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Is the G-20 Summit a Step Toward a New Global Economic
Order?

By Colin I. Bradford, Jr. and Johannes F. Linn

Policy Brief #170

In November 2008, President George W. Bush
convened the first G-20 summit in Washington to
address the worst global financial economic crisis
since the Great Depression. This summit provided

a long-overdue opportunity for a dramatic and

|ast|ng Change in global governance Th|s was Above: Reuters/ Jason Reed - U.S. President Barack Obama
. arrives on stage for a news conference at the G20 Summit in
followed by the election of Barack Obama, who London.

had campaigned on a distinctly different foreign
policy platform compared with his Republican rival, Senator John McCain. These two events were no mere
coincidence.

The global crisis has moved the United States, along with the rest of the world, toward a new global economic order, with
the G-20 summit as one of the principal manifestations of the new global governance system. Of course, movement
toward this new economic arrangement and progress toward reformed global governance are not inevitable. It will take a
clear and sustained commitment to a new set of values and strong leadership, especially from President Obama and the
United States, to ensure that the G-20 summit is not a short-lived exception to what had been a long-standing stalemate
in global governance reform. The effectiveness of the G-20 in addressing the global economic crisis could lay the
foundation for a new global order and provide the impetus for the many other necessary global governance reforms.

Whether or not this happens will depend to a significant extent on the direction chosen by President Obama.

The president’s vision of inclusion and openness and his approach to governing, which favors innovative and far-reaching
pragmatic responses to key national and global challenges, make him a great candidate for this role. In due course the G-
20 summit can also serve as a platform for addressing other pressing global issues, including trade, climate change,

energy and food security and reform of global institutions. To achieve such an outcome, President Obama and other world

leaders need to demonstrate a clear vision and strong leadership starting at the G-20 Summit in Pittsburgh and beyond.
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“Old Economic Order” versus “New Economic Order”

From recent debates on foreign policy and global governance, we have identified two different perspectives or sets of
principles underlying the approaches toward U.S. and global foreign policy. Table 1 summarizes the key elements of what

we call the “Old Economic Order” in juxtaposition to the “New Economic Order."

Table 1: Old versus New Economic Order

0ld Order New Order
Mation-states Global society
Sovereignty Interdependency
MNational interest Common Interest
Unilateralism Reciprocity
Assertiveness Respect
National power politics New multilateralism
Competing blocs Global networks
Fixed alliances Multiple coalitions
Predominance Bargaining for compromise
Hard Power Soft Power
Promotion of sincular Coexistence of diverse models
economic models and of market economy and
political values political systems

Note: This table is adapted from one first presented by the authors in a seminar at the IMF in June

2007. See: www.imf.org/external/np/seminars/eng/2007/glb/bl030607.pdf

In the Old Order, the nation state is the point of departure, stressing the importance of sovereignty and national interest as
the key principles driving a unilateral and assertive foreign policy. In contrast, the New Order’s starting point considers
that we live in a global society, where interdependency and recognition of common interests are the key principles to be
pursued in reciprocal relations and with mutual respect across borders. Under the Old Order the rules of national power
politics prevail, as competing blocs and fixed alliances strive for predominance, with “hard power” if necessary. Instead,
the New Order operates on the basis of a new multilateralism, which builds on the prevalence of global networks in all
spheres of life and multiple coalitions across borders, where bargaining for compromise and the tools of “soft power”
prevail. Finally, the Old Order promotes the notion that a single economic and political model should prevail, while the

New Order accepts that different economic and political models coexist and compete side by side.

In the most simple terms, the Old Order broadly reflects the principles underlying the foreign policy agenda of the Bush
administration and Senator John McCain’s presidential platform, while the New Order approximates those underpinning
the platform of Senator Barack Obama'’s presidential campaign and of his administration’s foreign policy stance. Key
elements of the Old Order (except the last one) have also been attributed to the current foreign policy approach of Russia,

while New Order principles can be ascribed to the European Union.
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In fact, what is reflected in these two approaches is the difference between twentieth-century principles of foreign policy
versus principles appropriate to today'’s realities. We believe there are three interrelated sets of drivers of change that
necessitate moving from the Old Order to the New Order. These drivers include the changing global demographic and

economic balance, emerging global threats and the need for a more effective global governance system.
Drivers of Change

The first driver of change is the shifting global demographic and economic balance. By 2050, the world population is
projected to reach 9.1 hillion, up from 6.4 billion today, with the increase occurring almost entirely in today’s developing
countries. China is widely predicted to be the largest economy in the early 2040s, with the U.S. economy in second place
and India’s in third. Other emerging market economies, including Brazil, Indonesia and Russia, will be important economic
players, while individual European countries will recede in importance. Continental Eurasia will be the new hub of global
integration as China, India, Russia, the European Union and the Middle East's energy-producing countries knit their
economies ever closer together. The United States will remain a superpower, but only one among others. Together, the
major world powers will have to confront the fact that people in poorer and weaker states will feel left behind.
Simultaneously, cross-border networks—economic and political, public and private, elite and grassroots, legitimate and
illegitimate—will continue to grow and will weaken the traditional hold states have over the economic, financial, social and

political actions of their citizens. These networks will create bonds that will either reinforce or undermine global stability.
The second driver of change is a set of emerging global threats:

e The current financial and economic crisis—triggered by poor macroeconomic management and lax financial
regulation—reflects the realities of long-term financial imbalances among key economies. It proves the difficulties
of managing a highly interdependent global financial system in the absence of agreed-upon global financial
surveillance, supervision and regulation. It is likely that risks of global financial stress will continue in the coming

decades.

e Global disparities will increase as the rich and the rapidly growing economies do well, while many poor and
stagnating countries are left behind. There is potential for rising disparities within countries, too. These inequities
will reinforce risks of domestic and cross-border conflict and terrorism. At the same time, the United States and
other industrialized countries face a progressive loss of traditional industries, jobs and wages. Aging populations
and overburdened pension systems will challenge their fiscal stability and may lead to groundswells of anti-

globalization sentiments.

e Rising food and energy prices, environmental threats and the risks of global epidemics—reinforced by population

pressures—particularly affect the poorest countries.

o Growing global interdependencies across borders and sectoral lines mean that individual countries can no longer

address these threats alone and that a global response has to be coordinated across sectors.
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The third driver of change is the growing and widespread recognition that the current system of global governance has
become increasingly fragmented, ineffective, outdated and resistant to change. This systemic weakness is reflected in the
persistent stalemate on many of the pressing global issues—maost notably the Doha trade round—but also on global
poverty, climate change and the risk of pandemics. Moreover, global institutions have become unrepresentative in the
face of the changed global economic and political balances. Hence their legitimacy is suffering badly, and yet there is

stalemate in the reform of individual international organizations.

Together, these three factors have made the principles of the Old Order irrelevant and strongly point in the direction of a
New Order. They represent the new reality for governments, citizens and international institutions and force them to adopt

new principles and reform existing institutions.

While the drivers are strong and the new global reality is seemingly unassailable, change is not inevitable. Old habits die
hard. In the United States, traditions of self-reliance and “exceptionalism” continue to shape Americans’ views of the rest
of the world. At the same time, the widespread belief in the virtues of unfettered markets and low taxes, the influence of
special interests for protection (agriculture, labor, old industry, banking) and the prevailing fractiousness of political
decision-making may well undermine President Obama’s efforts to move toward a new global paradigm. Compounding
the entrenchment of the Old Order, new nations that are still recovering from centuries of colonialism—facing economic
and political instability and wishing to catch up with the successful industrial countries—are lured to a strong sovereign
nation state, unfettered control over their borders and their citizens, and a confrontational approach to foreign policy. Even
the much admired willingness of the Europeans to give up sovereignty in favor of supranational institutions has its limits,
not least when it comes to giving up their prerogatives of dominating the governing boards of the international financial

institutions and other global forums.

Leadership, conviction and persistence will be required among many actors on the global stage to ensure there is
progress toward effective reform of global institutions. This potential for change is exemplified by the recent emergence of

the G-20 summit as a vehicle for global governance.

The G-20 Summit—Origins, Options and Obstacles

Origins. The G-20 summit had its origins in the annual meetings of the G7—the leaders of a group of seven major
Western industrial countries who gathered annually starting in the 1970s, initially to enhance economic and financial
policy coordination in reaction to a major financial crisis. After the break-up of the Soviet Union, the G8 was formed by the
addition of the Russian Federation. The G8 increasingly became preoccupied with global economic and political issues—
in effect assuming the role of a global steering group. But widespread criticism began to mount about its role. The G8
summits were seen as ritualistic in process, ineffective in impact and increasingly unrepresentative in the face of global
population and economic shifts, and hence lacking in legitimacy as a global steering group. The onset of the global

financial crisis in mid-2008 pushed President George W. Bush into convening the G-20 Summit on November 15, 2008.

The ministerial-level G-20 was first created in the aftermath of the 1997-98 East Asia financial crisis. By convening
representatives from 10 industrialized economies and 10 emerging market economies, the G-20 presented a much more
geographically and culturally diverse group than the G8. With about 90 percent of the world’s economy and two thirds of

the world’s population, the G-20 is also much more representative than the G8. Emerging market economies have been
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fully engaged in managing the proceedings of the meetings of G-20 finance ministers and central bank governors. It is
therefore not surprising that there had been persistent calls by some experts and politicians for using the G-20 as a
platform to replace the G8. While moving from G8 to G-20 summit might not create an optimal global steering group, it is a

pragmatic and effective step, especially in response to crisis.

Options. Will the G-20 be a short-lived experiment or will it prove an effective tool of global governance? Various options
are under debate among experts and practitioners. One possibility is to return to the G8 summits like the one Italy hosted
in 2009 and Canada plans to host in 2010. There is concern that the G-20 format is too unwieldy for effective exchanges
among the key players. Hence, there will be continuing debates about reducing the size of the summit to somewhere
between thirteen and sixteen members, as reflected in the recent proposal by the French President, Nicolas Sarkozy, to
create a G14. However, there are pressures to expand the number of participants to include more countries and to
expand regional representation. Then there are proposals to develop a constituency-based approach to membership, with
universal participation as in the case of the international financial institutions. Further, German Chancellor Angela Merkel
and a United Nations Commission chaired by Nobel laureate Joseph Stiglitz propose to establish an Economic Security
Council at the UN.

None of these options will likely materialize in the foreseeable future. Instead there are two probable outcomes: The first is
the continuation of the G-20 summit with a gradually expanding mandate beyond the current crisis. For this to be
successful, it is critical that the G-20 format proves its effectiveness in the coming months and years. This outcome has
three requirements: that the number of participants does not expand; that participants focus on a limited number of action
items; and that a small but effective secretariat is established to support and monitor the G-20 summit with logistics and

technical expertise.

The most likely alternative to the G-20 summit is what is frequently referred to as “variable geometry.” Under this scenario,
selected world leaders would convene on specific topics in shifting constellations, with participation of the most important
actors decided separately for each topic. For example, the G-20 might continue to meet on global financial and economic
matters for some time to come, while different groups would convene for action on climate change, nuclear proliferation or
other topics. Support for this plan appears to be emerging from the Obama administration. It co-convened the summit on
climate change at the tail-end of the 2009 G8 Summit, hosts the September 2009 G-20 economic summit in Pittsburgh
and has called for a summit on nuclear non-proliferation in the spring of 2010. The challenge for summits of “variable
geometry” is the ever-shifting number and composition of participants, the difficulty of systematic organization and follow-

up and continuing debates about who would convene the summits, when, and with what participation.

Obstacles. As we look ahead, we see a number of challenges for the evolution of global summits beyond the G8,
whether toward an effective G-20 or some alternative, especially summits of variable geometry. These challenges
emanate from the diverging interests of four sets of players: the United States, Europe, the new emerging powers and the

rest of the world.

For the foreseeable future, active U.S. leadership is needed to overcome inertia and collective action problems in
addressing global challenges and breaking the stalemate in global governance reform. The Obama administration
appears to strongly support a paradigm shift toward a new global order, but so far has not announced its position on

summit modalities.
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Europe is a key player and has proven a major obstacle to global governance reform as it continues to claim far too many
chairs at the G-20 (and in other global forums and institutions) for its economic and demographic weight. In effect,
Europeans can either retain their over-representation, which gives them a fragmented voice and weakens their influence
while also weakening the global institutions; or they can bundle their votes, chairs and voice for greater impact and to
ensure more effective international organizations. Unfortunately, the current stalemate on internal EU governance reform
blocks any new European approach to global governance reform.

The new emerging powers, especially China, India and Brazil, will face the challenge of moving beyond their traditional
role of the “excluded” and “representatives of the South.” They will need to accept co-responsibility for solving global
problems and creating effective global governance institutions. They will have to look beyond issue-specific South-South
coalitions to North-South coalitions where it is in their and the global interest (e.g., the push for international financial
institution reform, for EU for consolidation, for the completion of the Doha Round, etc.). There are hopeful signs that this is
beginning to happen. South Korea’s leadership of next year's G-20 represents a critical test of whether the new powers

are ready to participate and conduct a G-20 forum at the leaders’ level, not only ministerial.

Finally, there is the challenge of how to include the “excluded.” The G-20 is much more inclusive than the G8, but it still
leaves out a majority of countries with a third of the world’s population. Options for associating the rest of the world with
the summit include ad hoc outreach (as the G8 has done), expanding regional representation (as already practiced with
the EU), introducing a constituency approach (as for the IFIs) and seeking a closer alignment with the UN (perhaps
through an Economic Security Council). With the exception of the first two—which risk further expanding the number of
participants at G-20 summits—none of the other options are likely to materialize soon. However, G-20 leaders will have to

be sensitive to the needs of the “excluded” and ensure that the interests of the poorest countries are not neglected.

Conclusion

Great changes in the economic and political balance among countries, global threats and an antiquated global
governance system confront the world community today. With the economic crisis as an immediate driver and a new U.S.
president, the G-20 summit format has the potential to make a real shift in the global economic order in which a new set of
values underpin the way countries and people cooperate across borders. To the extent that President Obama has
articulated his vision of the global order and America’s role in it, we believe he is headed in the direction that stresses
common interests in a global society, the need for multilateral action and understanding for alternative approaches to
economic and political development. This is very promising. The effectiveness of the G-20 in addressing the global
economic crisis could lay the foundation for a new global order and provide the impetus for the many other necessary

global governance reforms.

However, Europe, China and India are also critical for progress. Moreover, if President Obama is believed to fail the test
of competence at home or a major shock hits the United States, a reversal is possible in the U.S. In any case, significant
changes in global governance will take time to transpire. We may well see a long period of transition with only gradual
improvement in current institutions. In the meantime, pressures for increased regionalism, bilateral deals among the big
players, geopolitical competition among power blocs and growing instability and threats from the “excluded” will

undermine international cooperation and the whole idea of a global order.
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The G-20 summit forum represents a great opportunity for world leaders to begin to put into action the principles of a new
global order. It will allow them to address the immediate global financial and economic crisis in a collaborative spirit. And
in due course the G-20 summit can also serve as a platform for addressing other pressing global issues, including trade,
climate change, energy and food security, and reform of global institutions. To achieve such an outcome, President
Obama and other world leaders need to demonstrate a clear vision and strong leadership at the G-20 Summit in
Pittsburgh and beyond.
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Evolution of the G7/8

» G7 founded in 1978, as a forum for Western
Industrial economies to deal with economic
Imbalances among them

» Russia joined for G8 in 1998; others invited on an
ad hoc basis (for parts of the summits)

» Focus increasingly on global economic and
political issues, less on internal coordination issues
of the group - global steering group, but:

» Growing critigue of lack of effectiveness/legitimacy

» Increasingly unrepresentative of global population and
economic weights

» Increasingly formalized summit process
» Lack of real impact

J. Linn The Brookings Institution, Washington, D.C. www.brookings.edu




Some Global Trends: By 2050...

» World’s population will be up by 50% from 6
to 9 bn, all 3 bn new in developing countries

» Industrial country population will remain
steady at 1 bn, down from 17% to 11%

» The combined GDP of Brazil, Russia, India
and China (the BRICs) will exceed the
combined GDP of France, Germany, Italy,
Japan, UK and the US by more than 50%.*/

» And China will be the world’s largest
economy by 2041.*/

* Source: Goldman Sachs, 2003

J. Linn The Brookings Institution, Washington, D.C. www.brookings.edu




Origins and Evolution
of the G20

» G20 was formed by G7 Finance Ministers in 1999
after Asia/Russia crisis to address global financial
Issues

» Geographically and culturally diverse

» Broadly representative of global population
distribution and economic weights (65% and 88%
respectively in 2003)

» Emerging Market Economies (EMES) fully
engaged; China chairing G20 in 2005 (India,
Mexico did earlier)

» G20 has developed into an effective forum, but with
limited scope

J. Linn The Brookings Institution, Washington, D.C. www.brookings.edu



G20 Member Countries

Canada

France
Germany

Italy

Japan

Russia

United Kingdom
United States

EU Presidency (when
not G-7/8) and
European
Commission

Argentina
Australia
Brazil

China

India
Indonesia
Korea
Mexico
Saudi-Arabia
South Africa
Turkey

J. Linn The Brookings Institution, Washington, D.C.

www.brookings.edu



G-20: Main Achievements to Date

1. 2000: “Montreal Consensus” as foundation for
“Monterrey Consensus”

2. 2001-2004: progressive reform of HPIC debt
reduction program

3. 2004:. agreement on voluntary code of conduct
for financial crisis management

4. Inclusive, informal forum for ministerial discussion
on potentially divisive N-S issues:
« Exchange rate adjustment
Benefits and costs of globalization
Financial crisis management
« Governance, transparency, rule of law

Source: adapted from John Kirton, 2005

J. Linn The Brookings Institution, Washington, D.C. www.brookings.edu



Recent Calls for Reform of G8 and
Upgrading of G20

» Bergsten (IIE) at G20 meeting in March
2004

» Canadian PM Martin’s speech in
Washington April 2004 and Foreign Affairs
article April/May 2005

» Brookings Policy Brief # 131 April 2004
» WB President Wolfensohn in Oct. ‘04

» UN Reform Panel in late 2004

» Helsinki Process endorsement Jan. 2005

J. Linn The Brookings Institution, Washington, D.C. www.brookings.edu




Why Create an L207?

* Need for effective, representative and legitimate
global steering process

* Ensure that major EMEs are brought “into the tent”
In addressing common global issues cooperatively

* The G-20 already exists; no need to argue about
membership; but too narrow in focus and ministerial
representation

 Global challenges increasingly cut across individual
agencies, need integrated view

* Other global governance reforms matter (UN, IFIs,
etc.), but not likely to progress quickly

* Moving to L20 could be a pragmatic, relatively easily
Implemented step, if political will exists

J. Linn The Brookings Institution, Washington, D.C. www.brookings.edu




Next Steps at Two Levels: Political
Action and Consultative Research

] Political Action:

» Canadian PM exploring options for an L-20 summit
meeting

] Consultative Research:

» The Canadian Centre for International Governance

Innovation (CIGI) and Brookings pursuing a joint project of
consultations on summit reform with

e Think tanks
* G20 governments

International Institutions (UN, IFIS)
CSOs

» Other initiatives (e.g., Helsinki Process, Global Public Goods
Initiative)

» Research on implementation issues
» Create a network of think tanks in G20 countries

J. Linn The Brookings Institution, Washington, D.C. www.brookings.edu



First Reactions to the Initiative

Great Interest: Walit and See:

« Canada US (EU should unify)
e Australia Germany
e Brazil UK

Cautious Interest: India
e China Saudi Arabia

e EU/Commission

Ministries of Finance: Let G-20 “mature”, IFI Committees

Ministries of Foreign Affairs: Focus on UN, questions of legitimacy

Ministries of Dev. Cooperation: Great interest

Presidential/PMs’ Offices: Cautious interest

J. Linn The Brookings Institution, Washington, D.C. www.brookings.edu




Substantive Questions 1:
ODbjectives

 Steering mechanism v. discussion forum?

e Question: Should and can an exclusive global
leadership forum serve as a steering mechanism or
merely as a discussion and networking forum?

 Legitimacy = effectiveness + representativeness

* Question: What then is an optimal size/structure for a
global leadership forum? Why 207

* Question: What to do about the countries “left out”?
(regional hubs, link to UN?)

 How to link “top-down” to “bottom-up”?

J. Linn The Brookings Institution, Washington, D.C. www.brookings.edu




Substantive Questions 2:
Possible Topics for L20 Summits

[ Stabilizing the world economy and financial markets

4 Aid flows and financing mechanisms, debt reduction and the
MDGs

4 International trade negotiations

U Global public health issues

4 Global energy crunch

O Global environmental challenges

O Preparedness/response to major natural disaster

O Global security (incl. WMD) and anti-terrorism strategies

[ Governance issues in the international institutions and of the
global architecture (UN, IFIS)

J. Linn The Brookings Institution, Washington, D.C. www.brookings.edu



Substantive Questions 3:
Options for Membership

Various options can be explored, including:

1. Status Quo: G7/L8 + G20

2.  Minimal: G7/L9 + G20 (e.g., add Chinato L8)

3. Incremental: G7/L8 + G20/L20

4. Less Radical: G7/-- + G-20/L20

5. Radical: G20 + L20/--

6. Very Radical: G1l6 + L16 (one seat for EU)

7.  Other Radical Options: Add a few countries to Option 6

8. Variable Geometry: L(X+Y), where X is the permanent core
and Y depends on topic matter

9. Other [?]

10. Sequencing and timing options

Note: G=Ministers of Finance; L=Leaders (Summit)

J. Linn The Brookings Institution, Washington, D.C. www.brookings.edu



Substantive Questions 4
Implementation Issues for L20

How to ensure informality of exchange
among summit leaders?

Chair/Presidency: rotating (annual, semi-
annual?), troika, other?

Secretariat function: informal or
Institutionalized?

Sherpa process: as for L8, or
modified/simplified?

Links to other global governance
Institutions?

v V VYV VYV VY

J. Linn The Brookings Institution, Washington, D.C. www.brookings.edu



Conclusions

 There’s a clear need to revisit and reform the global
governance framework.

1 G8 unable to serve as legitimate global governance
forum or steering group.

 L20 offers a “ready-made”, pragmatic option to
move forward quickly, visibly, effectively.

 But many questions/doubts/alternatives need to be
considered, consensus and ownership need to be
built.

 The debate on summit reform is heating up.

 All comments, critique, support, partnerships
welcome!

J. Linn The Brookings Institution, Washington, D.C. www.brookings.edu




Annex 1: The World’s 11 Largest Economies (Gross Domestic
Product in $ billion at current exchange rates, 2003)
1. United States* 10, 882
2. European Union*+ 10,483
3. Japan* 4,326
Germany* 2,401
United Kingdom* 1,795
France* 1,748
Italy* 1,466
4. China 1,410
Spain 836
5. Canada* 834
6. Mexico 626
7. Republic of Korea 605
8. India 599
9. Australia 518
Netherlands 512
10. Brazil 492
11. Russia* 433
* Members of G-8; + EU-15 (before Enlargement to 25)
Source: World Bank World Development Indicators
J. Linn The Brookings Institution, Washington, D.C. www.brookings.edu
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