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ABSTRACT

This article argues that the current G20 is unsustainable and should be replaced by a new body on
a firmer constitutional foundation. It presents two designs, one of them a reformed version of the
G20, the other a reformed version of the Bretton Woods (World Bank and IMF) governance ar-
rangement. It concludes in favour of the latter, in the form of a new Global Economic Council.

POLICY IMPLICATIONS:

* The G20 grouping of developed and developing country governments marks a big improve-
ment on the G7 and G8 forums (though in practice it has not replaced them).

* But it is unsustainable as a global governance body, above all because it is a self-selected nar-
row oligopoly. With 173 member states of the United Nations permanently excluded or only
marginally included, it fails to meet widely accepted criteria of representation.

* A sustainable global economic governance body should be created not by tweaking the existing
G20 but by starting from the constituency system of the Bretton Woods organizations (World
Bank and IMF) and modifying it to make it more equitably representative. All three bodies
should have the same constituencies.

* The primary criterion for constituencies and voting should be relative GDP (measured with a
blend of GDP at market exchange rates and GDP at purchasing power parity).



DIISWORKING PAPER 201 1:25

“Given the broad impact of our decisions,
[we] recognize the necessity to consult
with the wider international community,
[and we pledge to bear in mind] the im-
portance of the G20 being both represent-
ative and effective as the premier forum
for our international economic coopera-
tion” (G20 2010b: 17)

“... weare determined to reform and mod-
ernize the international financial institu-
tions ... We will reform their mandates,
scope and governance” (G20 2009: 20)

“[The G20 is] one of the greatest setbacks
since World War II” (Norwegian foreign
minister, Jonas Gahr Stere, 2010).

“Why are they protesting? Our rulers’
doors are always open” (Saudi official to
TV interviewer, in connection with mass
demonstrations against Saudi rulers in
March 2011).

INTRODUCTION
From 1975 the heads of government of first
six, then seven advanced countries (the United
States, Japan, Germany, Britain, France, Italy,
and Canada) met annually to discuss problems
common to themselves and, often, to the rest
of the world. They called themselves the G6
and then the G7. In 1997 they invited Russia
to join them, making the G8. The G8 contin-
ues to meet today, in parallel with G20 sum-
mits.!

Meanwhile the G7 finance ministers were
also meeting periodically, and continued to do

| The two latest G8 summits were held in June in 2010
(Muskoka, Canada) and in May 2011 (Deauville, France)
under Canadian and French presidency, respectively.

so after 1997 without adding Russia.> Then
in the wake of the East Asian/Russian/Latin
American financial crises of 1997-1999 the G7
finance ministers, led by the US and Germany;,
decided to expand their membership to in-
clude both additional advanced countries and
also some “developing and transitional” coun-
tries (DTCs).? The resulting expanded group
of finance ministers called itself the G20, and
declared that the G20 comprised the world’s
“systematically important countries”. About
half of its member states were DTCs.

In November 2008, as the world economy
was falling into what turned out to be an eight
month period of acute financial crisis, the G8
heads of government, led by President George
W. Bush, decided to convene the first meeting
of the heads of government of the existing G20,
to bring the leaders of all the “systematically
important countries” around one table. Their
self-appointed task was to coordinate national
responses so as to avoid the world economy
falling further into the abyss.

It is widely agreed that, thanks to the “fel-
lowship of the lifeboat”, they succeeded in this
coordination effort to a substantial degree,
both at the first summit in Washington in No-

2 G7 Finance Ministers have continued to meet several
times a year. In 2008, they held four official meetings (Tokyo,
Osaka, two in Washington), in 2009, four (Rome, Washing-
ton, Lecce, Istanbul), but in 2010 only two (Nunavut, Wash-
ington),A few of these were G8 Finance Minsters meetings.
The only G7 meeting activity in 201 | (as of late May 201 I)
was a telephone conference in March on the economic
ramifications of the nuclear disaster in Japan.

3 The first official use of the DTC category (developing and
transitional countries) was the 2008 IMF quota review, in
which six countries normally classified as ‘advanced econo-
mies’ in the IMFs World Economic Outlook (Czech Repub-
lic, South Korea, Malta, Singapore, Slovakia, Slovenia) were
reclassified as DTCs.The DTC category was soon adopted
in World Bank voting power reforms.The use of the DTC
category made the shift of voting power in the Bank appear
larger than it was in terms of its normal country classifica-
tions (see Vestergard 201 la: 41-44)..
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vember 2008, and the second one in London
in April 2009. Their flexibility as an informal
group, having to get things done through other
organisations, helped them to do so.

But from the beginning the G20 leaders
aspired to bigger things — to make themselves
not just the top crisis committee but the top
steering committee for the world economy
over the long haul. They claimed that

the G20’s “economic weight and broad
membership gives it a high degree of le-
gitimacy and influence over the manage-
ment of the global economy and financial
system”. 4

The fact that about half of its member states
are DTCs makes it better reflect the striking
rise in “multipolarity” of the world economy
over the past three decades. One indicator is
the share of DTCs in world GDP, which has
increased from 32% in 1980 to 40% in 2000
to 50% in 2009 in purchasing power parity
terms, or at market exchange rates from 26%
to 23% to 33% for the same years — by either
measure, 10 percentage points in one decade.
The increasing economic weight of DTCs has
eroded the “unipolar” world political system,
when, as one analyst put it, “Membership of
the West ... meant doing whatever Washing-
ton said”.’

Convening the G20 heads of government
in November 2008 was hailed by many as a
watershed in global governance. President
Nicolas Sarkozy of France enthused, “The
G20 foreshadows the planetary governance of

4 ‘What is the G20? http://www.g20.org/about_what_is_
g20.aspx.

5 Philip Stevens, ‘West must offer Turkey a proper seat’, Fi-
nancial Times, 17 June 2010.

the twenty-first century.”® A senior Australian
diplomat described the G20 as “potentially
the most significant new diplomatic initiative
in the world since the founding of the United
Nations. ’

Analysts of global governance based in lead-
ing G20 countries echo these insiders’ claims.
For example, Stewart Patrick of the US Council
on Foreign Relations garlands the G20 as “the
most significant advance in multilateral policy
coordination since the end of the Cold War”.8
Andrew Cooper of Canada’s Centre for Inter-
national Governance Innovation celebrates its
“entrepreneurship and technical readiness”,
adding that “the G20 serves as the hallmark
signal that the multilateral system can not only
adapt but serve as a catalytic agent for other
forms of institutional reform, notably ... the
redistribution of voting rights and seats in the
IMF”.?

However, the G20 also has many critics —
hardly surprising since it permanently excludes
173 of the UN’s member states from partici-
pating at the top table of global economic gov-
ernance, and softens their exclusion only a lit-
tle by providing an attenuated form of regional

6 Gideon Rachman, ‘The G20’s seven pillars of friction’, Fi-
nancial Times, 8 November 2010.

7 The diplomat continued: “Australia is lucky to be a part
of it - but if the forum is to last beyond the financial crisis
of the past few years and Australia is to keep a spot at the
top table, that place must be earned.” At the same meeting
the Australian prime minister encouraged the diplomats to
seize the opportunity to give the forum a bigger role than
just economic issues. It could help with alleviating poverty,
for example, or tackling climate change, she said. See David
Bosco, “Australia’s wild about the G-20", The Multilateralist,
| Apr 201 1.

8 Steward Patrick, “The G20 and the United States: oppor-
tunities for more effective multilateralism’, Century Foun-
dation Report,Washington, 2010.

9 Andrew Cooper, “The G20 and its regional critics: the
search for inclusion”, Global Policy, 2, 2, May 201 I, 203-09,
at 207.
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representation to a fraction of the excluded
(described below).

The critics generally agree that expand-
ing the well-established G7 finance ministers’
group in 1999 to include 12 new states plus
the European Union constituted an improve-
ment in global governance; and that establish-
ing a G20 political leaders’ summit in 2008
on top of the established G20 finance minis-
ters’ group further improved it. They see these
moves as steps in the right direction of reduc-
ing the concentration of global economic gov-
ernance in the hands of the G7 and G8 oligar-
chy, and raising the involvement of the rest of
the world.

But the critics insist that doing better than
the G7 and G8 cannot be the end of the mat-
ter. They say that the world needs a more legit-
imate body than a self-appointed, exclusionary
club, which lacks authority to assume a steer-
ing committee role. And membership aside,
they also say that the world needs a more effec-
tive body; for outside of the acute crisis con-
ditions of late 2008 and early 2009 the G20
has mostly shown “how not to run the world”,
in the words of The Financial Times headline.
Emerging and developed G20 countries have
found themselves increasingly at odds over
their prescriptions for recovery, as well as over
the role of the group beyond the crisis."

In other words, the critics question both
the “input” legitimacy and the “output” legiti-
macy of the existing G20 — both the self-ap-
pointed and unrepresentative composition of
the membership, and the inability to induce
cooperation beyond the level of fine words

10 “The G20 show how not to run the world’, Financial
Times, 12 November 2010

(outside of acute crisis conditions).!! But so far
the question of a better design for a global eco-
nomic governance body has received remark-
ably little attention.

This essay presents two improved designs,
one of them a reformed version of the current
G20, the other a reformed version of the Bret-
ton Woods (World Bank and IMF) governance
arrangement. It concludes in favour of the
latter, in the form of a new Global Economic
Council.

We recognize that the idea of replacing the
G20 with a newly constituted Global Econom-
ic Council is “pie in the sky” in the absence of
any sign that excluded actors might mobilize
around an agenda of major G20 reform. But
it is worth bearing in mind two points. First,
Maynard Keynes started work on a redesign
of the international monetary system in 1940
and the US Treasury shortly after, years before
it was even clear that the Allies would win the
Second World War; so by the negotiations of
1944 some reasonably well worked out designs
were on the table. Second, the normal pattern
of change in policy domains and in governance
arrangements is not proportionate responsive-
ness to signals from the external environment,
but rather, long periods of stasis interrupted
by bursts of change (or what Bryan Jones and
Frank Baumgartner call “punctuated equilib-
rium”). > 'The normal dynamic of change is
appeal by the disfavored side to broader politi-
cal forces, in which the disfavored side changes
the image of the policy or governance arrange-
ment prevailing outside the policy or govern-
ance sub-system, and changes the venue away

I'l For the distinction between input and output legitimacy,
see Sharff (1999) and Risse (2006). In this paper we con-
centrate on the input side. For more on the output side see
Vestergaard (201 Ib:26-31).

12 Bryan Jones and Frank Baumgartner, ‘The Politics of At-
tention’, University of Chicago Press, 2005.
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from ones which resist the image change to
venues which are more responsive.

In the absence of any sign that the disfa-
vored 173 member states of the United Na-
tions might mobilize for G20 reform, the aim
of analysts should be to keep working away on
reform ideas in the expectation that the scope
for reform may widen within the next decade
— particularly if, as we think likely, the G20
proves unable to coordinate major reforms to
financial systems, making it likely that more
multi-country financial crises will course
through the world economy at a frequency of
roughly every five years. At these times of cri-
sis, new governance images which have been
worked up in venues on the margins can come
galloping in to now more sympathetic central
venues. This is the rationale for presenting the
following critique of the existing G20 and de-
signs for better alternatives.

RISE OF THE G20

First, a short elaboration of the history of the
Gs. Establishment of a regular venue for heads
of government of the major industrialized na-
tions was prompted by the oil crisis of 1973.
In 1974, the leaders of the US, UK, West Ger-
many, France and Japan, held a series of meet-
ings in Washington, calling themselves the
‘Library Group’. In 1975, French president
Valéry Giscard d’Estaing invited the leaders
of the five Library Group countries together
with the Italian prime minister for a meeting,
which formally established the G6 to function
as an annual summit with rotating presidency.
The G6 became the G7 the year after, in 1976,
when Canada joined.

In 1997 Russia joined the leaders’ group
with strong backing from the US government,
wanting to help consolidate Russias demo-
cratic transition. This made the G8 at leaders’

level, while the finance ministers continued to
meet as the G7.1

In 1999, the G7 finance ministers, wres-
tling with the aftermath of the East Asia/Rus-
sia/Latin American financial crises of 1997-99,
decided to expand their grouping. They could
have called together the finance ministers of
the countries in the 24 seat governing body of
the IME a well-established grouping in which
most of the representatives at the top table rep-
resented several or many countries in addition
to their own state via the constituency system.
But at this time the IMF was in disgrace in
much of the world for its role in handling the
1997-99 financial crises, where it all too obvi-
ously acted as the arm of the US Treasury in
linking emergency loans to an American wish
list of privatizing and liberalizing conditions. *
Its role led to a change of image: instead of it
being seen as a “mutual benefit” organization
it was seen as a “conflicting interests” organi-
zation dedicated to promoting the interests of
western capital and western states by opening
crisis economies to their unrestricted activities.
The IMF route to enlarging the G7 looked un-
promising.

So the G7 decided to expand by a more ad
hoc process. It ended up inviting another 12
countries plus the European Union to join it.
The resulting group has about half its member-
ship from developing countries — thus appar-
ently translating rising economic multipolarity
into rising multilateralism in global govern-
ance. The G20 finance ministers met for the
first time in Berlin, and have met at roughly

13 Since 1977, the President of the European Commission
has participated in G7 and G8 heads of state summits. This
practice has been extended to the G20 summits.

14 Paul Blustein (2001), ‘The Chastening: Inside the Crisis
that Rocked the Global Financial System and Humbled the
IMF’, Public Affairs.



DIISWORKING PAPER 201 1:25

three month intervals since then, with in-
creased frequency in 2011.7

The idea of adding a leaders’ group to the
existing finance ministers’ group was already
in the air by the mid 2000s, pushed especially
by Paul Martin, successively Canadian finance
minister and prime minister from 1993 to
2006. From the start the idea evoked scepti-
cism from some analysts of global governance,
including Richard Higgott (2005: 85, empha-
sis added).

“While some advocates have big plans for
the G20, to date it has mainly worked to
provide impetus for institutions such as
the IMF, World Bank and Financial Sta-
bility Forum, and, as a venue for dialogue
between industrial nations and emerging
market countries, to obtain emerging mar-
ket political consensus for institutional ini-

tiatives arising elsewhere” '

Then came the Lehman Brothers™ collapse in
September 2008, followed by a rapid escalation
of crisis out of the United States and into the
world economy at large. This event prompted
President George W. Bush to convene a meet-
ing of the G20 leaders in November — the
heads of government of the same 19 countries
together with the President of the European
Union Council. From the first the heads of
the Bretton Woods organizations were invit-
ed to join as ex officio members; but not the
president of the UN General Assembly or the
UN Secretary-General. The G20 leaders have

met five times, most recently in Seoul, South

I151In 2011, G20 Finance Ministers met in February (Paris),
March (Nanking) and April (Washington).They plan to meet
again in September and October 2011 in the run up to the
summit meeting in Cannes in November.

16 Richard Higgott, ‘Multilateralism and the limits of global
governance’, 2005.

Korea, in November 2010, which was the first
meeting outside of a G7 country. The previ-
ous meetings took place in the US, the UK
and Canada, and the next meeting after Seoul
is scheduled for another G7 country, France,
in November 2011. (Unkind observers might
take the locations as prima facie evidence that
the G7 countries run the G20.)

The step up from finance ministers to heads
of government marked a big increase in the
“heft” of the group, and the G20 leaders did
not shrink from bold claims. They declared
in their communiqué of the September 2009
meeting in Pittsburgh:

“We designated the G20 to be the premier
forum for our international economic co-
operation” (G20 2009b).

Earlier, after the April 2009 meeting in Lon-
don, they announced that they had appointed
themselves the apex governing body of the
Bretton Woods organizations:

“...we are determined to reform and
modernize the international financial in-
stitutions to ensure they can assist mem-
bers and sharcholders effectively in the
new challenges they face. We will reform
their mandates, scope and governance to re-
flect changes in the world economy and
the new challenges of globalization, and
that emerging and developing economies,
including the poorest, must have greater

voice and representation” (G20 2009a,
emphasis added).

As for the normative grounds on which the
G20 leaders rest their claims, they say that the
G20’s

“economic weight and broad membership
gives it a high degree of legitimacy and in-
fluence over the management of the glo-
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bal economy and financial system” (G20
2010a, emphasis added).

By “economic weight and broad membership”
the G20 means that its membership covers
90% of world GDP, 80% of world trade, and
66% of world population. In G20 eyes, these
figures mean that it is highly “representative”,
which in turn gives it much “legitimacy and
influence”. However if the EU’s figures were
excluded (on grounds that the EU should not
have privileged membership ahead of other re-
gional bodies) the G20 looks rather less “rep-
resentative”: its 19 states cover 77% of world
GDP, 60% of world trade, and 62% of world

population.

THE G20’S LEGITIMACY PROBLEM

The G20’s claims to legitimacy strike critics
as hollow, for much the same reason as Saudi
demonstrators in early 2011 were unconvinced
by the Saudi official who challenged their pro-
tests against House of Saud monopoly rule by
saying, “Why are they protesting? Our rulers’
doors are always open.”  The critics include,
for example, the Norwegian foreign minister,
who declared in 2010 that the G20 is “one of
the greatest setbacks since World War II”. 7
The governor of the central bank of Uganda
dismissed it as but “part of the old architecture
which I hope will end”."®

The G20 critics describe it as a “self-ap-
pointed” elite, appointed on the basis of no
clear criteria. Indeed, the selection process
could scarcely have been more ad hoc. The

17 Spiegel (2010). “Norway takes aim at G20: ‘One of the
greatest setback since World War II. Interview with Jonas
Gahr Stgre”, in Der Spigel, 22 June 2010.

18 Quoted in Cooper, op.cit.

members were chosen by Timothy Geithner,
then the US Under Secretary of the Treasury
for International Affairs (with Lawrence Sum-
mers as his boss), and Geithner’s counterpart
at the German Finance Ministry, Caio Koch-
Weser. In a series of transatlantic telephone
calls Geithner and Koch-Weser went down the
list of countries saying, Canada in, Spain out,
South Africa in, Nigeria and Egypt out, and
so on. They came up with an in-group which
covered a high enough proportion of world
output, trade and population to be judged
“representative”, sent the names to the other
G7 finance ministries, and after a few more it-
erations, invitations to the first meeting went
out.

Representation

The first main problem with the membership is
that it was and remains based on no explicit cri-
teria, and includes several countries which are
obviously not “systematically important”. The
inclusion of countries such as Argentina and
Australia reflected not so much a judgement
that they mattered more to the world economy
than all excluded countries, but the US wish to
include some of its good allies, partly to coun-
terbalance the “over-represented” Europeans
(a point we return to). Argentina was allegedly
included on the strength of the friendship be-
tween Treasury Secretary Summers and Argen-
tina’s Finance Minister at the time, Domingo
Cavallo, who shared accommodation as Har-
vard graduate students (Patrick 2010: 49)."

19 Stewart Patrick,'The G20 and the United States: oppor-
tunities for more effective multilateralism’, Century Foun-
dation Report,Washington, 2010, 49.



DIISWORKING PAPER 201 1:25

The resulting membership cannot even be “re-
verse engineered”.”” Certainly the 19 countries
were not the biggest 19 economies in the world
in 1999 (by GDP), nor the 19 biggest in 2008
when the leaders’ council was formed.

How would the membership change if based
on explicit criteria of bigness? Table 1 shows
the world’s 20 largest economies by three dif-
ferent measures of GDP and the world’s 20
most populous countries. Table 2 shows the
countries which would be excluded from the
G20 by GDP and those which would be in-
cluded in their place.

Three countries would be excluded from
the current G20 whichever of three measures
of GDP was used: Argentina, South Africa
and Saudi Arabia. Three would be included by
whichever GDP measure: the Netherlands,
Poland and Spain. The latter set is surprising in
view of the common perception, especially in
the US, that Europe is grossly overrepresented
in the G20. (As Stewart Patrick remarks, “Eu-
ropean overrepresentation has become a source
of global resentment”.?") If GDP is taken as the

main measure of “economic weight” (which

20 This claim is contested by a senior UK official involved
in the G20 leaders’ process. He suggests that the 20 can
be reverse-engineered as follows. (1) Start with the G8; (2)
add the EU Presidency; (3) start adding the next largest glo-
bal economies, measured by GDP at market exchange rates;
(4) include only IMF member countries (not Hong Kong or
Taiwan); (5) no extra Europeans, because some are already
represented by EU presidency and others which are not
(such as Switzerland and Norway) should not be added, on
grounds of regional balance; (7) Stop at 20, including EU
presidency. However, this reverse engineering is not based
entirely on explicit general criteria. Also, the use of GDP at
market exchange rates (as distinct from some blend with
purchasing power parity rates) is highly contested.And even
with GDP at market exchange rates it does not yield the
existing |19 countries: by the latter, Iran is bigger than Saudi
Arabia and Argentina, and Thailand is bigger than South Af-
rica (see Vestergaard 201 | b, table 6).

2| Stewart Patrick, The G20 and the United States: oppor-
tunities for more effective multilateralism’, Century Foun-
dation Report,Washington, 2010, 20.

the G20 claims to be the main selection crite-
rion), Europe is not over—represented.

On the other hand, if population were the
selection criterion the membership would
change radically, and Europe would indeed
be over-represented: France, Italy, and the UK
would lose their seats. But quite a few non-
European members would lose their seats too,
namely Argentina, Australia, Canada, Saudi
Arabia, South Africa and South Korea. In
would come Pakistan, Bangladesh, Nigeria,
Vietnam, Egypt, Ethiopia, Iran, Thailand, and
Congo DRC.

If we go beyond bigness alone (for the aim is
surely not simply “multilateralism of the big”,
or MOB for short), the current G20’s repre-
sentational deficiencies are also striking. Af-
rica is grossly under-represented (South Africa
is the only African member country). There is
not a single low-income country. There is not a
single “small, open economy”.
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Table |.The world’s largest countries, by GDP (billion USD) and population (millions)22

GDP (nominal) GDP (PPP) GDP * (60/40) By population
I US (14256) US (14256) US (14256) China (1331)
2 Japan (5068) China (9104) China (6633) India (1 155)
3 China (4985) Japan (4138) Japan (4696) US (307)
4 Germany (3347) India (3784) Germany (3202) Indonesia (230)
5 France (2649) Germany (2984) France (2458) Brazil (194)
6 UK (2175) Russia (2687) India (2300) Pakistan (170)
7 Italy (2113) UK (2257) UK (2207) Bangladesh (162)
8 Brazil (1572) France (2172) Italy (2036) Nigeria (155)
9 Spain (1460) Brazil (2020) Russia (1813) Russia (142)
10 Canada (1336) Italy (1922) Brazil (1751) Japan (128)
I India (1310) Mexico (1540) Spain (1474) Mexico (107)
12 Russia (1231) Spain (1496) Canada (1314) Philippines (92)
13 Australia (925) Korea, Rep. (1324) Mexico (1141) Vietnam (87)
14 Mexico (875) Canada (1280) Korea, Rep. (1029) Egypt (83)
I5 Korea, Rep. (833) Turkey (1040) Australia (898) Ethiopia (83)
16 Netherlands (792) Indonesia (967) Turkey (786) Germany (82)
17 Turkey (617) Australia (858) Netherlands (745) Turkey (75)
18 Indonesia (540) Iran (844) Indonesia (711) Iran (73)
19 Belgium (469) Poland (727) Poland (549) Thailand (68)
20 Poland (430) Netherlands (673) Iran (536) Congo, DRC (66)

Table 2. If the G20 consisted of the 20 largest economies

Countries OUT

Countries IN

By GDP (nominal)
By GDP (PPP)

By GDP *

By population

Argentina, South Africa, Saudi Arabia
Argentina, South Africa, Saudi Arabia
Argentina, South Africa, Saudi Arabia
Argentina, Australia, Canada, France,
Italy, Saudi Arabia, South Africa, South
Korea, UK.

Belgium, Netherlands, Poland, Spain
Iran, Netherlands, Poland, Spain

Iran, Netherlands, Poland, Spain
Bangladesh, Congo, Egypt, Ethiopia, Iran,
Nigeria, Pakistan, Philippines, Thailand,
Vietnam

22 There is no agreement about which GDP indicator to
use. Most developed countries support GDP at market
values (nominal) while many emerging market economies
prefer GDP at purchasing power parity (PPP). In the recent
voting power realignment in the World Bank, the compro-
mise was to use a composite GDP indicator, giving 60%
to GDP at market values and 40% to GDP at purchasing
power parity. This composite GDP indicator is referred to
throughout this paper as GDP*. All data are World Devel-
opment Indicators for 2009 (latest available).
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Table 3 shows some of the gaps in represen-
tation. Note the lack of representation of low
income economies and Africa.

the two latest summits (Toronto and Seoul).?
At Toronto in June 2010 there were five non-
member invitees in all: Spain, the Netherlands,

Table 3. G20 countries — by region and income classification

Low-income countries Middle-income countries High-income countries Total
Africa 0 South Africa |
Americas & 0 Argentina, Brazil, Mexico Australia, Canada, USA 6
Australasia
Asia 0 China, India, Indonesia Japan, Korea, Saudi Arabia 6
Europe 0 Russia, Turkey France, Germany, Italy, UK 6
Total 0 9 10 19

Lacking explicit membership criteria, the G20
contains no mechanism for adjusting member-
ship to reflect changing realities of the global
economy. The main strength of the G20 — that
it is a “fact on the ground” — is at the same
time its main weakness. In the words of Stew-
art Patrick:

“Perhaps the trickiest issue surrounding
the G20’s membership is whether the body
should be prepared to adjust its partici-
pants in response to inevitable shifts in the
global distribution of economic power....
In the absence of objective criteria, how-
ever, ... a regular process of readjustment
seems unlikely”. (Patrick 2010: 22-23)

The “outreach” solution

The G20 has responded to criticisms of its ex-
clusive membership, with some regions having
barely any presence at the table, by sending ad
hoc invitations to regional organizations such
as the African Union and ASEAN. ASEAN has
sent one country representative to all five sum-
mits, and the African Union has sent two to

Ethiopia, Malawi and Vietnam. Seoul had the
same five non-member participants, except
that the Netherlands was displaced in favour
of Singapore, representing a group of small
states. 24

At the Seoul summit, November 2010, this
previously “spontaneous” practice of ad hoc in-
vitations at the discretion of the summit host

was institutionalised:

“We reached broad agreement”, the decla-
ration said, “on a set of principles for ron-
member invitations to Summits, including
that we will invite no more than five non-
member invitees, of which at least two will
be from Africa” (G20 2010b, emphasis
added).

In effect, the G20 has become the “G20+5”.
The 20 countries, which represent only them-
selves, include the G20’s 19 plus Spain, which
has managed to get itself accepted in the status

23 The two African seats are for the country of the African
Union presidency and the country of the NEPAD presi-
dency (NEPAD being part of the AU).

24 Global Governance Group (3G), consisting of 28 mem-
ber countries from Asia, the Middle East, Africa, Europe,
South America, Latin America and the Caribbean.
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as “permanent invitee”. Then there are four re-
gional seats: the EU, ASEAN, and two from
the African Union. The last of the five non-
member invitees will be left to the discretion
of the summit host. * So it will be up to the
French G20 presidency in 2011 whether to in-
vite Singapore again, as the fifth representative
of a region or group of countries, or perhaps
invite a third regional representative from Af-
rica (Egypt or Nigeria, for instance).

So outreach to include a peripheral ring of
other countries and regions does give more
countries some voice in the G20 process and
helps to bring some regional balance.* But
again, this cannot be the end of the mat-
ter. The “G20+5” suffers from the problem
that the balance of single country seats ver-
sus country constituency seats is dramatically
worse than in the Bretton Woods organiza-
tions: 19 member countries of the G20 rep-
resent only themselves, leaving it to the EU
seat and four other regional representatives to
“represent” the remaining 173 countries. This
makes an average of almost 30 countries per
representative, as distinct from an average of
less than 10 countries per constituency in the
IMF and World Bank.

Moreover, formal members and non-mem-
ber invitees participate on unequal terms in the
summits, with the latter largely excluded from
the negotiations to prepare the G20 summits,

25 Y.P. Hermawan, ‘Formalizing the G20 regional outreach
contact groups and civil G20’,2010, 40.

26 Andrew Cooper of the Canadian Center for Internation-
al Governance Innovation (CIGI) points to the willingness
of non-member states to seek “deeper engagement” with
the G20 process as evidence of the G20’s legitimacy. An-
drew Cooper,‘G20’s impressive adaptive capability’, FT.com,
I'1 April 201 1.See our reply:Wade and Vestergaard,“G20+5
reinforces problem of arbitrary mechanisms’, FT.com, |8
April 2011.

and each sending fewer people. * The role of
non-member invitee is more symbolic than
substantive, with the partial exception of Spain
in its capacity of permanent invitee.”®

Finally, there is a problem of double rep-
resentation and no representation. Where re-
gions are represented as regions — for example,
the European Union, ASEAN, and the African
Union — countries which form part of one of
these regions and are included in the 19 coun-
tries of the G20 are to a degree “double-repre-
sented”. In the case of Europe, for example,
inclusion of the European Union as one of the
20 means that four European countries (Ger-
many, France, Italy, UK) have “double repre-
sentation”. They hold a seat under their own
name, and they are also represented indirectly
through the EU.

On the other hand, the 20 European coun-
tries which are members of the Council of
Europe but not in the 27 country EU have no
representation at all. Latin American and Cen-
tral American countries, other than Argentina
and Brazil, have no representation, there being
no relevant regional organization equivalent to
ASEAN or the African Union. Nor do Paki-
stan, Bangladesh, and Nepal, for the same rea-
son, not the Middle East and North Africa.

Given these problems in the design of the
G20, let us consider two models for a new
global economic governance body which im-
prove on the existing body, though in different
ways.

27 Formal members participate in G20 summits with three
persons — head of state, finance minister and senior civil
servant (the country’s so-called sherpa). Outreach partici-
pants such as countries representing a regional body (Viet-
nam for ASEAN) or international organizations (the IMF, for
instance) are represented by only one person. CHECK

28 The official G20 website (www-g20.org) gives testimony
to this: it refers to interaction with other international or-
ganizations and experts from private-sector institutions and
NGOs but makes no mention of non-member invitees.
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REFORM MODEL I: A MODIFIED
G20, BASED ON EXPLICIT
CRITERIA OF SIZE AND REGIONAL
REPRESENTATION

Enrique Rueda-Sabater and colleagues at the
Centre for Global Development in Washington
DC argue that for a global governance arrange-
ment to have “lasting credibility” it must be
based on transparent criteria (Rueda-Sabater et
al 2009: 2). On these grounds they reject both
a “club” approach, such as the OECD, and a
“hosted” approach, such as “the G7 expanding
‘by invitation’ to a G20”. Instead they propose
a model rather similar to the existing G20 but
with explicit selection criteria combining both
size and regional representation. Its member
states would comprise (1) the biggest countries
in terms of GDP or population, and (2) elected
representative countries of each of the world’s
main regions.

In the size category, their model selects the
countries that have a share of world GDP or
world population 2 percent or more. Currently
this would yield a set of 16 countries. Compared
with the existing G20 membership, the 2 per
cent rule would exclude Argentina, Australia,
Mexico, Saudi Arabia, South Africa and Turkey,
and include Bangladesh, Indonesia, Nigeria, Pa-
kistan and Spain.”

Additional countries should be elected as
representatives of each of the world’s main
regions, in recognition that for “a global gov-
ernance system to be truly representative, it
must also deal in some form with universality”
(Rueda-Sabater et al 2009: 10). “But instead of
allowing that notion to cripple the effective-
ness of the governance system”, the authors

29 The full list of G16 countries would be Bangladesh, Brazil,
Canada, China, France, Germany, India, Indonesia, Italy, Japan,
Nigeria, Pakistan, Russia, Spain, the United Kingdom and the
United States.

continue, “an alternative approach might be
something akin to the ‘protection of minority
rights™” (ibid.).

For example, an additional five countries
might be elected, one from each of five regional
groupings: Americas; Europe+; Middle East/
South Asia; Africa; and East Asia/Pacific.*

The total size would then be twenty-one,
consistent with keeping the group within the
bounds of personal, trustful relations between
participants.

Compared to the existing G20, this model
has the advantage of being based on explicit
and defensible criteria. It therefore allows ob-
jective adjustment to the changing distribution
of economic weight and population between
states.

But it also falls down on representational
criteria, as can be seen by comparing it with
the governing bodies of the Bretton Woods
organizations. The 25 seat governing bodies
and executive boards of the latter include eight
countries representing only themselves, while
the remaining 17 chairs represent country con-
stituencies comprising the remaining 179 mem-
ber states, an average of about 10 countries per
constituency.” The eight include the US, Japan,
Germany, the UK, France, Saudi Arabia, Rus-
sia, and China.*

30 See Rueda-Sabater et al (2009: 10). The authors do not
describe in detail the country classification adopted.

31| These figures refer to the World Bank, where the num-
ber of seats was recently raised from 24 to 25 to provide a
third African seat.The IMF remains at 24.The single country
seats are the same in the two organizations, and there are
only slight differences in the configuration of the remain-
ing country constituencies. For an overview of the country
constitutions in the two Bretton Woods institutions, see
Annex A and B. Countries belonging to a different country
constituency in the IMF (than in the Bank) are italisized in
Annex B.

32 Five single-country chairs are formally “appointed” (US,
Japan, Germany, UK, France) and the others are formally
“elected” but single-country in practice.
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Thus the Bretton Woods organizations operate
with a partial constituency model. The Rueda-
Sabater proposal also has a small number of
regionally-based constituencies, as we saw;
but turns the Bretton Woods balance between
single country chairs and country constituen-
cies on its head. Nineteen countries represent
only themselves and five chairs represent the
remaining 176 countries — an average of about
35 states per constituency, as against the Bret-
ton Woods average of 10. These five chairs
would hardly be effective as a vehicle for multi-
lateral engagement. Indeed, a central concern
throughout the recent voice reforms in the
World Bank was the need to reduce the maxi-
mum number of countries in a constituency to
16, so as to make the complexity of intra-con-
stituency dialogue manageable (Vestergaard
2011a).

So the claim to “universality” made in the
Rueda-Sabater et al. proposal is more cosmetic
than real. Voice, influence and representation
for minorities should not be a concession “at
the margins”. Choosing 16 big countries and
then adding five to represent the rest of the
world’s 176 countries would amount to little
more than pretend universality. It would con-
stitute a dramatic deterioration of representa-
tion vis-a-vis the country constituencies of the
Bretton Woods organizations.

REFORM MODEL 2: A MODIFIED
BRETTON WOODS

A more promising design for what we propose
to call the Global Economic Council (GEC)
starts from the existing Bretton Woods system
of representation. As noted, the boards of both
the World Bank and the IMF include eight
countries which represent only themselves, the
remainder grouped into multi-country con-
stituencies averaging about 10 countries per
constituency. Various proposals are currently

being considered for incrementally changing
the size and membership of these constituen-
cies.

It is important that the constituencies for
the GEC are the same as for the governing
bodies of the Bretton Woods organizations. In-
stead of tweaking the existing Bretton Woods
constituencies, what would they look like if
rethought from the beginning? What new
principles should guide the allocation of chairs
among regions and within regions, to apply to
both the Bretton Woods organizations and the
new GEC?

Among regions

The first principle should be reasonable rep-
resentation of all the world’s main regions;
and above all, more representation of African
countries in the Bretton Woods organizations
(not to mention the G20 as currently config-
ured). We propose to base the GEC and Bret-
ton Woods constituencies on a breakdown
into four main regions: Africa, Asia, Europe,
and the Americas and Australasia.®®> Table 4
shows the economic weight of these regions by
several measures of GDP.

33 Dividing the world in these four regions is based on the
principle of trying to achieve homogeneity of size, both in
terms of population and in terms of GDP.
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Table 4. The world’s four main regions **

GDP (nominal) GDP (PPP) GDP* (60/40) GDP* (60/40)
(billion USD) (billion USD) (% of total)
Africa 1440 2847 2003 3.23
Americas & Australasia 20608 22570 21393 34.54
Asia 16525 27357 20858 33.68
Europe 17690 17664 17680 28.55
Total 56263 70438 61933 100

Source: World Development Indicators (WDI), 2009 dara.

Sixteen seats in the council should be distrib-
uted equally among each of these four main
regions, or four seats per region.

The second principle should be represen-
tation according to economic weight. We
propose that nine additional seats should be
assigned to the four regions in proportion to
their share of world GDP. At current GDP
shares, all regions except Africa would get
three additional seats each.

Within regions

Within the four main regions assignment of
states to chairs should be based on the follow-
ing six steps.

First, governments within each region
would negotiate to form constituencies, with a
minimum of three and a maximum of 17 coun-
tries in each. (This would break with the cur-
rent Bretton Woods “mixed system” of eights-
ingle-country chairs and 17 multiple-country

Table 5. GDP* and allocation of seats in revised Bretton VWWoods system

GDP* GDP seat indica-  Allocation of Regional seats ~ Total number of
(% of total) tor GDP seats seats

Africa 3.23 0.30 0 4 4
Americas & Aus-

tralasia 34.54 3.11 3 4 7
Asia 33.68 3.03 3 4 7
Europe 28.55 2.57 3 4 7
Total - - 9 16 25

Together, the application of these two princi-
ples would give Africa four seats and the three
other regions seven seats each. See Table 5.

34 The total numbers reported for GDP are not the same
as the numbers provided by the World Bank’s World De-
velopment Indicators (WDI) for aggregate World GDP.The
aggregate world numbers are bigger than what is calculated
above. This is related to the procedure of imputing miss-
ing values for aggregate calculations when producing WDI
data.

chairs.) Size restrictions are needed to balance
the interests of big powers (US, China, etc.) in
limiting the number of countries in their con-
stituency with the general interest in limiting
the average and maximum size of the remain-
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ing constituencies. * If the eight countries

that currently hold single-country chairs all
decide to form the smallest country constitu-
encies (three), their constituencies would ac-
count for 24 countries, leaving the remaining
163 countries to distribute themselves among
the remaining 17 country constituencies, with
an average size of just under ten.

Second, two types of constituency may be
formed: “narrow” ones (three countries) and
“broad” ones (five to 17). For each narrow con-
stituency there must be at least two broad ones.
This criterion means that there can be no more
than two narrow constituencies in Asia, Europe
and Americas+, and only one in Africa.*

Third, the first round of the “election” invites
nominations for narrow constituencies. Which
of the nominated groups get the region’s one
(Africa) or two (Americas+, Asia, Europe) nar-

35 The upper-limit specified here is slightly higher than the
desired maximum size identified in the World Bank voice
reform process (Vestergaard 201 |a), namely 17 instead of
16.This is necessary to ensure that ends can meet in all four
regions. Consider the example of Africa:There are current-
ly 53 African member states (23 of these form one coun-
try constituency made up of the Francophone countries in
sub-saharan Africa; another 21 countries make up another
country constituency made of (roughly) the Anglophone
sub-saharan Africa; a third purely African country constitu-
ency is made up of South Africa, Nigeria and Angola. The
remaining six African member countries are spread across
various cross-regional country constituencies). After the
election of one narrow constituency, there would be 50
African countries left for the remaining three African seats.
Hence, a maximum size of 16 countries would not be pos-
sible (i.e, two countries too many for this).

36 This rule of at least two broad constituencies for each
narrow one is necessary to avoid too many narrow country
constituencies being formed for compliance with the max-
imum size limit. In the case of Europe, if six three-country
constituencies were formed and elected, the remaining 29
of the total of 47 European countries would have to share
the last seat. In the case of Africa, if two three-country con-
stituencies were formed (around, say, South Africa and Ni-
geria), the remaining 47 of the 53 African countries would
have to share the two remaining African seats, violating the
“maximum 17" rule.

row country constituency seats is established
on the criteria of biggest aggregate GDP. In the
case of Asia, the country constituencies formed
around China and Japan, respectively, will likely
get the two narrow constituency seats for the
Asian region. They would each invite two other
states to join them.

Fourth, the second round of the election
invites nominations for “broad” constituencies.
In addition to not exceeding the upper limit of
17 countries, nominated constituencies must
observe the additional criterion of not being
smaller than five to ensure that the remaining
number of countries in the region may be dis-
tributed in the remaining constituencies with-
out violating the restriction on maximum size.”’
After the narrow constituencies are accounted
for, the remainder of a region’s seats minus one
are now allocated among the nominees on the
basis of biggest aggregate GDP. In Asia, Europe
and Americas+, this means that four seats are
allocated to the four biggest of the nominated
“broad” constituencies. In Africa, two seats are
allocated to the two largest of the nominated
“broad” constituencies.

37 At current levels of GDP this criterion would be a bind-
ing constraint only on African and Asian nominations. In the
case of Africa, after the first round (formation of the nar-
row three country constituency), 50 countries would remain.
Constituencies nominated in the second round would have
to observe the rule that the other two of Africa’s remaining
three seats would be able to absorb the rest of the region’s
countries. Since the maximum number of countries that
can be absorbed by two constituencies is 34, constituencies
nominated in the second round would have to consist of at
least sixteen countries (50-34). In the case of Asia, the mini-
mum number of countries has to be eight to ensure that if
the four constituencies elected in the second round are all of
the minimum size, it would still be possible to fit the remain-
ing countries of the region into the last seat. With a total
of 48 Asian countries left after allocation of the two nar-
row constituencies, four constituencies comprised of eight
countries each, elected in the second round, would leave 16
countries to share the last Asian seat (48-32).
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Fifth, country constituencies which did not
get “elected” in this second round of the proc-
ess are now grouped into the final seat of each
region, reserved for this purpose.

Sixth, all countries within a constituency
may put forward candidates for the chair. The
chair is chosen in an election with votes allo-
cated to constituency countries in line with rel-
ative GDP.  Constituencies would be obliged,
however, to institute a mechanism of rotation
to ensure consultation and dialogue within the
group. In the Bretton Woods organizations,
each constituency would have one executive
director and one or two deputy directors, and
could decide internally whether there should
be rotation at both levels or only at deputy
level. This flexibility in rotation modalities al-
lows large economic powers — such as the US,
Japan and China — to be permanently in the
chair of their constituency, but still in consul-
tation with and to a degree answerable to at
least two other states.*

At periodic intervals (say, every five years) new
negotiations for constituencies could be held.

To illustrate how the election would work,
consider the case of Europe. In the first round,
when countries compete for the narrow con-
stituency seats available for their region, several
different three-country alliances might nomi-
nate themselves.”” Suppose there are three, as
shown in table 6.

Germany, France and the Netherlands
would win one of the two European narrow
seats, while UK, Spain and Poland would see
itself marginally defeated by Italy, Russia and
Turkey. Obviously, the process of negotiating
these alliances and the ‘election’ would, for all
practical purposes, be one and the same thing,
In the example given, the UK would be aware
that the alliance proposed here might prove to
too weak if Italy, Russia and Turkey were to
team up — and would therefore try to form a
stronger alliance. It could, for instance, attempt
to seduce Italy. But Italy might decide to opt

Table 6. Possible configuration of narrow constituencies in Europe

Group A

Group B Group C

Countries
(2458), Netherlands
(745)

Aggregate GDP bn $ (60/40) 6405

Germany (3202), France UK (2207), Spain (1474), Italy (2036), Russia

Poland (549) (1813), Turkey (786)

4230 4635

Note: 2009 data, ‘GDP 60/40’ is a weighted average of GPD at market rates (60) and GDP at purchasing power parity (40).

38 In polarized country constituencies, comprised of large
countries together with small countries, the larger coun-
tries could choose to rotate the directorship while the
smaller countries rotate at the deputy level.

39 In Asia, the obvious major candidates for the two nar-
row constituencies would be China and Japan, but if India,
South Korea and Indonesia were to make an alliance they
would be a strong contender; Japan would find it hard to
build as strong an alliance. In the Americas, the alliance
formed by the US would get one of the narrow constituen-
cies (irrespective of which two countries joined the US).A
South American alliance (Brazil, Mexico, Argentina) and an
Anglo-American alliance (Australia, Canada, New Zealand)
might form in competition for the second narrow constitu-
ency.At current levels of GDP, the South-American alliance
would win. Seeing this, Australia and Canada would then
have to decide whether to form a joint broad constituency,
two separate broad constituencies, or persuade the US to
form a strong constituency consisting of the US, Canada
and Australia.
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for a stronger position in a coalition with Rus-
sia and Turkey instead. In brief, if Group A and
Group C had already formed, there would be
little the UK could do to ensure membership
of a narrow seat. Of course, this could happen
to any of the big European powers, depending
on how the negotiation process unfolds.

After the election of two narrow seats, al-
liances would be formed in competition for
the four broad seats (five to 17 countries) to
be allocated in the second round. The Nordic-
Baltic countries (Denmark, Estonia, Finland,
Iceland, Latvia, Lithuania, Norway, Sweden)
might nominate themselves for a broad seat,
in competition with, say, five other alliances:
a Central European alliance (Austria, Bel-
gium, Czech Republic, Luxembourg, Switzer-
land); an Eastern European alliance (Poland,
Hungary, Serbia, Bulgaria, Romania, Slovak
Republic, Slovenia); a Southern European al-
liance (Spain, Greece, Portugal, Malta, San
Marino); an alliance formed around the UK

(with the participation, for instance, of Ire-
land, Croatia, Cyprus and Ukraine); and an
alliance of European transition economies
(from Albania, Armenia, Azerbaijan, Belarus,
Bosnia-Herzegovina, Georgia, Kazakhstan,
Macedonia, Moldova and Montenegro). In
the second round, the four largest of these six
broad constituencies would be elected, and the
two defeated constituencies would be grouped
in a shared constituency in the third and final
round to take up the last European seat. At
current levels of GDP, the four largest of these
six constituencies would be the UK-led, the
Southern European, the Central European and
the Nordic-Baltic constituencies — and hence
the Transition- and Eastern European constit-
uencies would be grouped into the seventh and
last European constituency. It is noteworthy
that the aggregate GDP of three of these con-
stituencies fall within a relatively small band of
variation (from 1.2 to 1.5 bn USD).

Table 7. Possible configuration of broad constituencies in Europe

Central Euro-  Eastern Southern UK-led alli-  Nordic-Baltic Transition econo-
pean European European ance mies
Clies Austria Belgium Poland Hun- Spain Greece UK Ireland  Sweden Nor- Albania Arme-
Czech Republic gary Serbia  Portugal Croatia Cy- way Finland  nia Azerbaijan
Luxembourg Bulgaria Malta prus Ukraine Denmark Belarus Bosnia-
Switzerland Romania Slo- San Marino Estonia Latvia Herzegovina
vak Republic Lithuania Geodrgia Ka-
Slovenia zakhstan Mac-
edonia Moldova
Montenegro
GDP 60/40 1,502,501 1,210,068 2,053,403 2,665,594 1,305,595 377,457

Note: 2009 data, ‘GDP 60/40’ is a weighted average of GPD at market rates (60) and GDP at purchasing power parity

(40). Million USD.
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Table 8 provides a summary of the series of ne-
gotiations to form constituencies for all four
regions.

most decisions are taken by simple majority.*!
In contrast, the current G20 operates on the
decision rule of unanimity. There are certainly

Table 8. The three rounds of Bretton Woods elections

First round (seats/

Second round
cies) (seats/c’ies)

Third round Total
(seats/c’ies) (seats/c’ies)

Africa | seat, 3 countries 2 seats, 34 countries | seat, |7 countries 4 seats, 53 coun-
tries
Americas+ 2 seats, 6 countries 4 seats, 20-28 coun- | seat, 5-13 countries 7 seats, 39 coun-
tries tries
Asia 2 seats, 6 countries 4 seats, 32-43 coun- | seat,5-16 7 seats, 54 coun-
tries tries
Europe 2 seats, 6 countries 4 seats, 20-30 coun- | seat, 5-15 countries 7 seats, 4| coun-
tries tries
Total 7 seats 14 seats 4 seats 25 seats

In short, the proposed governance reforms
would reboot the existing Bretton Woods or-
ganizations and put them under the steward-
ship of a Global Economic Council. All three
governing bodies would be based on a new set
of 25 elected country constituencies, which
combine a more balanced representation of the
world’s main regions with voting shares more
closely linked to relative economic weight than
is currently the case.

VOTING SHARES INTHE
MODIFIED BRETTON WOODS
MODEL

Mention of voting shares raises an important
governance issue for the new Global Economic
Council. In the Bretton Woods organizations

40 Numbers given are based on current membership of the
World Bank (IBRD).

advantages to having the G20 (and its succes-
sor) operate as a relatively informal talk shop,
in the expectation that repeated interaction
among top political leaders will generate some
convergence of understanding and willingness
to act in concert. The downside is that (at least
outside of acute crisis conditions) such a body
is able to agree on little that cannot be glossed
with paper and fine words.

On the assumption that the GEC should
be a more muscular body, with decision-mak-
ing procedures that yield real decisions more
binding on member states, what should be the
principles for allocating votes? Our proposal
has already been suggested earlier, but is worth
further discussion here.

The Bretton Woods organizations allocate
votes among member states by a complex and
non-transparent formula, which has ample

41 On the surface most decisions in the Boards of the Bank
and the Fund are “consensus” decisions. But in practice de-
liberations commonly continue until an agreement has been
reached which has a simple voting power majority behind it
(see Vestergaard 201 |a).
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scope for ad hoc adjustment. But they claim
that relative economic weight, measured by
GDQP, is a prime criterion in the share of both
votes and financial contributions.

However, representatives of “emerging mar-
ket economies” have long complained that their
states are grossly underrepresented in terms of
voting power; and they are right if GDP is a
prime criterion. Take, for example, the share
of China plus India compared to that of Bel-
gium and Netherlands. Prior to the 2010 voice
reform in the IBRD part of the World Bank,
China and India together had less than 50%
more voting power than Belgium and Neth-
erlands together (5.56% relative to 4.01%),
despite having a share of world GDP close to
eight times bigger (13.97% relative to 1.85%,
see table 9).

The World Bank 2010 voice reform changed
the distribution of voting power in favour of
dynamic emerging market economies, but
not by much. The aggregate voting power of
China and India is now twice that of Belgium
and the Netherlands. But twice is still far less

than the eight times which their relative GDPs
would suggest.*? It is not hard to understand
the dissatisfaction of dynamic emerging mar-
ket economies with the voting power systems
of the Bretton Woods organizations, even after
the 2010 reforms.

The massive under-representation of China
and India vis-a-vis Belgium and the Nether-
lands is part of a general pattern. Table 10
shows the ratio of voting share to GDP share
for 30 of the major Bretton Woods share-
holders (or each country’s voting power in
the World Bank or IMF for each 1% share of
world GDP).

If votes were allocated in line with GDP, the
ratios should be close to 1. Table 10 shows,
instead, huge dispersion: in the World Bank,
from 0.43 (China) to 3.86 (Saudi Arabia), and
in the IME, from 0.31 (China) to 4.40 (Saudi
Arabia).

Three factors cause these ratios to devi-
ate from 1. First, a small allocation of “basic
votes” to all countries independently of their

Table 9. World Bank voting power reform in perspective

GDP (nominal, %
of world total)

GDP (PPP, %
of world total)

GDP * (60/40, % Voting power (be- Voting power
of world total)  fore voice reform) (after reform)

China 8.56 12.55 10.37 2.78 4.42
India 2.25 5.22 3.60 2.78 291
-- Total 10.81 17.77 13.97 5.56 7.33
Netherlands 1.36 0.93 I.16 221 1.92
Belgium 0.80 0.54 0.68 1.80 1.57
-- Total 2.17 1.46 1.85 4.0l 3.49

Source: World Development Indicators (WDI), 2009-data.
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42 This depends on the GDP indicator chosen. If measured
in terms of GDP at market values the voting power of
China and India should be roughly four times larger than
that of Netherlands and Belgium (9.5/2.29=4.1). If mea-
sured at purchasing power parity values, their voting power
should be almost eleven times larger (16.6/1.56=10.6).
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GDP. Second, the inclusion of criteria other
than GDP in allocating voting (or quota)
shares, such as contributions to IDA in the
case of the World Bank (its soft-loan affiliate),
and indicators for “openness” and “economic
variability” in the case of the IME Third, “po-
litical engineering” that has secured for some
countries a higher share of voting power than
any explicit criterion would justify.*

The first of these factors is now negligible, as
basic votes as a share of total votes have eroded
over the years from the original level of 10% to
little more than 2% today. However, the other
two factors give rise to substantial variations
in the voting power to GDP ratios, as shown
in table 10. Some of these variations are so big
as to make the case for further reform all by
themselves, so to speak — on top of the voice
reforms of 2010.

For example, it is difficult to find a justifica-
tion for Belgium receiving — post 2010 reforms
-- 2.03% share of votes in the World Bank for

43 The phenomenon of politically determined quotas justi-
fied ex post “by reference to ostensibly neutral formulae
specifically designed to produce the intended results” dates
back to the founding of the Bretton Woods organizations
(Woodward 2007: 5). A young US Treasury official, Ray-
mond Mikesell, was tasked with producing the formula for
the initial allocation of quotas (subscriptions, drawing rights,
and votes) in the proposed International Monetary Fund,
in 1943. Equipped with a slide rule he began to construct a
formula reflective of the technical discussion about which
variables should count — until he received instruction from
Harry Dexter White, the chief US negotiator, as to what
shares the Big Four (US, UK, Russia, China) should receive,
White receiving instruction from the Treasury Secretary
and the President. He then had to reverse-engineer a for-
mula to yield the required result. Mikesell later reported
on how he answered questions at the Bretton Woods con-
ference about how the quotas were arrived at:

| gave a rambling twenty-minute seminar on the factors
taken into account in calculating the quotas, but | did not
reveal the formula. | tried to make the process appear as sci-
entific as possible, but the delegates were intelligent enough
to know that the process was more political than scientific
(Mikesell 1994: 35-36). For more on ad hoc allocations in
the World Bank see Vestergaard (201 Ia).

every 1% share of world GDD, while China
gets only 0.43% of voting share per 1% share
of GDP. It is similarly difficult to justify Saudi
Arabia receiving a voting share relative to GDP
of 4.5 in the IMFE while Brazil, China, India
and Turkey all have voting shares to GDPs
below 0.6.

In short, the oft-cited principle that voting
power in the Bretton Woods organizations “in
large measure reflect the relative importance
of member countries in the global economy”
is more declaration than practice.* To boost
their legitimacy the organizations should fur-
ther revise the voting shares so as to bring them
closer to the shares of GDP. However, this
principle should be qualified by increasing the
share of basic votes — allocated to all countries
equally — from the current 2% of total votes
to 10% (as was the case when basic votes were
first introduced in 1944); and this share should
be maintained through an annual, automatic
adjustment process. The basic vote allocation
helps to prevent small, low-income countries
from being completely marginalized.

44This quote is from one of the first background papers on
voice reform in the World Bank (2003a: 3), but subsequent
documents reiterate it again and again.
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Table 10. Voting power to GDP ratios, 30 largest economies

World Bank IMF
Country Share of GDP*  Share of voting VP to GDP ratio  Share of voting VP to GDP ratio
power power
us 22.29 15.85 0.71 16.74 0.75
China 10.37 4.42 0.43 3.65 0.35
Japan 7.34 6.84 0.93 6.0l 0.82
Germany 5.0l 4.00 0.80 5.87 .17
France 3.84 3.75 0.98 4.85 1.26
India 3.60 291 0.8l 1.88 0.52
UK 3.45 3.75 1.09 4.85 [.41
Italy 3.18 2.64 0.83 3.19 1.00
Russia 2.84 2.77 0.98 2.69 0.95
Brazil 2.74 2.24 0.82 1.38 0.50
Spain 231 1.85 0.80 1.38 0.60
Canada 2.05 243 1.18 2.88 .40
Mexico 1.78 1.68 0.94 1.43 0.80
S.Korea 1.61 1.57 0.98 1.33 0.83
Australia 1.40 1.33 0.95 1.47 1.05
Turkey 1.23 1.08 0.88 0.55 0.45
Netherlands I.16 1.92 1.65 2.34 2.0l
Indonesia I.11 0.98 0.88 0.95 0.85
Poland 0.86 0.73 0.85 0.63 0.73
Iran 0.84 1.47 1.75 0.69 0.82
Saudi Arabia 0.72 2.77 3.86 3.16 4.40
Belgium 0.68 .57 2.30 2.08 3.05
Argentina 0.66 1.12 1.71 0.96 |.46
Sweden 0.60 0.85 1.41 1.09 1.81
Thailand 0.59 0.49 0.84 0.50 0.85
South Africa 0.59 0.76 1.30 0.85 .45
Austria 0.56 0.63 1.12 0.85 [.51
Norway 0.53 0.58 1.10 0.76 1.44
Venezuela 0.53 [.11 2.11 1.21 2.30
Greece 0.52 0.33 0.64 0.38 0.73

Source: World Development Indicators, 2009-data.

This revision would entail excluding all other
criteria than GDP in the allocation of voting
(quota) shares, putting aside the basic votes.
It would of course be unwelcome in countries
which currently enjoy a voting power to GDP
ratio significantly higher than 1, including a
number of small European countries such as
Belgium, the Netherlands and Switzerland,
and a few DTCs such as Saudi Arabia and
South Africa. They would protest that voting
power should reflect other factors than just
GDP. But which other? When small European
countries argue, for instance, that significant
contributions to IDA should generate higher
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voting power in the World Bank, they open
themselves to the equally self-interested coun-
terargument from populous countries that
population size should be given weight in the
allocation of votes.

If criteria other than GDP were to be added
to a revised formula, one could easily imagine
more relevant ones than “openness” or contri-
butions to IDA. Indeed, both the 2008 IMF
quota and voice reform and the 2010 World
Bank voting power realignment modified the
GDP component with a so-called “PPP boost-
er” intended to “give additional recognition to
dynamism of economic growth” (Development
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Committee 2010: 7).* Of course, such an eco-
nomic dynamism component can be specified
in several different ways, to the advantage of
some and the disadvantage of others.

In short, if developed countries try to grant
themselves additional IMF quota shares and
World Bank shareholding on the basis of such
criteria as “openness”, “economic variabil-
ity” and IDA contributions, emerging market
countries will insist on a range of other crite-
ria which work to their advantage. Hence we
favour a simple rule of allocating countries a
share of total votes equal to their share of world
GDDP, qualified by basic votes. This is the best
way to ensure that relative voting power reflects
the realities of the global economy while at the
same time avoiding all manner of costly politi-
cal battles around a more complex quota for-
mula. Further, a composite measure of GDP
should be used, giving roughly equal weight to
GDP at market values and GDP at purchas-
ing power values.“ Finally, as noted earlier, the
relative voting power of low-income countries
should be increased by restoring basic votes at
the original level of 10% of total votes.

If it is agreed that the Global Economic
Council should operate with a majority voting
rule (as distinct from the G20’s rule of una-
nimity), then voting shares within the GEC
should be based on the same formula as in the
Bretton Woods organizations.

45 In the case of the World Bank, the ‘PPP booster’ gave
countries whose “PPP-based weight in the world economy”
was “30% or more above their IBRD shareholding a total
increase in shareholding percentage of at least 10%” (DC
2010:7).

46 This could be either the 60-40 (market-exchange rate to
PPP) weighting used both in the 2008 IMF quota review and
in the current quota framework developed for the IBRD
shareholding realignment (see Vestergaard 201 |a), or sim-
ply a 50-50 weighting.

CONCLUSION

Defenders of the G20 — all from comfortably
insider countries -- dismiss the kind of pro-
posals made here as mere “formalistic recipes”
and “conceptual thinking”, in Andrew Coop-
er’s words.” Their own proposals for G20 re-
form take the existing full members as given
and add on guest representatives from some
regional organizations, in order to overcome
the “representational gap”. They operate in ac-
cord with the Swahili proverb, “Until the lions
have their own historians, tales of hunting will
always glorify the hunters”.

Our starting point is the commonsense
definition of an “unsustainable” organization
as one that must eventually be changed. The
present G20 is unsustainable because it must
eventually be changed. The basic reason is that
it has no — or almost no -- representation of
the 173 member states of the United Nations
which are not invited to participate. (The prac-
tice of inviting a few guests does not do much
to compensate.) Eventually some of the dis-
favored actors will act on their anger towards
the current self-appointed oligarchy to force
through change.

The basic problems are: (1) the current
membership was selected on the basis of no
explicit criteria; (2) there is no mechanism for
adding and dropping countries as relative eco-
nomic weight changes over time; and (3) there
is no mechanism of universal representation,
such that a// states are incorporated into a rep-
resentational structure.

More specifically, Africa is grossly under-
represented (South Africa is the only African
full member). “Low income” countries are ex-
cluded. “Small, open” economies are exclud-

ed.

47 Andrew Cooper,“The G20 and its regional critics”, 208.
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The G20 counters such arguments by saying
that, on the contrary, it is very “representa-
tive”. Its members together account for 90%
of world GDP, 80% of world trade, and 66%
of world population. But this is only one cri-
terion of representation, and ignores the one
we have stressed here in line with millennia of
political philosophy — universal representation,
collective preference formation, and account-
ability. In any case, the G20 claim is mislead-
ing because its figures include the whole of the
EU via the EU chair. Take out the non-G20
countries in the EU and the shares fall to 77%
of world GDP, 60% world trade, and 62% of
world population. Then there is the further
question of why the EU is privileged as a full
member while representatives from two other
regional organizations (African Union and
ASEAN) are marginal invited guests, and why
other regions (such as Latin America, Middle
East) have slight or no representation.

We have argued, second, that reform
should take the long-established constituency
system of the Bretton Woods organizations
(the World Bank and the IMF) as the starting
point, rather than tweak the input side of the
existing G20. In the existing governing coun-
cils and executive boards of the World Bank
and IMF all member states are formally rep-
resented, most in multi-country constituen-
cies. But the present Bretton Woods constitu-
ency system does have several drawbacks. We
have outlined a new constituency arrangement
which could both replace the existing Bretton
Woods arrangement and provide the blueprint
for a new pinnacle body, the Global Economic
Council (GEC).

We propose several explicit principles to
put the constituency system on a firmer consti-
tutional basis than the current Bretton Woods
one. The first is universal representation, such
that all member states are incorporated into a
mechanism of consultation and collective pref-
erence formation. The second is weight in the
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world economy (hence effectiveness in turning
decisions into action), measured by GDP. The
third is regional representation, so as to ensure
that regions have a presence roughly propor-
tional to regional GDPs. The fourth is small
enough size to allow personal trust to develop
between the members.

We propose that both the Bretton Woods
governing bodies and the Global Economic
Council should comprise 25 country constitu-
encies (about the upper limit for the small size
principle), and that the world should be divid-
ed into four main regions (Africa, the Americas
and Australasia, Asia, and Europe). The seats
should be allocated so as (1) to ensure signifi-
cant representation of all the main regions, and
(2) differentiation between regions on the basis
of their aggregate GDDs.

Sixteen seats should be distributed equally
among the four regions (four to each region),
while the remaining nine seats should be dis-
tributed among the regions in line with their
aggregate GDPs. At current levels of GDP, this
would result in four seats for Africa and seven
seats for each of the other three regions. With-
in regions, constituencies should be formed
on the basis of “elections” in which countries
“vote” in proportion to their GDP, much as
is currently the case for the governing bodies
of the IMF and the World Bank (though as
we saw, there remains much variation in coun-
tries’ votes relative to GDP even after the 2010
voice reforms).

The major advantages of such a reconfigura-
tion of global economic governance are that:

e It would embed a Leaders Forum within
the institutional framework of the exist-
ing Bretton Woods institutions while at
the same time bringing the latter up to
date; resulting in congruence between the
structure of the pinnacle agenda-setting
body and the more operational bodies over
which it has stewardship.
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* It would reconfigure the current country
constituencies so that all chairs represent at
least three and no more than 17 member
countries.

* It would give long-term durability to
global economic governance because the
system responds to the rise and fall of na-
tions and regions through a transparent,
automatically updated system of weighted
voting (based on GDP), while ensuring at
the same time a certain level of inter-re-
gional legitimacy and stability by means of
the proposed balanced allocation of chairs
to all the world’s regions.

Further, the Global Economic Council should
make collective agenda-setting decisions by
voting — or in practice, by “consensus” formed
in the shadow of the voting system, as is the
case at the Bretton Woods organizations. This
way the current G20’s “race to the least com-
mon denominator” in agenda setting would be
avoided.

In short, the new model would allow a
better balance between established and rising
powers, a more durable way of changing the
governing balance as the economic balance
changes, and a full institutionalization of the
principle of universal representation. The G7
states themselves are no more likely to push
in this direction than turkeys are to vote for
Christmas, but that should not stop others
from advocating along these lines.
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ANNEXA COUNTRY CONSTITUENCIES IN THE WORLD BANK

12
13

17
18
19

20
2|
22
23
24
25

United States

Japan

Germany

France

United Kingdom

Afghanistan, Algeria, Ghana, Iran (Islamic Republic of), Morocco, Pakistan, Tunisia

Antigua and Barbuda, The Bahamas, Barbados, Belize, Canada, Dominica, Grenada, Guyana,
Ireland, Jamaica, St. Kitts and Nevis, St. Lucia, St.Vincent and the Grenadines

Argentina, Bolivia, Chile, Paraguay, Peru, Uruguay

Australia, Cambodia, Kiribati, Korea (Republic of), Marshall Island, Micronesia (Federate States
of), Mongolia, New Zealand, Palau, Papua New Guinea, Samoa, Solomon Islands, Tuvalu,Vanuatu
Austria, Belarus, Belgium, Czech Republic, Hungary, Kazakhstan, Luxembourg, Slovakia, Slov-
enia, Turkey

Bahrain, Egypt (Arab Republic of), Iraq, Jordan, Kuwait, Lebanon, Libya, Maldives, Oman, Qatar,
Syrian Arab Republic, United Arab Emirates,Yemen (Republic of)

Bangladesh, Bhutan, India, Sri Lanka

Benin, Burkina Faso, Cameroon, Cape Verde, Central African Republic, Chad, Comoros, Congo
(Democratic Republic of), Congo (Republic of), Cote d’ Ivoire, Djibouti, Equatorial Guinea,
Gabon, Guinea, Guinea-Bissau, Madagascar, Mali, Mauritania, Mauritius, Niger, Sao Tome and
Principe, Senegal, Togo

Botswana, Burundi, Eritrea, Ethiopia, The Gambia, Kenya, Lesotho, Liberia, Malawi, Mozam-
bique, Namibia, Rwanda, Seychelles, Sierra Leone, Somalia, Sudan, Swaziland, Tanzania, Uganda,
Zambia, Zimbabwe

Brazil, Colombia, Dominican Republic, Ecuador, Haiti, Panama, Philippines, Suriname, Trinidad
and Tobago

Brunei Darussalam, Fiji, Indonesia, Lao People’s Democratic Republic, Malaysia, Myanmar,
Nepal, Singapore, Thailand, Tonga,Vietnam

China

Costa Rica, El Salvador, Guatemala, Honduras, Mexico, Nicaragua, Spain,Venezuela

Armenia, Bosnia and Herzegovina, Bulgaria, Croatia, Cyprus, Georgia, Israel, Macedonia, former
Yugoslav Republic of, Moldova, Montenegro, Netherlands, Romania, Ukraine

Denmark, Estonia, Finland, Iceland, Latvia, Lithuania, Norway, Sweden

Albania, Greece, Italy, Malta, Portugal, San Marino, Timor-Leste

Saudi Arabia

Russian Federation

Azerbaijan, Kyrgyz Republic, Poland, Serbia, Switzerland, Tajikistan, Turkmenistan, Uzbekistan
Angola, Nigeria, South Africa
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ANNEX B COUNTRY CONSTITUENCIES IN THE IMF

12
13

17
18
19

20
21
22
23
24

United States

Japan

Germany

France

United Kingdom

Austria, Belarus, Belgium, Czech Republic, Hungary, Kosovo, Luxembourg, Slovakia, Slovenia,
Turkey

Antigua and Barbuda, The Bahamas, Barbados, Belize, Canada, Dominica, Grenada, Ireland, Ja-
maica, St. Kitts and Nevis, St. Lucia, St.Vincent and the Grenadines

Argentina, Bolivia, Chile, Paraguay, Peru, Uruguay

Australia, Kiribati, Korea (Republic of), Marshall Island, Micronesia (Federate States of), Mongolia,
New Zealand, Palau, Papua New Guinea, Samoa, Seychelles, Solomon Islands, Tuvalu, Uzbekistan,
Vanuatu

Austria, Belarus, Belgium, Czech Republic, Hungary, Kosovo, Luxembourg, Slovakia, Slovenia, Tur-
key

Bahrain, Egypt (Arab Republic of), Iraq, Jordan, Kuwait, Lebanon, Maldives, Oman, Qatar, Syrian
Arab Republic, United Arab Emirates,Yemen (Republic of)

Bangladesh, Bhutan, India, Sri Lanka

Benin, Burkina Faso, Cameroon, Cape Verde, Central African Republic, Chad, Comoros, Congo
(Democratic Republic of), Congo (Republic of), Cote d’ Ivoire, Djibouti, Equatorial Guinea,
Gabon, Guinea-Bissau, Mali, Mauritania, Mauritius, Niger, Rwanda, Sao Tome and Principe, Senegal,
Togo

Angola, Botswana, Burundi, Eritrea, Ethiopia, The Gambia, Kenya, Lesotho, Liberia, Malawi,
Mozambique, Namibia, Nigeria, Sierra Leone, South Africa, Sudan, Swaziland, Tanzania, Uganda,
Zambia, Zimbabwe

Brazil, Colombia, Dominican Republic, Ecuador, Guyana, Haiti, Panama, Suriname, Trinidad and
Tobago

Brunei Darussalam, Cambodia, Fiji, Indonesia, Lao People’s Democratic Republic, Malaysia, Myan-
mar, Nepal, Phillipines, Singapore, Thailand, Tonga, Vietnam

China

Costa Rica, El Salvador, Guatemala, Honduras, Mexico, Nicaragua, Spain,Venezuela

Armenia, Bosnia and Herzegovina, Bulgaria, Croatia, Cyprus, Georgia, Israel, Macedonia, former
Yugoslav Republic of, Moldova, Montenegro, Netherlands, Romania, Ukraine

Denmark, Estonia, Finland, Iceland, Latvia, Lithuania, Norway, Sweden

Albania, Greece, Italy, Malta, Portugal, San Marino, Timor-Leste

Saudi Arabia

Russian Federation

Azerbaijan, Kazakhstan, Kyrgyz Republic, Poland, Serbia, Switzerland, Tajikistan, Turkmenistan
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