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1 Introduction

“We have a system that can be called global governance without global government, one in which a few institutions…and a few players… dominate the scene, but in which many of those affected by their decisions are left about voiceless’. 

‘It’s time to change some of the rules governing the international economic order, to think once again about how decisions get made at the international level -and in whose interest- and to place less emphasis on ideology and to look more at what works. Globalization can be reshaped, (to)….. create a new global economy in which growth is not only more sustainable and less volatile but the fruits of this growth are more equitably shared”.  

Source: Stiglitz (2002. 21)

1.1 Objectives, a priori’s and limitations of this paper

Our point of departure is the observation that the present development of the global economy has created a number of good results but also some negative externalities. The problems need to be solved. This raises the usual “why”, “which”, “ who” and  “how” questions. Why have such problems emerged in the first place, which problems need be addressed with priority, who should take action and in what way? Answering these questions is a task of heroic size and of bewildering complexity; anyway much too large for a single paper. So we will limit ourselves to some essentials. 

The citation of Stiglitz suggests that the answer to the “why” question lies in the absence of sufficient guidance or “government” to steer the operations of private actors in a socially acceptable way. The “which question “has an answer in the sense that the most important problems have to do with sustainability, equity and volatility. With respect to “who” question he suggests to give more voice to the LDCs and the civil society.  With respect to the “how” question he suggests to take a fresh look abstracting from the usual ideology such as the “Washington “consensus” and review the adequacy of the available battery of governance. Central in his citation is the plea for better government.
The objective of the present paper is to indicate in what way the institutional provisions of global government should and can be improved so as make the operations of private and public actors respond better to the needs of the global community. Establishing better government on the global level involves in the first place intergovernmental organizations (IO). So IOs take a central position in our paper. We analyse their inadequacies and propose a number of improvements. We will base ourselves thereby on a number of analyses and proposals that have been made both by academics and by civil society, and put these in a rigorous theoretical framework. 

We are aware of the fact that many feel that intergovernmental bodies are part of the problem instead of part of the solution. They consider that solutions need to be found not in the adaptation of existing or in the creation of new institutions but in the empowerment of nongovernmental organisations (NGOs)
. We agree that NGOs have a very important role to play; their role will be highlighted in other papers to this conference. However, we think that in the end there is no way around addressing the reshaping of international organisations. And as institutions matter; such reshaping can lead to a reshaping of globalisation in conformity with social preferences.

1.2 Background to the analysis 

The international economy has seen profound changes over the past half a century. Fundamental changes in matters of technology (eg decrease in cost of transport), the structure of the economy (from agriculture to information) and politics (eg the demise of communism) have produced a substantial intensification of global interchange and integration.  

These changes in the world economy have had important effects on the roles of the major actors, such as private firms, public authorities and representatives of civil society. Large multinationals now control much of international trade and direct investment. Public authorities have seen that a number of policy instruments they used to intervene in the economy are no longer effective. NGOs have internationalised and helped by modern technology (internet, mobile phones) give voice to the needs of the civil society.  


The increased global interchange has certainly contributed to the growth of economic welfare. However, it is also felt to have had quite some negative effects. Many feel that they are threatened in their existence by international competition and that national governments are no longer able to protect them. It is generally felt that there are real problems of equity, labour protection and environmental sustainability. However, theoretical and empirical investigations (Molle 2001) show that these do not justify sweeping statements such as: “Globalisation is grinding the poor”; or: “Globalisation hurts workers worldwide” or: “Globalisation destroys the environment”. Our analyses show that relations between variables reveal great complexity and the effects of globalisation show great diversity.

As individual national governments can no longer deal effectively with many of these problems, there is a clear need for collective action at the global level and for the strengthening of the system of world government. Such collective action is not simple. Theory predicts that institutions will evolve only gradually and will tend to:
-    give answers only to the most pressing needs (rationale);

· be organised on a functional basis as an answer to a sectoral problem;

· provide certain public goods that neither the market nor the national governments can provide

· become facilitated by unity of values and ideas about the principles on which the system has to be founded.

· be positioned at some distance of optimality given diversity of interested parties; risks of cheating and opportunism, etc.
· adopt the lightest forms of governance structures for getting compliance (commitment, delegation and incentive and fine schemes). 
After WWII a bold and imaginative initiative created a set of specialist international organisations. Each of them is responsible for dealing with one problem of global governance. This “system” has functioned reasonably well during the past half century. Its scope has been gradually widened while the structure of several specialists’ regimes has also been strengthened. Next to global institutions regional ones have emerged; most of them with competences limited to trade matters.  In the recent past external conditions have changed profoundly and significant limitations have become visible.  First increased openness has created a greater interdependence and hence greater instability and vulnerability (notably in finance). Second old needs have not yet got a solution (e.g. lack of equity, poverty) while new needs have become apparent (e.g., environment). 

1.3 Structure of the paper

The citation of Nobel prize winner Stiglitz at the beginning of this introduction contains a number of elements. The first is the distinction between an evaluation of the past development and a suggestion for change in the future; we will follow that approach. The second is the list of major problems that the world system has to address; more sustainable growth; less volatility and more equity. We will go into the trade regime as an engine for growth, into the finance regime as the main cause of volatility; the environmental regime for sustainability and finally into the regime for labour as one of the main determinants of equitability. However, as this paper has to be kept within reasonable size limits and needs to keep some focus we will not go in detail into the redistribution efforts (WB) for the more equal sharing of growth over LDCs and DCs. The third is the role of the various actors in the process; we will not devote much attention to this subject but limit ourselves here to international regimes that are supported by international organizations.  

 
The basic structure this paper is then the following: 

Evaluation of the past. In this part we will apply a theoretical framework to a a set of global regimes that care for the most pressing socio-economic needs. A first section we give an overview of the basic features of the regimes analysed. In the subsequent sections we will detail for each of these features the most important findings of theoretical and empirical studies. In this way we will deal with the basic rationale for regime formation, the major public goods provided, the principles on which the regimes are based and the modalities for implementation (governance). We will finalise this first part with a short overview of the major results and shortcomings of the present institutional set-up.   

Proposals for the future. Here we enter into the domain of prospective analysis. However, while projecting lines into the future we will use as much as possible the lessons from the past development on the global level, and from developments on the regional level. In particular we will refer to the lessons from the most successful regional economic integration, viz. the EU. 

 In our proposals for change we distinguish four options. They are one hand organised according to the axis radical versus incremental change and on the other hand according to the axis globalism versus regionalism. The first option is the boldest one and involves a new Grand Design for world government in which the presently existing regimes and organisations can be integrated. The second one is a much more timid one and consists essentially of incremental improvements to individual regimes, that are the basic constituting elements of the present ‘system’. This second option is based on the detailed analyses in Annexes at the end of this paper
. The third option is a three-layer structure, in which much of the tasks of government is not shifted from the national to the global level but to an intermediate layer of regional organisations. This option takes into account the increased need for voice of specific groups (e.g. LDCs), the fact that clubs can more easily be formed than large groups and the adaptation to the global level of the principle of subsidiarity. Finally the fourth option takes only the incremental change of the present global and regional institutions into account.
2 Evaluation of the past

2.1 An overview of the main features of the regimes. 

Figure 1 gives an overview of the main features (in the rows) of each of the major global regimes and their associated organisations (columns). In the top rows we refer to such basic notions as the definition of the common interest that countries have in order to get together; in other words the motive for their collective action. This is made more concrete in terms of specific public goods that need to be provided to the international community. In the middle rows we indicate the organisations that deal with the problems of public good provision, followed by the basic principles that govern each regime. Next we detail some governance aspects, in particular the most important instruments that are used to get to results. The bottom part of the Figure finally describes the results obtained so far in the provision of the major public goods and the open issues that still remain.     

Figure 1. Basic features of the global order 

	
	Trade
	Finance 
	Environment
	Labour

	Basic rationale
	Enhancing economic growth
	Enhancing economic growth
	Safeguarding sustainable development
	Labour rights are universal human rights

	Public good provision
	Enhancing free trade in goods and services
	-Stable financial relations

-Avoiding crisis and contagion
	-Stabilization of climate

-Prevention ozone layer depletion

-Maintaining bio-diversity
	-Improve labour conditions

-Prevent race to bottom



	Basic principle
	-Most favoured nation

-Non-discrimination
	-Precaution

-Solidarity

-Conditionality 
	- Precaution

- Polluter pays

- Common but differentiated responsibilities
	-Freedom of association

-Elimination of exploitation

-Non discrimination

	Main organization
	WTO
	IMF
	UNEP
	ILO

	Instruments for realization and compliance
	-Dispute settlement

-Sanctions

-Retaliation
	-Standards 

-Surveillance

-Financial assistance

-Incentives/Aid
	-Standards

-Pollution rights

-Tradable permits

-Bans on products

-Reputation
	-Standards

-Reputation

-Aid

-Tri partite negotiation (labour unions, employers, government)

-Complaint ICJ

	Results


	Considerable progress (lower barriers in more areas)
	-Reasonable in prevention

-Limited in management
	Slow progress
	-Slow progress

-Low impact

	Open issues
	-Maintaining other values, 

- conflict of principles
	-Inherent instability

-Choice of instruments
	-Further deterioration of situation

-No uniform framework
	Tension between “social dumping” and gradual improvement


2.2 Rationale 

Globalization has rapidly spread, largely under the impetus of multinational firms. It has eroded the capacity of national governments to deal independently with problems and thereby increased the need for international cooperation in the framework of international organizations. The efforts of these institutions need to be oriented towards a set of basic goals. Among them economic growth takes pride of place, in particular in those countries that have a considerable poverty problem. But other societal concerns also call for action. Traditional ones such as the safeguarding of open communications and the respect of human values and more recent ones such as a sustainable environment. 

The definition of the common interest has not changed profoundly over time, notwithstanding very rapid and profound changes in the structure of the economy. We need but cite the change from manufacturing to information, the increased sophistication of products and services, the growing internationalization of business (trade and direct investment) and the increase in the mobility of capital. They all have influence (compare for instance the Internet) but most of this is on the lower level of analysis, some in terms of definition of public goods, but most in terms of governance.

The fundamental design criteria that characterise the socio economic institutional set up of Western countries are very much based on a division and hierarchization of functions. In general one distinguishes three elements. The allocation function has the objective to optimise the working of markets. The stability function has the objective to create the conditions for the good functioning of markets. The social function (redistribution) function has to make sure that the results come up to social preferences. This notion has also shaped major Western regional integration schemes (see for instance the case of the EU in Box 1).

Box 1 Design principles; the case of the EU 

The construction of the EU consists of three layers. 

The foundation is formed by the internal market. The basic principle in this area is the free internal movement of goods, services, labour and capital. In this way the allocation function is optimised, which is conducive to growth. 

The second layer consists of enabling policies. In order to create the conditions for a good allocation and hence for growth a number of common policies are pursued, such as competition, macro economic stability, monetary, etc. 

Now the outcome of this process may not be always in line with social preferences. As such we may think of the equality of income distribution over social groups and geographical areas, the access to jobs for men and women, etc. To improve the situation in these domains a third layer of policies is needed. We cite here notably regional policy, to which the EU spends a considerable part of its budget. Another component we may cite are environmental policies. All these third layer policies tend to respect the autonomy of the first layer policies (in environmental matters for instance by applying the polluter pays principle). 

This basic set up is not unchallenged. Time and again pleas are made to introduce social considerations already at the level of the definition of market policies by setting constraints that are supposed to foster such social objectives. In some cases such actions have come to regime changes, but these do not affect the fundamentals just described. 

Each of these functions can be closely associated with a rationale in Figure 1. 

· The first function is represented in the column of trade. However, one sees that in the past a few tasks have been entrusted to specific organisations; such as transport. That is inadequate and that the market aspects of these regimes should be integrated with the general trade regime. 

· The second function would correspond on the global level mainly to the public good of stable financial relations depicted in the second column. This enables the good functioning of the economy. On the global level this function is very incomplete; illustrative of the lack of a good regime are the regular financial crises. Other elements of this second function such as a regime for competition have not yet come of the ground. 

· The third function is represented here notably with the public goods of sustainable environment and respect for the human factor. Not represented in the table is the redistribution function (development aid).  

On the national and EU level this fundamental set up seems to be adequate. However, many feel that on the global level it shows a very serious unbalance. The allocation (market) regime is far developed with a strong organisation. The regimes for the other functions are ill developed and are dependent on weak organisations (see next sections).

2.3 Public goods.

The next interesting point we have to turn to is the selection of public goods provided and to the sequence in which the need for these goods arises. Given constraints on collective action regimes come only about in case there are very good reasons. Factors such as ‘awareness’ and ‘knowledge’ are important but the factor that carries most weight is actually ‘interest’. 

Now the aspect of economic interest can best be seen in the trade field. So the early creation and subsequent development of GATT/ WTO is in line with these predictions and also in line with the results of studies in regional integration (see Box 2)


The second early development has been in finance. The problems of the interwar period were still very vivid after the war and increased to awareness of the problem and the need to do something about it. The main public good has however gradually shifted from stability on foreign exchange markets towards the stability of the international financial system. This seems to be a logical step in the sequence of regime building. Indeed, the ‘interest’ argument applies here in full as actions for the improvement of exchanges in matters of trade (and investment) can only bear their full fruits in case stable financial conditions prevail. However this sequence on the world level is only partly in step with the development on the regional level; here financial integration has not come to the fore at an early stage, presumably because there was no real need as the matter was already settled on the global level. 


It is a well-known fact that the concern for environmental problems is taken seriously only after basic needs have been settled. The emergence of global environmental action and its subsequent development in the seventies would then fit in the total picture of ‘interest’. 


The case of the social aspects, notably of labour standards is a peculiar one. Development would have been stimulated by the almost universal interest in the improvement of such standards. However, there are formidable obstacles so that progress has been slow. 


Box 2 The stages of integration and the development path of the EU 

The theory of regional integration distinguishes several stages. In each stage a specific public good is added to the previous ones. There are sound economic as well as political reasons to start integration with goods markets (Free Trade Area and Customs Union) and to continue with the markets for production factors (Common Market). The EU has indeed started with these subjects much like most other regional integration areas in the world. It took however half a century to arrive at near completion of these stages.  


During the progressive development of the EU it became clear that other public goods could no longer effectively be provided on the national level. So the EU set out on a development path towards the stage of the Economic Union. It included from the start a fair bit of competition policy and an embryonic social and macro economic policy. Later it integrated environmental policies and a series of others, notably cohesion policies with the objective to come to a more equitable income distribution. In the course of time these policies were intensified, in other words they covered more aspects of the general public good. With increased integration monetary instability became more and more of a problem and after some experimentation with intermediate forms of monetary integration, the EU moved towards a full Monetary Union at the turn of the century. Recently the EU has integrated also aspects of foreign and security policy, thereby entering the stage of a Political Union.

Source: Molle (2001) p. 467

2.4 Organizations

Overlooking the past development we see that the main international organizations that are responsible for governing the world economy were founded in the aftermath of the Second World War. This applies notably to the UN responsible for security, to GATT/WTO responsible for trade and to the Bretton-Woods institutions responsible for finance. Some of the organizations are even older such as the ILO, dealing with social and labour issues. Others have come to the fore under the pressure of new needs such as (UNEP) dealing with the environment. 

The total set up of organisations seems to suffer from two major problems. First responsibilities of the various organisations tend to overlap each other, giving rise to high cost and uncertainty. Second there are gaps in the responsibilities leaving room for defaults of the system. It appears that such a situation is neither uncommon nor impossible to remedy. Much depends of course on the conditions. The case of Western Europe may be illustrative here (see Box 3)

Box 3 Dynamics of organizations; the European case  

In Europe the need for integration on a number of scores resulted in the creation of a whole series of organizations. In matters of trade the first was the European Coal and Steel Community (ECSC) followed by the European Economic Community (EEC) and the competing European Free Trade Association (EFTA). In matters of finance we cite the European Payments Union. For security the Western European Union (WEU) was created, while the Council of Europe (CoE) took responsibility for cultural affairs. The Organisation for European Economic Cooperation did deal also with other matters of economic policy such as industry, productivity, tourism etc
. 

In the fourth quarter of the 20th century the EEC emerged as the dominant one. While the EEC developed into the European Union it took over the tasks of quite a few other organisations that have subsequently been phased out (ECSC, EFTA, WEU). The determinant element in this evolution may have been the strong interest (economic growth) on one hand and the strong governance structure (qualified majority voting, unified legal instruments) on the other hand.  

The question is then what lesson can be learnt from this European experience for the development of the patchwork of organisations on the global level. First that it may take a long time before change becomes visible; even on the relatively small scale of Europe the development took half a century. So on the global level much more time may be needed as interests are more diverse and solutions more difficult to reach. The WTO seems to qualify most as the nucleus for integration in the sense of the EU development path, as the WTO is at this moment the strongest in terms of economic interest and governance.   

2.5 The role of values and ideology.

The main regimes we analysed have all been conceived in function of the basic norms and traditions (ideologies) of the Western countries. They have different blends of liberalism and public intervention. As long as there were credible alternatives this situation precluded universalism for these major regimes. However, after the demise of the centrally planned economies and the transition of these countries to a market economy most major countries have now accepted the idea of a market economy along the lines of the West. A similar remark can be made with respect to the group of developing countries. After decolonisation a large number of new independent states emerged that have tried to come to grips with the challenges they were confronted with in a way that suited them; their more interventionist attitudes have led to the creation of UNCTAD. Both transition countries and less developed countries have now become members of the global economic organisations (including Russia and China).


There is a problem with this situation in the sense that the dominance of the free market model is very often equated with the form that it has taken in the US. As the most powerful nation the US tend to see its ideology and the way it is worked out in all sorts of ways, among them governance of international organisations as universal. The role of ideology can be identified for each of the three functions discussed in the previous section.  

Optimising allocation. This fundamental economic function has been attributed on the global level to the WTO. It is based on a liberal ideology (free access to markets for goods and services). For the movement of production factors the situation is less clear-cut. The aborted attempt for a direct investment regime (MAI) parted also from a liberal ideology and the regime was to create the conditions for optimising the free flow. For other capital movements the practice has even without a formal regime come a wide spread liberalisation. For labour movements no regime has yet even passed the stage of proposal; but the liberal ideology does not find a very fertile soil to grow here.  

Creating conditions. The major institution in charge with this function is the IMF. It creates the conditions for growth with respect to macro economic stability. The ideological basis for its activity is in practice shaped to a large extent by the dominant market economies, notably the USA. Other institutions such as for competition have not yet passed the stage of proposals, so the role of ideology is not very obvious. 

Respecting social preferences. There is no clear overriding ideology at the foundation of the regimes dealing with social objectives. The world is very diverse in these matters. On one hand the US have a tendency to impose individualism. On the other hand the Asian countries want their quite different values to be respected. The search for clarity and unity is still going on.
  

2.6 The role of principles.

The elaboration of the basic principles has been done in very idiosyncratic ways for the different regimes; Figure 1 shows indeed that there is no meta principle that could serve a unifying role. The emergence of a leading principle is often dependent on the contributions of different parties to the negotiation table. For reasons of transaction cost minimisation it is efficient not to talk about details but to see in how far one can agree on principles. In emerging regimes we can observe very clearly this aspect; cases in point are the three principles in environment. 

In a number of cases the emergence of dominant principles has been facilitated by the unanimity in scientific circles about the basic working of the system. With respect to the contribution of the economics profession we see a diversified pattern. The case for the freedom of markets for goods and services is very strong. The case for free FDI is strong as well. However, the advantages of the freedom of other capital flows are still not sufficiently convincing to favour the setting of general principles there. So the free market prescriptions are in this field more based on ideology than on sound economics. In environmental matters the principle of the polluter pays is based on the conviction that it limits possible distortions. For global labour movements the net advantages of a free regime are actually very questionable in economic terms; so no principle has been worked out yet. For stabilization at the global level the situation is not as clear as in other cases either; although here too the principles of precaution and solidarity seem to apply in much the same way as in some other regimes.

2.7 Instruments (governance)

International regimes are in general defined in terms of obligations of members. It means that the instruments used need to be made effective at two levels: application by national governments and the control of national governments by international organisations.

National states possess the governance structures that international organizations lack. So the former are major actors in the implementation stage of the latter. They may use the instruments that seem most adequate nationally to realise objectives agreed internationally (e.g. for the limitation of pollution, some may use taxation others tradable permits). The higher layers of institutions do influence the lower ones. The governance of nations is indeed pushed into a certain direction that is consistent with the choices made at the higher level. To give an example; Structural Adjustment Programmes (SAPS) that were based on the notions of a good functioning of markets and sound public finances were considered the only valid approach for coping with national economic problems
. 


International organizations are in general weak in matters of compliance. They rely very much on elements such as the setting of standards and principles. To make such situations work countries must observe the rule of transparency. Only under that condition is a system of monitoring and surveillance possible at relatively low cost. The monitoring does not need to be done by the international organisation in question. Some regimes rely on monitoring that is done by interested parties (trade). In other cases (e.g. environment) NGOs play an important role. Whatever the situation, the regime has always an interest in using instruments that optimise the situation with respect to transparency. The WTO has for instance consistently been pushing into this direction by the abolishment of opaque measures such as non-tariff barriers and their replacement by transparent measures such as tariffs. Once a good monitoring system in place reputation should then do most of the job to make countries comply with regimes.


Some regimes are stronger on measures for compliance than others. We may list the compliance mechanisms as follows:

· Reputation. All partners know that the quality of the deals they get in future will depend on their reputation. So this will not be easily foregone. NGOs target both companies and countries on the aspect of reputation to enhance compliance.

· Coercion. In order to create the conditions for financial stability the IMF gives conditional loans. If the country in question does not agree to this it can withdraw support for national plans and as alternatives will be hard to find a country will in general comply.

· Sanctions. The WTO admits retaliation in case a country does not live up to the result of a dispute settlement procedure.

· Incentives. The World Bank can give debt relief to countries complying with environmental programmes.

· Indirect rewards. Compliance to standards for instance signals to the international community that you are part of a respectable set, which leads to lower cost of capital or higher inward investment. 

Although all these instruments have their merits, many of the ones in use are actually sub optimal. Better instruments are available but are not used because they are difficult to implement on the global level (see Box 4). In this respect one can see the proposals that have been made to improve the financial stability by limiting the volatility of capital flows (eg Tobin Tax). Such proposals have not materialised for a list of reasons
. 

Box 4 Sub-optimality of  instruments; WTO and EU compared in matters of subsidies

State aids (subsidies) can have important negative effects. So both the WTO and the EU have policies that regulate the use of state aids. There are however important differences between the two on many scores. 

The objective of the WTO regime is to prevent subsidies from nullifying the abolishment of protectionist measures such as tariffs. For the EU the objective is the protection of fair competition on the internal market. 

The procedure of the WTO is the lodging of a complaint, the set up of a panel that checks whether there has been injury to the complaining partner. The EU gets a complaint and that leads to the Commission investigating the case; findings of the Commission can be challenged before the European Court of Justice.  


The compliance in WTO has to be done by negotiation first and retaliation next. In the EU the Commission can oblige the member state to stop the aid and oblige the beneficiary of an non-permissible subsidy to pay it back. 


The EU system is more economically sound as it takes away the origin of the problem, whereas the WTO system permits retaliation, which creates another distortion. Moreover, the institutions of the EU are more likely to come to economically sound conclusions. The EU does indeed rely on permanent staff in the specialist Directorate General of the Commission, whereas the WTO relies on trade diplomats that take alternate roles in the Subsidy Committee. 

Source: Messerlin (1999) pp. 167-174 

2.8 Results

The global institutional system has been devised in broad outlines half a century ago. Since then it has gradually developed. On many scores one can say that the system has been able to show progress; this is most visible in matters of trade and environment. In other cases results are rather limited.  

The (lack of) progress has been dependent on a set of factors of which we briefly highlight the most significant ones. 

· Effectiveness. The delivery of a public good of free trade has had beneficial effects and hence the organisation dealing with it has shown further progress. Something of the same sort has happened for environmental concerns (eg Montreal and Kyoto protocol).

· Power. The dominance of the US been instrumental in creating a number of regimes. However, the power of the US is now often perceived as a negative point as the US very bluntly uses it to favour their own interest (eg in climate) or its own ideology (IMF).

· Equity or fairness. This point has bedevilled many discussions about regime change. It has even led to the creation of a new organization next to GATT: the UNCTAD. At this moment many countries think they do not get a fair deal in the present international organizations and for that reason do not want to continue to develop them further. In other cases the equity point has been dealt with by excluding a group from bearing part of the burden (LDCs and climate change).

Progress should not only be measured in terms of setting up new regimes or in extending existing ones; there should also be progress in getting rid of the regimes that have been set up under specific historical circumstances and shown to be inadequate and ineffective. However, experience shows that these regimes are particularly resistant to change; interest of those who want to change is rarely sufficiently important to lead to effective collective action. 

2.9 Open issues; a list of detailed subjects and a general problem of lack of consistent government 

Overlooking the picture one sees that there is a patchwork rather than a system. The patchwork consists of a large variety of international regimes and organisations, each of which has been created to cope with a specific (set of) global problem(s). This “system” is under heavy criticism as many find that it proves to be inadequate to cope with the problems of global public good provision; in other words to provide good global government. They deplore the lack of responsiveness to the needs of civil society and the lack of democratic control (very vociferously expressed by many political currents). 

The different entries in Figure 1 show that there are many open issues, and also that they are specific for each regime (row in figure). However, there is one issue that is more of general relevance and that is the lack of consistency between the various regimes. In the present set up consistency is indeed difficult to organise. The considerable number of organisations in which international agreements are negotiated have different rules, different audiences and different objectives. Their dispersed actions are geared to effectiveness in a segment of the global “system”, not on bringing about consistency between regimes. 

Since some time there is some effort to come to better coordination. In matters of trade and finance efforts have been made to come to a greater consistency between the main multilateral agencies dealing with trade, development and finance. Notably the trade related assistance and market access for developing countries is a case in point. Cooperating organisations comprise WTO, WB, IMF, UNDP, UNCTAD, and ITC. More specifically there has been a link (observer status on the level of the Board members and cooperation on the level of staff members) between IMF and WTO.  Although these increased efforts for coordination help they do not produce conformity in governance and consistency in results.   

The patchy character of the architecture poses three problems:

· Transaction cost: Regulatory forms are very different for the different regimes (compare for instance Multilateral Environmental Agreements, WTO resolutions); all are very idiosyncratic. This diversity creates a high cost to economic actors as they have to come to grips with a multitude of aspects of international governance.    

· Games and collective action: As there is no overriding organisation there is little incentive to come to package deals that comprise more then one regime of the type “if you agree on making progress in the ILO; I will agree on progress in WTO“. So it is less likely that the most effective deals come about. 

· Special interests. Regimes that are specialist tend to become influenced or even controlled by specific interest groups that tend to overlook broader societal interests. A very clear example here is the agricultural regime of the EU (see Box 5). Another case is the IMF that is very much dominated by treasury ministries that tend to be sympathetic to interests in financial markets (Stiglitz 2002 pages 19,209). The present solution of compensating for this by allowing greater participation of non-governmental organizations may not be the most adequate one.  

Box 5 An unfortunate case of regime building: the EU agricultural policy

The Fathers of the European Union while drafting the Treaty of Rome have given a special constitutional status to Agricultural Policy. Budget outlays for agriculture fall in the so called compulsory category to which special decision making rules apply. Such decisions have been entrusted by the EU to the Council of Ministers on which sit the national ministers of agriculture who have proven to be strong defendants of their sectors interest. They have elaborated a Common Agricultural Policy (CAP) that sets minimum prices for products. After a while these have been set well above the equilibrium prices, giving rise to huge surpluses.

The CAP has a very poor record. Although it has realized part of its objectives it has done so at very high cost to both EU and third countries. 

· In the EU countries consumers have paid more for the products than necessary, while EU taxpayers have paid to get rid of products nobody wanted (surpluses). These costs can be estimated at some € 400 per head of population.
· Third countries, notably developing countries have suffered from poorer prospects for exporting to the EU and from lower revenues of sales to world markets due to EU dumping. Thus the detrimental effects of the CAP have to a large extent annihilated the beneficial effects of the EU development policy. 

Moreover the CAP has put a constraint on growth by the misallocation of production factors and resources that it has entailed. This point is exacerbated as the policy has been found to be susceptible to fraud.


The CAP has shown a particular resistance to change, notwithstanding this poor record. The reasons for this are that its specific political economy factors have been cast in constitutional iron. So the CAP is an example of regime building that teaches very clear lessons about how to avoid the mistakes of self-regulation.

Source; Molle (2001), pp.324-235      

3 Proposals for improvement

3.1 Future risk; higher demands on an already inadequate system.

The future of globalisation is unclear. On one hand technology and business will continue to press for more interaction and openness. On the other hand the forces that are opposed to openness tend to become stronger. There are a few reasons for this. First the concerns about the possible negative consequences become politically more powerful and the capacity of the national state to provide shelter for the disadvantaged tends to decrease. Second the process moves now out of the relatively straightforward matters such as trade liberalisation into the much more intricate issues such as competition, trade and environment, where cooperative solutions tend to be hard to find.  Finally the Developing Countries that find that they have got no fair deal in the past will be more critical on any initiative that may harm their interest.
 All in all we expect that the trend towards globalisation may weaken in the coming decades, but is not likely to be stopped. 

The present institutional set-up is inadequate to deal effectively with the problems. And in future it is likely that even more demands will be put to the system. Anyway there is already now broad dissatisfaction with the incapacity of the present system to deal effectively with a set of societal concerns such as poverty reduction and labour protection, about the ideological fundamentalism and about the lack of voice that many countries have in the present system.
.  So there is a big need for adaptation. Bringing the system up to the needs of the global community of the present century is a big challenge. 

Now realising such change is not an easy matter. There is a built in resistance to change of existing organisations. The past shows that history matters a lot. Initial set ups of institutions represent the interests of the dominant states at the moment of their founding. This may very well no longer be in the present interests (for instance aviation) of the same state let alone those of other states. However, once regimes exist and show a certain level of effectiveness, it is difficult to adapt them, let alone to supplant them by others. But change is possible provided one fulfils the right set of conditions (Kapur 2002). 

Moreover there is a difficulty of organising the power that should lead to change. Indeed, the theory of collective action shows us how difficult it is to reach cooperation between many parties. This is notably the case for subjects where the collective benefits from cooperation are real but where the interests of each of the parties taken individually is small and tend to diverge in their specification. Moreover there is a strong inclination for countries to opt for free riding on the efforts that other parties make. The problem of collective action can be eased by limitation to a specific subject; (specialist regimes) and by focussing on one area (regional integration).  

All these considerations lead to the definition of action
. We will define what is needed first and see how we can put it into place next. We distinguish thereby four options that have been developed by crossing two axes. The first is with respect to radical and integral versus incremental (regime) change. The second is with respect to globalism versus regionalism. The more we move from option one to option four, the more we take constraints into account in designing a new architecture of world government. 

3.2 Option 1; Striving towards an integrated world government system 

The main characteristics of this option that one could qualify as a “Grand Design” for the reform of world government are quite strait-forward. It starts from the idea that all global public goods need to be provided via one united framework. It would apply the “trias politica” rules to the world system; defining a Government; a Parliament and a Court of Justice. It would detail these three functions in organizational and governance terms. For instance ‘Government’ should be further defined in terms of departments each responsible for a public good; and governance in terms of power and instruments used to implement the regimes.

Now for setting this system up we do not need to start from scratch. We can try to fit the presently available (sometimes embryonic) individual regimes into that new system. With respect to the function of government the specialized agencies of the UN and various separate organizations could be seen as the ministries of trade (WTO), finance (IMF), environment (UNEP), etc. The General Assembly of the UN could act as a parliament. The International Court of Justice could be seen as the Court. 

The advantages of such a system would be considerable. First one would have an effective world government that can take a consistent view at all the major problems. Next one would save substantially on transaction cost by adopting a common set of legal instruments and rules of governance (within which some diversity could be accepted to accommodate the details of the various regimes)
. Further wins could be achieved in case a common world currency would be adopted as it would do way with uncertainty for international business and would also take away some of the causes of instability in the financial system.  In order to evaluate the feasibility of this Grand Design we can draw a parallel with the creation and growth of the EU (Box 6). 

Box 6 The Grand Design approach in practice; the case of the EU 

The EU has been created to avoid security problems by economic interdependence and to gain economic advantages by the liberalization of markets. To that end an original set of institutions were created. First a system of main institutional actors; Commission, Council, Parliament; Court, European Central Bank, etc that deal with all issues falling under the competences of the EU. Second a set of decision making rules; its system of qualified majority voting (that is weighted votes per country) has shown that one can effectively deal with problem of the differences in size of member countries. Third a system of governance, with legal and financial instruments for implementing its policies. 

The system has been capable of integrating over time more functions and more countries; accepting where needed some variable geometry
. It has for instance developed an embryonic monetary unit such as the ECU (comparable to the SDR of the IMF) and adopted later a single currency. 

What are the chances of realization of this option? Notwithstanding the intellectual attractiveness of this option it does not seem that its chances of being put into effect are very good. Indeed it is not the attractiveness of an institutional design that leads to action. It is the willingness (stimulated by interest) and the capacity of national governments to work together on a common project that determines change. Now the latter points seem to be missing. There are a number of reasons for this: 

· Sense of crisis. Regime building is a complicated matter. The previous chapters have made abundantly clear that only very specific circumstances (such as the one pertaining after World War II) force systemic changes. The present situation does not reveal such characteristics. 

· Distribution of power. The present elements of organization do not fit easily into the new design. A particular problematic point in this respect is voting power. Whereas the US and to a lesser extend the EU dominate the organizations such as the IMF and World Bank, the LDCs dominate the UN by their one country one vote system. The former need to be convinced that they have to distribute part of the power; the latter that a further concentration should be accepted, based for instance on weighted voting on the basis of population figures. It is difficult to see what factors should induce the various parties to leave their strongholds.

· Ineffective bureaucracy. Many governments consider that most international organizations are not very good in delivering the products and services they promise (lack of effectiveness) and what is worse; they are considered as very inefficient. Objective ways of performance measurement of international organizations are lacking. But public choice theory shows that bureaucrats in general tend to pursue own objectives different from those of the organization and that bureaucrats of international organizations have particularly strong incentives to do so. They consider a situation without international organizations as better than one with as the public good is not delivered anyway so the cost of the bureaucracy can be considered as waste.

· Ideology and principles. Much of the protests of the past can be interpreted as opposition to the further development of the liberal market and of its hallmark organisations the WTO and the IMF without due attention being given to societal concerns. The chances of the UN overcoming this problem look bleak.

3.3 Option two; partial repairing, incremental improvement, better coordination of present global regimes

The main characteristic of this option is the separate improvement of each individual regime both in terms of the width of the coverage of public goods and the quality of governance. It accepts the inconveniences of the absence of a clear and consistent world system and works on the improvement of the present patchwork “system”. There is a panoply of ideas for partial change of the architecture that we have reviewed in terms of practicability in the Annexes. Although not always easily one can distinguish in this maelstrom of thinking two main currents. 

The first strives at the improvement of the capacity of each of the main organisations to deal effectively with their specific responsibility for societal concerns. This approach suggests the IMF to deal better with volatility, the UNEP with environment and ILO with the enhancement of labour standards. This strategy is clearly advocated on the global level by organisations such as the WTO that considers e.g. that all international labour issues need to be dealt with by the ILO and not by WTO. A fairly far going proposal in this respect is the creation of the World Environmental Organisation (WEO) that should oversee all regimes in the environmental field (see Annex 3). In a similar vein can one find proposals for a World Monetary Authority (see Annex 2). Somewhat more difficult to place is the proposal for a World Social Organisation (Hertz 2001) that encompasses both labour, environmental, welfare and human rights codes. It is actually half-way our fist and second option. Included in all such proposals is the idea of a better distribution of power over the various members.   

The second tries to bring constraints on the basic rules of the major economic organisations. They advocate the use of instruments to influence the actions of present organisations in such a way as to foster side objectives (eg environment in trade matters). A case in point has been the past acceptance of the WTO of generalised systems of preferences for LDCs. A future case could be the use of WTO trade protection measures (including retaliation) to countries that do not fulfil labour standards agreed internationally. However, this comes at the risk that the new regimes become captives of the vested interests of the sector. 

The advantages of this option are more limited than those of the previous option. However a clear gain would be improved coherence and competence of the government of a specialist sector.   

Now what are the chances of success? Many sceptics will point to the fact that in the past the progress on these scores has been slow to non-existent and that it is likely that this will continue into the future as the same conditions will prevail. They point first to the weakness of the factors that push for global regime development, second to the absence of consensus on the desirability or the feasibility (ideology and science) and third to the difficulty of collective action and the lack of leadership. More optimistic observers think that the gradual adaptation and marginal improvement of present institutions may very well be the only feasible option for the future and point towards the limited problems of collective action. The path that the development will take cannot be foreseen however. It depends very much on the specific configurations of the future factors that push towards regime formation.   

3.4 Option three; Towards a world system based on three layers?

The main characteristic of this option is the introduction of coherent global government but at a rather general way coupled with the use of reinforced regional integration schemes as the main complements to the global regimes. It is based on the observation that action by action by small groups forming clubs is much easier than large groups. This is for instance the case where the diversity of interests between regions as to governance precludes action on the global level, but where tailoring of a regime to the cost and benefits of the countries directly involved does permit action on the regional level.  Recently the EU has sketched a proposal to push regional cooperation in the interest of better world governance. The proposal implies a three-layer hierarchical structure (global, regional, national), in which the middle part deals with regional matters for the nations and represents the national part on the global level. 

The advantages of the option are seen to be threefold. First by limiting the demands on the provision of global public goods by providing more on the regional level. Second by limiting the cost of collective action and transaction by simplifying coordination and decision-making. Third by improving the voice of (groups of) LDCs and thereby limiting the distributional issue.

What are the chances of putting this idea into practice? The ideological environment is not negative. Under the influence of the dominant power (the USA) international organizations (WTO, IBRD, IMF) have for a long time been opposed to regional integration ventures. They were joined by many academics that considered that regionalism would push the global system on the wrong path. Quite some countries also do not want to divert attention from the improvement of the global government system because they find that their interest are better served by enhanced integration in the world economy than in a cumbersome regional integration (e.g. Langhammer 1992). After the switch in the position of the USA they have gradually accepted regional integration as a convenient middle station on the road to worldwide integration. The EU has always been convinced of the merits of this form of integration, also outside Europe (Memedovic et al. 1999). It has supported the creation of regional trade arrangements in several parts of the world by giving technical advice on the set up and by giving financial support to the ensuing restructuring of the economy. 

However, a sympathetic attitude towards regionalism is not enough. The tasks of combining the slimmed down version of the grand design of option 1 with a substructure of regionalisation is formidable. It would be at two levels:

· Global organisations. Take the need for a creation of a WEO (new environmental organisation, slimmed down to do uniquely obvious global tasks such as climate change) and  the creation of regional organisations with the type of competences in the environmental field is a formidable task.

· Regional organisations.  On this level too the difficulties are immense. First agreement would have to be reached on the mandate of the regions in the global institutions and on the governance of the new set up (including weighted votes). Second the regions would have to be determined (where is Russia, where the Arab countries, etc).  Next the value added of an additional layer would have to be proved and the risk of another level of bureaucracy put aside. Finally a sort of unifying structure for the various regional and global regimes would have to be worked out. 

So, the conclusion can be that it is very unlikely that this will be the way forward for the global system.

3.5 Option 4 Incremental globalism combined with incremental regionalism 

The main characteristic of option four is its linkage between some global regimes and their corresponding regional regimes. In a way it consists of a slimmed version of option 2 complemented with an enhanced regionalism. The idea to improve in an incremental way the existing global institutions could be more easy to implement in case regional organisations could be developed that would take away part of the burden from the global ones. 

The advantages of the set up are notably in the enhanced speed of realisation and in the improved coherence on different levels with respect to individual regimes. A flaw of the set up presented here as option 4 is that the problem of governance without government is not solved. The need for general coordination and broad policy guidance could be filled in by an adapted version of the G8; whereby the membership would be based on the rule of one member from each of the regions. 

How good are the chances to have this idea put into practice? The information in Box 7 clearly shows what hurdles have to be taken before the idea can be put into practice and made operational. The tendency to develop specialist regimes on the global level is not fully matched on the regional level. One tends to see organisations that develop first some strength in matters of trade. Some of them develop into more encompassing ones in terms of public goods, that is not only trade but also labour, finance, environment, etc. (EU, to a lesser degree NAFTA). But going along that path is not as the example of Mercosur shows (Baer et al 2002). The conditions that the EU venture could fulfil and that made the EU a success are not easy to replicate in other regions of the world. They concern for instance unity of purpose, limited diversity and strong institutions (Molle 2001).  Indeed, one need but look at the situation of the diversity of interests and cultural backgrounds in a region such as Asia with two countries with a population of over a billion to take the measure of this problem. Moreover, the model of the EU is neither desirable nor feasible in other developing countries (Winters 1997). So, the assumption behind the idea that the voice of the LDCs would be heard better and that their interests would be better represented in global regimes is probably easily realised.

That would mean that a further improvement of all existing regional organisations including the specialist ones has to be put on the agenda; hence the relevance of initiatives such as Chang Mai.

Box 7 The match between global and regional regimes  

The match between the global and regional regimes could look as follows: 

· Trade. The WTO is the farthest developed international organisation with clear objectives and a relatively strong institutional set-up; notably its dispute settlement procedure stands out in this respect. On the regional level most ventures that have been set up deal with trade and related matters. Realising the fourth option would imply a filling in of the missing elements in the puzzle in geographical terms and providing all regional integration organisations with the power to deal with WTO matters.  

· Finance. The IMF as a global organisation uses a direct line in its contact with nations. There is no equivalent structure dealing with monetary and macroeconomic matters on the regional level. The Economic Commissions of the UN are far from assuming a role as relay between the global and national level. The EU is the only regional organisation having competence in these fields. Moreover, most authors have doubts about the capacity of regional organisations such as ASEAN to reform themselves quickly enough so as to be able to cope effectively with financial crises.  

· Aid. The WB deals directly with all countries involved. Next to it exist a number of regional development banks. The set up of a confederate structure of these institutions would imply that regional banks would be the main operational arms while the WB would limit itself to a role in worldwide redistribution and the exchange of info. The coordination problem between donors would be lessened, the more so in case regional banks would also assume this role for bilateral donors.  

· Environment. The UNEP deals in a somewhat disparate manner with a list of global environmental problems, which has resulted in a series of individual international agreements. Kyoto on climate change is a case in point. Next to it are a host of regional agreements. These are all specific legal constructs and regimes, showing a great diversity as to geographic coverage, forms, instruments etc. The EU is also the exception here, in the sense that as a regional organisation it has extensive powers in matters of the environment. The value added of newly created regional institutions for the environment that assume responsibility for harmonising regional matters consistent with global regimes is far from self evident.

4 Conclusions and recommendations

Choice of options is dependent on their  feasibility:

· Options 1 and 3 are probably unrealistic, in view of the enormous demand they make on the capacity of governments to come to agreements. However, they should not be forgotten. Just as in European case they should be kept as a long range perspective that can guide the actions on more immediate objectives.

· Options 2 and 4 are feasible. In the light of the past experience they are even ambitious. They do demand considerable extra effort, but the lines into the future are better traced and can be made more concrete in terms of benefits and costs for different partners.

A double strategy is needed consisting:

· on the global level in regime improvement for instance of the type of the creation of the proposed World Environmental Organisation of a new organisation for global macroeconomic management. 

· on the regional level in an increase in comprehensiveness of existing integration schemes.

What action needs to be taken to put such a strategy into effect and by whom?

· Formulate concrete proposals and study their implications.

· Create coalitions of like-minded with respect to needs and open-minded with respect to means (e.g. Kyoto scheme)

· Do not wait for US that is prisoner of own ideology

· Improve partnership between EU and LDC

· Create internal conditions in EU for taking of further initiatives and acceptance of consequences  

Annexes on individual regimes

A.1 Trade

A.1.1 Major achievements

The primary objective of WTO is to liberalise trade. It has been very successful in pursuing this objective. This is visible on three scores.  

· instruments: Tariff have been cut to very low levels now, whereas the ban on Non Tariff Barriers (NTBs) has done away with many quota, voluntary export restraints etc.  

· geography. The number of countries that take part in WTO has increased continuously. So the WTO rules cover an increasing share of all transactions.

· products: The initial accent has been on manufacturing. Recently the other sectors have been integrated as well. Although quite some progress has still to be made sectors such as services and agriculture are now subjected to WTO rules.

Another positive aspect that should be mentioned is the creation of reinforced regimes in terms of:

· fair trade: The WTO has set rules in order to take away distortions emanating from other sources such as export subsidies, dumping etc.

· dispute settlement. The device to cope with disputes has been working well on average and has permitted to solve quite a few problems. 

A.1.2 Inadequacies and challenges
The first major challenge of the WTO is to continue work on its primary task which is the further liberalization of trade. There are quite a few areas where progress has not been sufficient (services; agriculture). Market access is the criterion here.

The second major challenge is to come to grips with the development aspect of trade. This will be reinforced by the growing importance of LDCs in the world trading system (among others by the accession of China as a member). Developing countries are disappointed with the limited positive effects for them of the previous rounds. Concessions made in the Uruguay round in matters of agriculture concerned traditional products that Developed countries have anyway to import. Little progress was made on the score of temperate products where DCs continue to practice import protection and export promotion. A similar reasoning applies to textiles and clothing where the implementation of the agreement is long winding. LDCs are moreover very concerned about the burden that certain WTO agreements put on their administrative and financial resources and the constraint they may constitute on development. This means that WTO rules may lead to inferior outcomes for low-income countries
.  

This has a number of consequences that are relevant from a point of view of regime building.

Negotiations in the past have often been initiated by a small group of major trading nations. Other countries have been associated only in a late stage to the outcome of these dealings. This has been efficient from a transaction cost point of view, but unfair from a distributional point of view. Future negotiations will be more complicated because LDCs will have to be involved in earlier stages so that they can defend their interest better.

The remaining barriers to imports in the DC originating from the LDCs are still very significant. They include agriculture and labour intensive manufactured products such as apparel. It is of the utmost importance to stimulate duty free and quota free market access for all products of LDCs. However, getting to an agreement on these issues will be difficult as the remaining trade barriers are defended by single issue pressure groups, whereas the general interest for such measures in DCs is difficult to organise.

Effective support should be given to the development and the implementation of WTO rules by the most vulnerable countries (technical and financial cooperation). Here both international organisations, such as the World Bank and major trading partners have their role to play (see for suggestions in this respect World Bank 2001).    

The third major challenge is to come to grips with the so called “trade and” agenda (see Hoekman and Kostecki 2001 chapter 13). Most of these issues span over the competence of WTO into other fields. Many of the subjects have been brought forward by NGOs that do not fall under the heading of the market access goal of the WTO, such as environmental protection. The 2001 WTO ministerial conference of Dohar has taken a very cautious route in matters of the extension of the role of WTO; it has demanded that working groups investigate the issue further and to clarify the principles and possibilities. Anyway, a commitment has been made to enter on negotiations on the relationship between Multilateral Environmental Agreements and WTO rules. In a mature coherent institutional system such relations would be set according to some basic rules and organisational procedures. The diversity of forms that prevails among the existing independent international institutions (such as IBRD, ILO, UN etc) now precludes such efficient coordination.

A.1.3 Proposals for improvement

A number of proposals have been made to improve the scope of the WTO. These form part of the trade and agenda mentioned in the previous section and relate notably to the following areas:

· Investment. There is a very close relationship between trade and direct investment. Moreover, the method of integration that WTO has used in the past could very well be applicable to this area as well. 

· Competition. Here again there is a close relationship and a possibility that the WTO framework could accommodate this. However, it does not seem desirable to charge WTO with this for two reasons. First many countries have no experience with this sort of policy nationally. Second the international welfare distributional effects are highly uncertain. 

· Environment. The protection of the environment is certainly a global public good. Again there are good reasons not to charge WTO with this problem. First the relation between trade and environment is not by far as strong as in the two previous cases. Second it is unlikely that the WTO rule based approach (MFN , reciprocity in bargains) would work in this area.  

· Labour standards. There is much controversy about the role of labour standards and how to enforce them. Trade policy measure are however an inefficient tool for promoting them. LDCs are particularly afraid of the misuse of such policies. Again the WTO governance mechanisms do not seem adequate for dealing with such issues. So for various reasons it is very unlikely that the listed improvements will lead to an extension of the WTO competence in any of these matters in the foreseeable future. So the locus for regime building for these issues (anyway the two latter ones) is likely to be outside GATT/WTO.

Finally there are suggestions to improve the governance of the WTO. These relate to two subjects: 

· Improve the decision making process by moving away from consensus. The proposal to create a sort of Executive Board has been strongly opposed by LDCs, who fear that this would strengthen the dominance of the already powerful.

· Give voice to NGOs by accepting them as partners in the negotiation process, even in the Dispute Settlement case. However, the issue of accountability precludes this option, the alternative is to associate them in preliminary stages such as fact finding. 

A.2 Finance

A.2.1Major achievements

The macroeconomic management is the specialisation of the IMF. It has contributed in the time of its existence to the notion with governments that maintaining a stable economic environment is conducive to growth. It creates the conditions for saving and investment and it helps to convey the right signals in terms of prices and policy measures. The support that the IMF can give in case of sudden imbalance (shock) has helped countries through difficult periods that otherwise would have meant considerable problems in view of the macroeconomic consequences of exchange rate instability resulting from such shocks. There  may be some criticism as to the way this has been done in practice in particular cases but the general record seems positive on this score (Killick 1995). In the same way can one cite other aspects of the global system such as the setting of standards etc. Unfortunately the latter are not always easy to implement by developing countries.

A.2.2 Inadequacies and challenges

In the past the IMF has been severely criticized both for its errors in setting the right diagnosis and to prescribe the right therapy. There is abundant case material in the literature relating to the way in which the IMF has handled for instance the Asian crisis or recently the Argentina crisis. A very authoritative and insider criticism has recently been presented by Nobel Prize winner Stiglitz (2002). We give here the essentials of his view.

Ideology and principles. The actions of all international economic organizations are shaped by ideology. The IMF has been created to help to overcome the sort of problems that the crisis of the 1930s had created. So in its initial conception the IMF was based on the recognition that markets did not work well. Recently the dominant ideas in the Western and notably in the Anglo-saxon world have shifted to “market fundamentalism”. The IMF has aligned itself to this view in the so-called Washington consensus (US Treasury; IMF and WB). In this view government involvement in the economy does not provide a solution to a problem of externalities or of market failure. On the contrary; government involvement is seen as causing the problem in permitting rent seeking, corruption and inefficiencies. More markets are seen as the solution to this problem. 

Instruments. Founded on the belief of the efficiency of markets and the check of government, the IMF now provides funds only in case countries engage in policies that are in conformity to this view. One of them is “small government” politics involving small budgets (often meaning cutting expenditure and raising taxes) and privatization. The other is openness to the world, involving liberalization of exchange (often including capital markets). This type of policies may lead to adequate solutions for economic problems of highly developed Western nations with mature economies and sophisticated institutional systems. However, it tends to fail to produce the good solutions in the case of many LDCs and transition countries, where economies are small and vulnerable and institutions are only effective if they relate to the cultural environment of the country. The IMF have often pushed to quick (and in hindsight often premature) capital market liberalization. It has put countries in crisis, forcing them to raise interest rates that lead to a contraction of the economy and to problems of cost for indigenous business and hence to poverty.

Interests. The concerns of the Fund tend to be dominated by the treasury ministers of western countries and the major actors on the international capital markets. Part of the lending of the IMF seems to have been given more to bail out western capital providers instead of to help LDC economic activity to return to higher levels
. 

Other authors (e.g. Eichengreen 2002) also point to this last anomaly. On one hand the Funds operation’s allow international investors to escape without significant losses, which in turn encourages them to lend without regard to risk. On the other hand the developing countries have ultimately to pay back so the residents of the country that finds itself in crisis have to pay the bill. So the operations of the IMF work out in an inequitable way and are at odds with  the interests of the developing countries. 

A.2.3 Proposals for adaptation 

There are few sweeping proposals for completely new set of organizations. These involve the set up of a World Central Bank or a World Monetary Authority. In view of the results of the  theoretical and empirical analyses in regime building one can see that such proposals have very little chance of being realized. 

So most authors writing about adaptation of the present global structures
 part from the assumption that it is better to think about gradual reforms that have a chance of being implemented in the medium term. In practice that means that most suggestions apply to the national and the international aspects of the regime and to the instruments of the IMF. Improvements are seen in the following three areas:
· Reduction of the volatility and concentration of capital flows. With respect to volatility proposals range from the prudent sequencing and segmentation
 of capital liberalization for countries that still have controls, via the (temporal) reintroduction of controls in emergency situations (e.g.Griffith Jones et al 2001b), to the limitation of short term borrowing in foreign currencies. Particularly hotly debated in this respect is the introduction of a tax on foreign capital movements. With respect to concentration suggestions comprise mostly the restructuring (and reduction) of the debt for the weakest countries.
· Improvement of the supervision and regulation of capital flows. This applies to the improvement of standards and the compliance with them. Practice shows that the global financial markets are very interested for efficiency reasons in common and clear standards and rules and the major private actors collaborate actively in their elaboration (Kuebler 2002). Specific proposals concern for instance the introduction of bankruptcy codes so as to speed up restructuring. Institutional solutions such as a World Financial Regulatory Authority seem to be far shots. 
· Creation of an International Lender of last resort. The advantage of a full-fledged set up would be that the support to countries in difficulties would overcome national recovery problems and prevent international contagion. However, it would create a moral hazard problem in the sense that its mere existence may lead to irresponsible behaviour of actors on the financial markets.
· Introduction of a Sovereign Debt Restructuring Mechanism (IMF website). This would give the IMF the authority to declare a standstill on payments, to organize restructuring negotiations and in case a qualified majority accepts the deal it would bind also minority creditors. Some (Eichengreen 2002) argue that a better option in this respect would be to include in loan agreements clauses for collective action and collective representation.   

· Re-equilibration of the voting in the IMF so that they reflect more the legitimate interests of the developing countries. In practice it limitation of the domination of the strong countries on which voting power is now concentrated.
A third avenue of change explores the strengthening of the regional organizations. It is inspired by the positive track record of the European Union with the stabilization of exchange rates and the improvement of the surveillance the financial sector. Initiatives for such financial arrangements have been taken in Asia and Latin America (Teunissen 2002). Up till now these have failed to develop to the extent that they can have a considerable impact on financial markets. However, increased trade integration and convergence of  policies among participants may in future create the conditions for more elaborate and effective mechanisms.  

A.3 Environment

A.3.1 Achievements

Over the past decades global environmental concerns have attracted considerable public interest.  This has incited national governments to cooperate on a range of issues. Such international policymaking has resulted in a rapid expansion of global environmental regimes. Most of them have been developed in the framework of the UNEP. The main legal form used was the Multilateral Environmental Agreement (MEA). These are separate legal entities. They concern notably the preservation of biodiversity; the sound management and trade in hazardous chemicals and the promotion of lower emissions and cleaner production. Most MEAs have created Conferences of Parties (COP) that do most of the decision making. The elaboration of major new regimes has gone hand in hand with the use of innovative instruments; such as tradable pollution rights etc. 

In the course of the years the interface between environment and development has been elaborated. A major principle now generally accepted in international environmental law is “common objectives but differentiated obligations”. A clear example of this is given in the Kyoto Protocol. It means that developed countries take on most of the burden of abatement and support (financially) developing countries in their efforts to meet international obligations.

A.3.2 Inadequacies and challenges

There is considerable and widespread concern about the inadequacy of the present regimes and organizations to deliver the global public good of protecting the environment. This failure is closely linked to the to the organizational weakness of the environmental regimes. A panoply of regimes exist, all concerning specific issues. They have been developed on a case-by-case basis. The MEAs are subject to the weaknesses inherent in their functioning as part of the UN system. UNEP has not provided a unifying framework for an encompassing environmental regime. Neither is there a standard format of obligations and instruments. This incoherence and lack of standardization mean that the transaction cost for participants in the process and the information cost of stakeholders are higher than needed. It means moreover that there are very little mechanisms to internalize externalities that underlie global environmental failure. These are notably related to aspects such as free riding, ambiguous property rights, time inconsistency, few possibilities for issue linkage and weak capacity to enforce compliance.



Compliance is essentially based on non-judicial instruments (for instance reputation). It applies not only to governments but also to firms. UNEP for instance promotes the Global Reporting Initiative developed in partnership with leading multi-stakeholder organizations to encourage voluntary environmental reporting by companies around the world. Non compliance often results in further diplomatic activity and negotiation. It often involves the trying to look for means that can facilitate compliance of the defector, rather than punishment (Faure and Lefevre 1999). Dispute settlement mechanisms are very rare and have when in place be used very rarely. The International Court of Justice has so far never dealt with a purely environmental conflict.  


Finances are another point of concern.  The finances of UNEP consist of voluntary contributions. This makes the room for manoeuvre of the organization is subject to significant uncertainties. Additional finance for enhancing the compliance with MEAs comes from the so-called Global Environmental Facility (GEF). There is still widespread concern notably among developing countries about the lack of resources of this facility; the priorities it sets (allegedly favouring the interests of the developing world) and finally about the cumbersome procedures it practices that are unsuited given their limited administrative capacity.  


A.3.3 Proposals for change 

The proposals that have been made to remedy the organizational weakness of the world environmental governance do mostly address the following three aspects: 

· Reducing the organizational diversity and improving consistency between regimes. This starts with more and better coordination among the various MEAs notably between those that cover similar areas (bio diversity, toxic waste etc.). It continues with pleas for an umbrella organization that would oversee all MEAs now in place. 

· Stabilizing and enlarging the financial basis. This applies in the short term notably to the Global Environmental Facility (GEF). The financial basis needs to be considerably enlarged and it needs to be made more predictable (that is commitments must be made for several years);

· Improvement of compliance. This would imply three elements. Firstly a surveillance mechanism; that would not necessarily have to be inter-governmental; one could also give accredited NGOs the right to lodge complaints. Secondly the installation of an international body to analyze the case and give a judgment. Finally it would imply a set of measures that the international community can apply to sanction violators. In this respect there is a strong pressure of environmentalist NGOs to use trade sanctions to countries that do not comply with MEAs. This view is opposed by trade specialist who fear for the “corruption” of the regime. It is also opposed by security specialist as trade sanctions have generally proved to be ineffective in trying to force countries to comply with other values such as race equality, human rights etc.  

To many these proposals do not go far enough and actually address the wrong problems.  They favour the replacement of UNEP (and other global environmental organizations) by a newly to be created World Environment Organization (WEO). The set up of such a WEO would be inspired by the model of the WTO (Whalley and Zissimos 2002, Tussie and Whalley 2002). The basic elements of the proposals can be described as follows:

Objective. The WEO would facilitate, encourage administer and take actions aiming to advance cross country negotiations on the environment whose effect would be to raise environmental quality;

Form. A northern country N, that is interested in the preservation of rainforest can strike a deal with a country that has the custody of such forests. One can imagine that the latter commits itself to maintain a pre-specified fraction of its land area as unspoiled rain forest for the coming 30 years. In return the former commits itself to pay a certain sum to the latter. In a sense this is similar to the exchange of trade concessions in WTO. However, in WTO side payments are not allowed, whereas here they are an essential part of the system.  

Guarantor. A new organization needs to be set up to make sure that each partner in the deal will live up to his commitments as soon as the other has done so. In this respect it may be necessary to wk together with the Bretton Woods institutions.

Compliance. In principle the partners in the trading of environmental commitments have to verify themselves whether the commitment is put in practice. On the level of the WEO one could however foresee something like the Environmental Policy Review (similar to Trade Policy Review in WTO).

Deal maker. The WEO would manage all MEAs, would work on the harmonization of their objectives and structures. The most important aspect of this integration is however, that comprehensive (cross issue) deals are possible that make sure that every partner finds some benefit (compare the so called tariffs rounds of GATT). The seeking of comprehensive deals limits the problem of free riding. 

Centralized dispute settlement mechanism. The form in which disputes are likely to arise are different from the WTO . In the latter they tend to apply to the interpretation of general rules; in WEO it will be more about the fulfillment of individual deals. However, the mechanisms to deal with the issues need not de much different. Sanctions are not evident ; the retaliation as in trade does not work, so sanctions are likely to be of the financial type.  

Up till now support has been very limited for this proposal. 

A.4  Labour

A.4.1 Major achievements

The record of the ILO is mixed. It has realised a set of important labour standards on issues such as freedom of association, collective bargaining, abolition of forced labour, equal opportunities and work conditions. 

PM Some similar work has been done by organisations such as the UN and OECD).

It has set up a compliance mechanism involving an ILO Commission of Inquiry and in case this is ineffective the possibility to refer to the International Court of Justice.   

A.4.2 Inadequacies and challenges 

Large parts of the world have still to cope with considerable insufficiencies in matters of social protection. However, it is not easy to increase standards without doing harm to the growth prospects of developing countries. There does not seem to be any need for a new institution or for new legal measures. Most of the needs with respect to labour standards can be taken into account trough an extension of the present ILO system. This would then imply: 

· Better coverage of the present conventions (more countries ratifying); 

· Further extension of subjects (compare for instance the development of EU social policy):

· Search for equality of standards in countries with similar levels of development;

· Better compliance with the present conventions.

A.4.3 Proposals for improvement

There are several ways in which such an improvement can be achieved, but all have certain disadvantages.

· Enhancing development aid; in so far as the non-observance is due to poverty the reduction of poverty is essential. The effectiveness of classical development aid is however put into question by many.

· Improving the monitoring system of ILO; this would mean an agreement on   detailed definitions of labour standards and enhanced international inspection powers, which some countries would consider an unacceptable inroad into national sovereignty.  

· Using the WTO trade sanctions to enforce better observance. This is a very controversial issue as the WTO has not been designed for the purpose and many countries do not want to mix trade issues with labour issues. Moreover the effectiveness of the trade sanctions instrument is open to doubt. Finally the welfare effects of sanctions in both the targeted country and in the imposing country are so intricate as to make a well-dosed use of this instrument very problematic. 

· Conditioning multilateral financial loans (IMF) to labour standards. Many difficulties arise here. It would target only countries that apply for such loans. The means may be counter effective in the sense that denying access to such loans may block development and thus lock countries in a poverty trap.  

· Conditioning regional or national programmes on respect of standards. We may cite in this respect the Generalised System of Preferences (trade) of the US or the EU and or the development assistance of these countries. This may have a greater effectiveness, in the sense that bilateral aid is often given to countries with whom the donor has a more intricate relation, which could cope with the intricacies of such a conditioned set up
.

· Private sector standards. Firms are becoming increasingly aware of the negative reaction of consumers towards products that have been produced under conditions of on respect for core labour standards. They will want to be known as socially responsible corporate citizens and make sure that their subsidiaries comply with standards. There will however always be discussion about the level of social protection that would qualify for such social labelling. Moreover, empirical research has shown that such codes are only effective under specific conditions.
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� The paper is based on the last chapter of a book that I am in the process of finishing (Molle 2003). I welcome critical comments.


� NGOs cannot take the place of the formal intergovernmental organisations (IOs) for two reasons:


First the IO are based on national states in turn constructed on democratic values of representation and accountability. 


Second the state and by extension the intergovernmental organisation have the legal and other instruments to see to compliance. There is no doubt on legitimisation. 


 So in our view the role of the NGOs is one of influencing and complementing intergovernmental bodies; not to supplant them.  





� Our analysis will be problem based not organization based.


� The OEEC as an organization did not amalgamate with the EU: it enlarged its membership to become OECD. However, its tasks for the western European countries have been taken over by the EU. The work of the Council of Europe has only very partly been taken over by the EU but cultural matters have mostly stayed with the national member states under the application of the subsidiarity principle.     


� Interesting in this respect is that Soros (2000), the chieftain of market speculators has become a convert and criticises strongly the lack of capacity to check the negative side of free financial markets. His search for a new ideology respecting values of different parts of the world has resulted in the concept of open society.  


� A case in point may be the Indian economy where the New Economic Policy inspired by the need for participating in globalization and the subsequent change towards internal and external liberalisation. However other policies had to deal with regional equilibrium and labour and social issues (see e.g Jauhari 1996)    


� There is a n abundant literature on this subject. We limit ourselves here to a reference to Hack (1996) and Artesis and Sawyer (1997)


� Notably problems in their access to markets for agricultural and labour intensive goods. 


� “Institutions , especially those created to tackle the problems of globalism, come at particular moments of crisis under strain s that are so great as to preclude effective operation. They become the main channels through which the resentments against globalisation work their destruction”. (James 2001, page 5)


� There are many ways of organising such proposals; see for alternatives that take also into account the UN system e.g. Nayyar 2002). 


� An example of such a playdoyer is Moshirian (2002)


� That is not all countries need to participate in the same way in all policy fields at the same moment. 


� A number of publications have expressed this concern; we cite here Bhagwati (2000b), Oyejide (2000), Hertel, Hoekman and Martin (2002) and the special issue of April 2000 of The World Economy.


� There is a clear case here where American financial groups have been able to convince the Treasury ministry of the US to use its strong voting position in the IMF to serve its interests. A perspicacious view of this situation from another insider is given in Dam 2001 


� See in this respect the special issue of the Journal of Economic Perspectives (here represented by articles of Miskin 1999 and Rogoff 1999), the various contributions in Teunissen (2000) and the evaluation of a number of individual proposals as discussed in Kaiser et al 2001. 


� which means that particular attention should be put on the effective regulation of the most volatile flows such as portfolio investments. 


� Some bilateral or regional arrangements go even further and impose actual fines in case a country does not observe labour standards (see Elliot 2001). 


� See in this respect e.g. Kolk and van Tulder (1999)
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