed countries, but developing countries could benefit from additional allocations of SDRs and could
make their use more likely by holding a large part of their precautionary reserves in SDRs.

In relation to macro-governance collaboration, the main view has been that national policies are the
ones that matter, with only some recognition that international coordination is needed. Participants
agreed that a global governance system is an unsettled and insufficiently discussed issue, and different

agencies in the international system should coordinate to raise and address the issue. Some
discussants suggested that the IMF, World Bank, and WTO should be part of the UN
system to allow better coordination.

Improving macro-governance and addressing the global imbalance are

- paramount issues, particularly in a world in which emerging markets will

grow faster than high-income countries. It was stressed that as of now,

emerging markets are intervening heavily in foreign exchange markets to

avoid disruption and volatility. They are in the business of intervening

between private capital flows and US treasury securities, which is ridiculous.

Large changes in prices and volatile capital flows have large welfare and

distribution costs. The rules of the game need to be set up and a decision

made on coordination, to allow full capital mobility with clear multilateral

rules. If not, someone said, the best arrangement would be minimum rules

in the macro-level with the allowance for more national policy space for
countries.

Discussion on the need for fiscal stimulus

4 Discussants were concerned about the overall weak global economic recovery,
some even stating that anything normal is years away. For example, the IMF forecast
for average GDP growth in the euro area in 2010 was 1.7%, well below that in 2008. The
forecast for the euro area in 2011 is 1.5%. In the U.S, the labor market remains weak and
mortgage foreclosures continue to transform homes from major assets to liabilities for American
families. Credit has not been restored to pre-crisis levels and neither consumption nor investment
is picking up to sustain the global economy.

The significant global imbalance may also hinder economic recovery, since it creates a lack of global
demand. Some countries produce more than they are consuming. The increase in international reserves,
which has more than tripled since 2002, has created a global aggregate surplus. Excess savings, however, are
not being translated into more investment and interest rates can’t go any lower.

How can policymakers promote economic recovery? Economic analysts have argued that additional
fiscal stimulus would not work and that it is unaffordable. Most participants at the meeting, however,
argued that fiscal stimulus will work and that we cannot afford not to do it. They pointed out that interest
rates are so small that any additional change will not modify large business’s decisions to invest, while small
businesses pay much higher interest rates. Some forms of stimulus can take advantage of changing inter-
temporal prices, such as temporary investment tax credits, and lead to further private investment. Some
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participants suggested that assistance should be provided for countries that cannot implement fiscal
expansion, and countries that can implement fiscal expansion should be encouraged to do so. Global
cooperation is needed to avoid weak global growth, protectionism, instability, and financial market
fragmentation.

Discussion on Finance and Development

Participants agreed that the financial sector should better serve the real economy and should adequately
deliver financing to small and medium enterprises. Second, the financial system should act as a
consumption smoothening over time, particularly for low-income people. Third, it should
provide safe custody of savings without serious risk of loss of value. Financial
regulation should focus on these issues, creating a reliable and stable financial

system.

There are currently two broad sets of ideas for reform: the idea that reform
should be implemented at an individual country level vs. the idea that a minimum
standard should be set as per G20 and Basel lll agreements. Participants,
however, agreed that there is a strong need for global regulation, given that
the impact of regulation on cross-border activities is unclear. Regulation
fordomestic banking activity has no global externality and so international
banks that are large institutions that operate across markets and across
tax issues are sources of instability and crisis. Some discussants stressed
that empirical work over a broad period of time shows that financial
market liberalization has led to instability, has decreased the flow of
funds to small and medium enterprises, and has adversely affected
development.

It was also mentioned that although Basel lll had some interesting
and positive elements (such as regulating excess liquidity and
increasing capital requirements), a source of serious concern is that

regulating leverage has been given a secondary role. This is a serious

mistake given that the leverage ratio of the shadow banking system was

very high and faced little regulation in the years preceding the crisis. An

additional issue discussed was financial sector management and the need for it to
create buffers for times of crisis and avoid over-risking.

Participants also addressed the question of how to properly tax the financial

system, for example by introducing a global transactional tax. The tax should include

derivatives, since most of the volatility of financial markets came from them. There is a

coordinated effort in the E.U. to introduce measures that would trigger a financial transaction
tax at a level of 0.05%. The U.S. is an absent player in this matter.

Some argued that socially responsible long-term investors should be encouraged to be concerned about
the environment, development, and the consequences of their actions. Sovereign Wealth Funds were
mentioned as a new set of players that may have a potential role as long-term investors with some degree of



social responsibility, after the great example set by Norway. Finally, some stressed that standards at international
levels should take into account different levels of development. In developing countries, commercial banks
typically devote themselves to consumption and short-term lending, while charging very high interest rates.
There is a need to encourage commercial banks to have longer term roles and to promote development
banks in developing countries.

Discussion on Trade

The panel on trade began with a discussion about the tension between trade policy and trade politics. In
general, one could agree that trade works with the cooperation of market forces and on the whole it
favors consumers across the board, including poor consumers. Trade politics, however, are much trickier
for several reasons. Favoring one industry may come at the cost of another, and it forces one to choose
between constituencies. It is politically tricky, especially in market economies, because one can feel like
a victim of unfair market competition. To reconcile both approaches, a serious and objective analysis
must be done and the proper articulation must be found amongst governance levels. Trade issues are
unfortunately rather complex and many incorrect analyses can flourish.

Adding to the complexity, today’s production is so globally fragmented that trade accounting is also
spread out. Some suggested that trade should stop being counted with added value and should now be
conducted heavily through supply chains and services. A participant added that taxing imports should also
imply taxing exports. A discussant added that the notion of opening trade means opening immigration is a
misconception. Others stated that if we want free capital flows and free trade flows we should also allow free
labor flows. Limited labor flows, they argued, creates distortions of income and distribution both within
countries and internationally.

Another participant stated that the major changes in trade are the continuum and deepening of
globalization and the shift of power between north and south. These changes are driven partly by trade
openness but also by technological changes, which makes it difficult for developing countries to define the
right trade policy. To understand the current trade system, the participant considers two elements: the
organization of work production through regional value chains and the increasing impact of trade
competitiveness in agricultural products.

In relation to trade governance, discussants mentioned that the main focus remains at national systems.
The right level of trade governance, however, appears to be at a regional level and this is where improvements
need to be made. Many participants mentioned that bilateral agreements -- Free Trade Agreements (FTAs)
and Preferential Trade Agreements (PTAs) -- are unfair and introduce distortions to the rest of the world. It was
mentioned that the proliferation of FTAs are undermining tariffs, quotas, and subsidies as the main instruments
of trade and industrial policies. Exchange rates and labor market policies have thus become more important
determinants of trade outcomes.

To deal with FTAs, knowing that the ideal is a multilateral system but that FTAs are the ones proliferating, it
was suggested to “multilateralize” the FTAs. This could be politically complex but perhaps more feasible than
to try to eliminate them. It could be easier for parties to join by improving FTA rules and by increasing strictness
on rules of origin and improving the connection between FTAs, keeping in mind development and equity
elements.



Public Panel: Global Economic Governance
for World Development

Concerning the global economy, participants of the public panel expressed concern about the fragile
global recovery and argued that sustained growth depends on the elimination of high unemployment
and large excess capacity in high income countries. It was mentioned that the way out for the developed
countries is to find large export demand for their capital goods. Developing countries on the other hand
have opportunities for bottleneck releasing and productivity-enhancing projects. Investments in those
projects could create demand for capital goods produced in high-income countries and promote long-
term growth in developing countries.

In relation to global governance, the world economy and finance will become more globalized (in a few
years China's GDP will equate that of the U.S.) and soon there will be an important governance gap. The panel
focused on the governance problems the current system has and on the right institutional framework required
for the new world.

The problems of the current system are the lack of a reserve currency system, which has contributed to
the persistence of the imbalances, and financial deregulation over the last three decades that has created a
system which is extremely incoherent, unstable, and difficult to reform. This is a situation that promotes capital
account liberalization without sufficient safeguards to cover risks of exchange rate volatility. In addition, it was
argued that risk is not shifted from the poor to the rich like it ought to be in a well functioning market. A
system that finances growth more effectively and that is far more developmental is also needed; financial
inclusion is necessary and it was not discussed in Bretton Woods.

Moreover,among the range of issues on governance reform that was raised is the recognition that Europe
is over represented in the current Bretton Woods institution. If an inclusive multilateral system is built,
there are other challenges such as a sovereign debt restructuring mechanism. It was also mentioned the
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need to give incentives to restart a “global green New Deal” in investment and job creation, especially in
terms of addressing environment sustainability, concerns in climate change, and problems of food
agriculture. Another issue of “climate justice” was raised, as a participant explained that when developing
countries provide resources, such as rainforests, they bear most of the cost of global warming and they

need to be compensated for their environmental services.

Another area that is important is technology and the knowledge gap between countries. It was
mentioned that TRIPS, the intellectual property regime of the WTO, has big deficiencies. A participant
argued that the recent rounds have not really addressed concerns of developing countries such as non-tariff
barriers, migration, escalating tariffs, and agricultural subsidies. The recent crisis highlights that the advanced
industrial countries have provided massive subsidies to their agricultural, banking, and auto sectors.

In terms of what could be done to fix the system, some lamented that the Bretton Woods moment for
transforming the basic rules of the game had been lost. This moment came out of a sense of crisis and futility
in the last quarter of 2008. There is, however, a sense of complacency after success that has undermined the
chances for reform.

Participants nonetheless mentioned different governance proposals to address the challenges. It was
highlighted that global governance must extend to every area: finance, the monetary system, trade, climate
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change, and development. Moreover, due to the failure of the international community to move forward,
there is a big vacuum that has been filled by the G20 and a number of international collaborations. Participants
recognized that the G20 has proved to be effective in coordinating monetary responses and facilitating fiscal
stimulus, and that it is a good forum for discussing current global challenges. But the G20 has serious problems
of legitimacy and accountability that need to be addressed.

Participants pointed out that progress in global governance cannot be made without the UN as a
fundamental pillar. It was suggested that political drivers should be composed of a triangle of international
agencies, the G20, and the UN. Discussants agreed that there is a need for a global economic coordinating
council which could be small enough for meaningful discussion but representative enough and with political
legitimacy so that it could be more effective than the G20. This council could be brought within an international
framework of the UN system.

The Global Economic Council requires a Charter change in the UN, which can be easily resisted for a
number of reasons. In the interim, there are at least two possible mechanisms that can be undertaken, if there
is political will. First, there could be a special arrangement of the Economic and Social Council meeting at the
leaders’ level. Another alternative is for a general committee of the general assembly to meet on the leaders’
level that would meet on the eve of the general assembly.

On another issue, a participant mentioned that the fact that the WTO is not part of the UN system
institutionally raises certain challenges. It was noted, however, that there is increased ownership by developing
countries in the WTO and that even though this institution is not a development agency, there is a need to
consider developing countries’ necessities and bilateral development agencies.

Finally, it was mentioned that international agencies such as the IMF and World Bank should work together
for reallocation of voting power for developing countries. The World Bank should reflect the new global
scenario, one in which emerging economies are more important. Some improvements to increase
representation have been made. The World Bank increased the voting power of developing countries by 47%
and three managing directors come from developing countries.
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The series

NEXT LEFT, NEXT EUROPE

In 2009, FEPS launched a call for papers addressing PhD and PhD candidates to
elaborate on how they saw Europe in a decade, within the framework of its [Next Left]
programme, run under the leadership of former Austrian Chancellor Alfred GUSENBAUER.
The first release of Queries contains a selection of the most interesting pieces.

Contents: Future of Social Europe | Changing European Society | Green Agenda for
a Sustainable Europe | Europe of Democracy and Civic Participation | International

NEXT ELQE,

NEXT LEFT

Responisibility of Europe in a Global Age

THE NEXT WAVE OF EMANCIPATION

Since the beginning FEPS has been strongly involved in a debate on gender
equality, which in fact was one of the very first projects that it established. This issue
reviews the history of the struggle for gender equality in national member states, in
Europe and elaborates on the progressive agenda for the future.

Contents: Gender sensitive, progressive Europe | A commitment that arises from a
century struggle | Stronger from the past, encouraging experiences | The next agenda
for changing society

WHAT COMES BEFORE, WHAT COMES NEXT

@@ Quer],es A tribute to Tony JUDT

Queries serving as a guideline in selecting themes and articles that pose the most
crucial questions and can stimulate an intellectual debate, it comes with no surprise
that this issue commemorates late Tony Judt and his work. As Ernst STETTER, FEPS

- Secretary General writes, the last book of Tony Judt, il Fares the Land, poses an extra-

COMES BEFORE, ordinary challenge. This very particular intellectual testament of an outstanding
WHAT COMES NEXT academic and universalist socialist encompasses a fair, though bitter, assessment of
today’s world. It touches upon the mission that a renewed social democracy must
embark upon in order to reverse the negative processes corroding our societies, through
respecting all the achievements of past generations and being optimistic about the

chances for the progressives to succeed in the future. This motivated the title of this issue.
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@D Queries

The NEXT Global Deal

The disastrous consequences of the recent financial, economic and social crisis exposed
the bankruptcy of today’s’ world order, dictated by a neo-liberal ideology. Its obvious
inability to respond to global challenges makes it inadequate for the 21 century.
Realizing this, one needs to call for a new, feasible agenda. For progressives this call is
both a challenge and a chance to present our NEXT Global Deal.

First and foremost, there is number of ideals and principles that lay the foundations for a
new agenda. These are the principles of solidarity, fairness and social justice. This is why
Chapter 1 of this issue of Queries is devoted to the need for regulations of the global
financial system. Also the questions of appropriate supervision and a need for a new
generation global governance era are being tackled.

Secondly, the vision of the NEXT Global Deal must provide a complex answer to the most
profound contemporary questions. Therefore the authors of the articles in Chapter 2
look into its details and examine for instance the current development and trade agenda,
tackle questions of labour standards and the realization of the prerogative of decent
work and explore new elements as the incorporation of environmental issues. Much
attention is given to the role that Europe should play in the fundamentally changed
international world and the concept of multilateralism it should advocate for. Last but
not least, the proposals for reforming the institutional framework in general, and certain
institutions such as the International Financial Institutions, are outlined.

New answers seem above all indispensible in current circumstances, in which people
lose their confidence in international institutions, their governments and politicians in
general. Their detachment from the world of politics and disbelief can be overcome
once the democratic rules are put backin place, as far as global governance and European
decision making processes are concerned. The issues of legitimacy and transparency are
discussed by the authors of the articles in Chapter 3.

This issue of Queries — The NEXT Global Deal is opened with the forewords of Ernst
STETTER and Joseph STIGLITZ. The articles have been written by outstanding politicians,
stake-holders and academics who all met to discuss these issues in-depth at the FEPS-
IPD Conference (Washington D.C., October 2010). The echoes of this memorable debate
can be found in the closing chapter of this issue.
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