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Introduction
Flash back to 1995. After an eight-decades-long split, the world economy was in the process of 

being reunified. To manage an ever-growing degree of interdependence, the global com-

munity had initiated a process aimed at strengthening the existing international institutions 

and creating new ones. The World Trade Organisation (WTO) had just been brought to life, 

equipped with a binding dispute-resolution mechanism that would, among other things, pro-

vide an effective channel for managing China’s transition from a closed, planned economy to 

an open economy that plays by the rules of global markets. A new round of multilateral trade 

negotiations was in preparation. The Multilateral Agreement on Investment (MAI) was being 

negotiated under the aegis of the Organisation for Economic Co-operation and Development 

(OECD).  The creation of a global competition system was contemplated. The International 

Monetary Fund (IMF) would soon be given a broader mandate to oversee cross-border cap-

ital flows. A legally binding international agreement, the Kyoto Protocol on climate change, 

was being negotiated, and plans were drawn for an international environment organisation 

that would provide a fifth pillar to the global order, alongside the WTO, the Bretton Woods in-

stitutions, and the (less effective) International Labour Organisation (ILO). There were strong 

hopes that the institutional architecture of globalisation was being built. 

The intended message to the people was clear: globalisation—a new concept at the 

time—was not just about liberalising flows of goods, services and capital. It was also about 

establishing the rules and public institutions required to steer markets, foster cooperative 

behaviour on the part of governments, and manage a single global economy. Global public 

goods—another new concept that was loosely applied to a series of issues from biodiversity to 

climate and from public health to financial stability—would be taken care of through jointly 

agreed rules of the game. The successful Montreal Protocol on eliminating ozone-depleting 

gases, agreed in 1987, provided an encouraging template. 

These claims were not exempt from hype. Liberalisation was real, but the strengthening of 

the legal and institutional architecture was only in the making. Also, there were problems with 

the governance of global institutions:

•	 To start with, Europe, the United States and Japan were not only running the show by 

participating in the Group of Seven (G7); they were also overrepresented on the boards 

of the IMF and the World Bank, and they enjoyed disproportionate influence in the other 

major institutions. There was a clear need to redistribute power and influence in favour of 

emerging and developing countries, whose weight in the world population and GDP was 

growing fast;

•	 Second, governance through sectoral institutions was potentially problematic: each one 

dealt with one particular field, but none was in charge of cross-sectoral issues such as 

trade and exchange rates, trade and labour, or trade and the environment (to name just 

a few). True, the United Nations was meant to provide an overall framework. But in the 

economic field at least, the UN system was deprived of effectiveness ; 

•	 Third, these institutions were increasingly criticised for being undemocratic because they 

were accountable only to governments and not to any parliamentary body. Civil society 

organisations and environmental NGOs were insistently calling for a remedy to these defi-

ciencies. The international institutions were slowly learning to give them a voice. 

The way forward looked clear: liberalisation would be pursued further and globalisation 

would be managed by strengthening and developing a network of global institutions, each of 
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to a non-existing global parliament, they would develop a dialogue with civil society. Some, 

like Rodrik (1997), doubted this could be a workable solution and highlighted a trilemma 

between deep integration, national autonomy and democratic governance. But there was 

hardly another template on offer.        

Fast forward now to 2018. Despite more than a decade of discussions, the global trade 

negotiations launched in 2001 in Doha (known as the Doha round) have not led anywhere. 

The WTO is still there but on the verge of becoming wholly ineffective. After obstructing the 

WTO’s dispute settlement system by preventing the appointment of new members to its 

Appellate Body, President Trump declared on 30 August 2018 that the US would pull out of 

the WTO unless the organisation “shapes up”1. Negotiations over the MAI collapsed in 1998. 

The Kyoto Protocol was signed, but was not lastingly implemented, largely because the US 

decided not to ratify it. The 2009 Copenhagen conference on climate change failed to reach 

agreement on mandatory limits on greenhouse gas emissions and ended in dispute. Less than 

two years after a general, though non-quantitative and non-binding agreement was reached 

on the occasion of the 2015 COP21 in Paris, the US announced in June 2017 its withdrawal 

from it. And nobody talks of a global competition system or a global environmental organisa-

tion anymore. 
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the Asian crisis of 1998, there has been an increasing reliance on unilateral, bilateral or 

regional solutions rather than on the multilateral safety nets provided by the IMF. National 

reserves have increased more than tenfold since 2000, against a factor of 3.7 for IMF resources 

(Truman, 2018). In 2007-08, US dollar swap lines were extended on a strictly bilateral basis by 

the Federal Reserve to selected central banks; they proved instrumental in avoiding finan-

cial disruption but the initial choice of partner central banks and the later decision to grant 

to some of them permanent access to dollar liquidity have been purely discretionary. Third, 

regional financing arrangements have developed as a complement but also a potential substi-

tute to the multilateral safety net. Whereas Europe is admittedly a special case because of the 

introduction of a common currency, the instruments in place could conceivably be used in 

a broader regional context. Reliance on regional cooperation has also developed in Asia and 

Latin America.  

The trend is similar in relation to the environment. Although the Paris Agreement of 

December 2015 was hailed as a success of international cooperation, it is far less constrain-

ing than the Montreal and Kyoto protocols. Signatories did not commit to internationally 

determined emission ceilings nor did they subscribe to a multilateral system of rules; rather, 

each state individually announced what it intended to contribute to the common endeavour, 

frequently conditional on efforts made by others or on the availability of financial support 

(Tagliapietra, 2018). There is no enforcement mechanism either. Beyond climate, the failure to 

address the rapid deterioration of biodiversity illustrates the limits of commitments to collec-

tive action to protect the environment.  

Cross-sectoral initiatives also cast doubts over the global governance model of the late 

twentieth century. A puzzling case is the Chinese Belt and Road Initiative (BRI). At one level it 

can be analysed as a regional infrastructure development endeavour. But it is also presented 

by Chinese sponsors as a potentially more encompassing project and a “new globalisation 

mechanism” (Jin, 2018). US critics regard it instead as “debt diplomacy to expand influence” 

(Pence, 2018). An early test will be provided by the treatment of the bilateral debt overhangs 

of partner countries. So far, China has been reluctant to contemplate settling overindebted-

ness cases within the framework of the Paris Club, the usual multilateral venue.

It is hard not to conclude that recent developments in a wide range of fields have dashed 

the expectations of the 1990s. These developments challenge the system of universal, multi-

lateral, public, treaty-based, institution-supported and legally enforceable rules that provided 

the basis for global governance since the second world war. The legal2.Gn(a)7 (t)1 (i3s)1 (ual m le)-2 dd 
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the contribution of national policies to the reduction of global imbalances would be regularly 

monitored by the IMF and discussed among national policymakers4. Since then, the G20 

has continued to serve as platform for political dialogue and as a steering body for collective 

initiatives in a variety of fields (Bery, 2018).

The creation of the G20 was initially hailed as a major step forward for global governance. 

The leaders claimed that “a global crisis requires global solutions” (London Declaration, April 

2009), and announced that the G20 would become “the premier forum for international 

economic cooperation” (Pittsburgh declaration, September 2009). The G20’s establishment 

and first steps marked indeed a major departure from the ‘Own House in Order’ doctrine that 

dominated international economic relations in the early 2000s. Because the Global Financial 

Crisis illustrated that financial stability is a global public good, the provision of which cannot 

be left to national authorities acting in isolation, it resulted in a major revision of the prevail-

ing international policy doctrine.

But there should be no mistake. The G20 is no international organisation. It is a political 

institution that works by consensus and steers the work of technical bodies by issuing politi-

cal guidelines. The technical bodies themselves are not organisations equipped with effective 

powers, but are mere coordinating forums. To produce results, the G20 therefore relies on 

its agenda-setting power and a chain of institutions of uneven effectiveness. Its creation was 
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tion, the fight against terrorism, economic and financial stability, or protection against cyber-

attacks. Citizens worldwide are increasingly conscious of the need for common responses to 

these global threats to prosperity and security (Pew Research, 2017). 

Politics provides a tempting explanation why supply does not meet demand. Already in 

the 1990s, strong reservations about supranational institutions were regularly expressed by 

sovereignty- conscious governments and parliaments, starting with the US Congress. Since 

then politics has moved further in the direction of curtailing the powers of supranational 

institutions. From the US to Europe and from India to China, nationalism and identity politics 

are on the rise everywhere. Among “somewhere people”, to use Goodhart’s (2017) cogent 

expression, anger against “anywhere people” and especially rootless international bureaucrats 

has risen dramatically, fuelled by shrewd political entrepreneurs. International civil servants 

were not loved, but at least they were deemed competent. The global financial crisis has 

dented this reputation.   

From this observation, one might conclude that global rules and institutions are simply 

caught in a political storm whose roots are much deeper and much more perplexing than 

anything directly related to the operation and performance of these very rules and institu-

tions. But if politics is changing, broad explanations should not serve as an excuse to not iden-

tify more proximate causes. Five major roadblocks hamper the provision of global govern-

ance. 

A. Geopolitics
The first reason why global governance is in trouble is of a geopolitical nature: the rules and 

institutions established in the mid-twentieth century have been questioned by the accelerat-

ed change in the balance of economic and political power between the ‘West’ and the ‘Rest’. 

Specifically, and importantly, US global leadership is increasingly challenged. 

Scholars of international relations regard the international liberal order put in place at US 
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1990s as the world’s ‘hyperpower’ (to use an expression coined by former French minister 

Hubert Védrine), its relative military, economic and political weight has diminished over 

the last quarter of century, while that of Europe has slid at an even faster pace. Because 

of its scientific, financial and strategic might, the US is still by far the dominant power, 

but in terms of sheer economic weight, influence and – increasingly – control of critical 

resources and technologies, China has emerged as a fast-rising rival (Bergsten, 2018). In 

an unusually harsh speech in October 2018, US Vice-President Pence emphasised that the 

administration was unwilling to tolerate what he described as hostile Chinese behaviour 

(Pence, 2018).     

The key geopolitical question for the future is whether an international order can help 
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basic claim is that the US has been losing out whereas China has gained overwhelmingly from 

trade liberalisation. Although this an undoubtedly biased assessment, it is indisputable that 

technology transfers to emerging countries can cost the advanced countries an accelerated 

erosion of their innovation rent and can result in a net loss for them – a point made by Sam-

uelson (2004) more than ten years ago6. By the same token, one of the reasons for the failure 

of the Doha round has been the perception that developing countries had lost out in the Uru-

guay round because the resulting agreement committed them to open their services markets 

but did not give them enough access to the agricultural markets of the advanced countries. 

Since the mid-1990s, export gains have been very unevenly distributed among developing 

countries and only a handful of them has experienced industrialisation and a rise in man-

ufacturing exports (Baldwin, 2016). Several other developing and emerging countries have 

experienced “premature deindustrialisation” (Rodrik, 2015). In such conditions, sustaining an 

open, non-discriminatory trade regime is politically challenging to say the least.

In the financial field, there has been a major revision of the 1990s consensus on the ben-

efits of opening to capital movements. Whereas the US and a few other advanced countries 

have been net beneficiaries of the global demand for safe assets (Caballero et al, 2008), many 

emerging countries have suffered from destabilising capital inflows followed by sudden stops 

with, as a result, financial crises, IMF programmes, and, ultimately, changes to their financial 

account regimes.

C. Obsolescence of global rules and institutions
Although the previous argument primarily rests on the broad pattern of international trade 

and finance, the adverse effects of external liberalisation can be compounded by inadequate 

governance. As far as trade is concerned, two cases in point are, first, inertia in the categorisa-

tion of countries, especially the fact that emerging countries, including China, still enjoy de-

veloping country status in the WTO; and, second, failures to enforce the adequate protection 

of intellectual property (an issue on which the EU recently joined the US and filed a complaint 

at the WTO against Chinese practices; see European Union, 2018). These grievances, and oth-

ers concerning subsidies or investment, are not new: they were clearly spelled out by policy-

makers from the Obama administration (see for example, Schwab, 2011, and Wu, 2016). The 

underlying concern is that the systemic con
EMC al rul aral 
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ferent from those arising in a simple Mundell-Fleming framework, in which interdependence 

takes place through net inflows and outflows of capital.

Developments in the climate field further illustrate the point. The 1997 Kyoto Protocol was 
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D. The imbalances of global governance
A further reason for popular dissatisfaction with global governance is its unbalanced nature. 

The deeper international integration becomes, the broader the scope of policy its manage-

ment should cover, and the more acute the tension between the technical requirements of 

global interdependence and the domestically-rooted legitimacy of public policies. This is 

most apparent in the field of taxation. International tax optimisation by multinationals has 

become an issue of significant relevance and it is estimated that 40 percent of their profit is 

being artificially shifted to low-tax countries – with major consequences for national budgets 

(Tørsløv et al
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of cooperation. Emerging governance formats are frequently not universal, but regional or 

partial; not treaty-based, but reliant on ad-hoc voluntary cooperation; not institution-sup-

ported, even though existing institutions can provide technical advice; not or only partially 

legally enforceable; less Westphalian than traditional cooperation used to be, as subnational 

and private players take part in them; and even sometimes not public. The keywords are vol-

untary commitment, flexibility and variable geometry. To name just a few fields: 

•	 Deep trade and integration agreements increasingly involve ‘coalitions of the willing’, 

either on a regional basis or according to their specialisation; 

•	 Investment agreements are exclusively bilateral;

•	 The coexistence of national competition authorities whose reach extends beyond borders, 

for example in the case of merger controls, is managed through agreement on shared 

principles, bilateral consultations and a loose coordination network;  

•	 Whereas the IMF was initially conceived as a single financial safety net for the world, and 

functioned as such for several decades, regional financial safety nets have been created 

in Europe, Asia and Latin America. The euro area is on the verge of equipping itself with a 

fully-fledged ‘European Monetary Fund’; 

•	 Almost all countries have taken part in the Paris agreement on climate change, but on the 

basis of freely-chosen commitments rather than common legally binding obligations; 

•	 Banking regulation initiatives launched in the aftermath of the Great Financial Crisis are 

rooted in the 28-member Basel Committee on Banking Supervision. Implementation of 

the corresponding standards is being monitored, but is not mandatory;  

•	 Tax cooperation agreements concluded within the framework of the Base Erosion and 

Profit Shifting (BEPS) initiative launched by the OECD involve subsets of countries and tax 

jurisdictions (such as the Isle of Man or the British Virgin Islands). Membership of BEPS is 

not universal (a number of Latin American, African and Asian countries do not take part) 

and not all members participate in all cooperation agreements.  

Some of these arrangements are treaty-based, such as the regional trade agreements. 

Some are informal, such as the Paris Agreement on climate change mitigation. Some involve 

binding commitments; some are based on mere pledge-and-review mechanisms. Some 

involve states only; some involve, formally or informally, infranational players such as subna-

tional governments and cities. Outcomes are often determined by the balance and interplay 

between national interests, but also by the cross-country interaction between players of 

different nature: scientific communities, NGOs, private corporations and subnational govern-

ments all play their parts alongside sovereign states.  

The analytical and policy question is, can such flexible cooperation succeed? Can coali-

tions or groups effectively address problems of a global character? Can analytical consensus 

be reached and sustained between a series of independent players? How are externalities 
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particular, the challenges they face should be investigated, and whether they address these 

challenges in a coherent way.

Ideas put forward by practitioners or international relation scholars are often sugges-

tive, but fail to convince that such issues are dealt with systematically enough. To take only 

two examples, the “sovereign obligation” concept put forward by Haass (2017) to highlight 

the duties of sovereign states to their neighbours and partners in an interconnected world 

and the “creative coalition” concept proposed by the Oxford Martin Commission for Future 
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considered that there was a need “to ask how diverse polycentric institutions help or hinder 

the innovativeness, learning, adapting, trustworthiness, levels of cooperation of participants, 

and the achievement of more effective, equitable, and sustainable outcomes at multiple scales” 
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3 Policy implications
The outright rejection by President Trump of most of the fundamental principles of multilat-

eralism, his decision to roll out an overly protectionist agenda, his choice to withdraw from 

the Paris agreement on climate change and his openly defiant attitudes towards international 

forums and institutions have triggered a major crisis in international economic relations. 

The rest of the world is witnessing with incredulity the destruction by its main creator of the 

post-second world war international order. 

Even before President Trump took office, however, this order was already crumbling. 

Disappointment and setbacks followed the mid-1990s high point of international coopera-

tion. In trade, investment, finance, the environment and a number of other fields, gridlocks, 
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work, or regional financing arrangements on the margin of the IMF framework. To tilt the 

balance further towards flexibility would soon lead to an entirely different game, where the 

multilateral framework no longer provides the overarching architecture of cooperation.  

For the flexibility strategy to work and deliver results, it is not sufficient to embrace varia-



16 Policy Contribution  |  Issue n˚17  |  October  2018

References
Acemoglu, Daron, Philippe Aghion, Leonardo Bursztyn and David Hemous (2012) ‘The Environment and 

Directed Technical Change’, American Economic Review 102(1):131-66

Alesina, Alberto, Ignazio Angeloni and Federico Etro (2005) ‘International Unions’, American Economic 

Review 95(3): 602-615

Allison, Graham (2017) Destined for War: Can America and China Avoid Thucydide’s Trap? Mariner Books: New York  

Angeloni, Ignazio, and Jean Pisani-Ferry (2012) ‘The G20: Characters in search of an author’, Working 

Paper 2012-04, Bruegel 

Autor, David, David Dorn and Gordon Hanson (2013) ‘The China Syndrome: Local Labor Market Effects 

of Import Competition in the United States’, American Economic Review 103(6): 2121–2168

Baldwin, Richard (2016) The Great Convergence: Information technology and the new globalization, 

Belknap/Harvard University Press

Bery, Suman (2018) ‘The G20 Leaders at ten: putting the genie back in its bottle’, forthcoming, Bruegel

Caballero, Ricardo, Emmanuel Farhi and Pierre-Olivier Gourinchas (2008) ‘An Equilibrium Model of 

“Global Imbalances” and Low Interest Rates’, American Economic Review 98(1): 358-93

De Gregorio, José, Barry Eichengreen, Takatoshi Ito and Charles Wyplosz (2018) ‘IMF reform: The 

unfinished agenda’, Geneva Report on the World Economy, forthcoming

Dornbusch, Rudi, Stanley Fischer and Paul Samuelson (1977) ‘Comparative Advantage, Trade, and 

Payments in a Ricardian Model with a Continuum of Goods’, American Economic Review 67(5): 823-

839

Eminent persons group (2018), ‘Making the global financial system work for all’ (Tharman report), report 

to the G20, October

European Union (2018) ‘Request for consultations: China – Certain measures on the transfer of 

technology’, Memorandum at the WTO, 1 June  

Fernández, Andrés, Michael W Klein, Alessandro Rebucci, Martin Schindler and Martin Uribe (2016) 

‘Capital Control Measures: A New Dataset’, IMF Economic Review 64(3): 548-574

Goodhart, David (2017) The Road to Somewhere, C. Hurst and Co. 

Haass, Richard (2010) ‘The case for messy multilateralism’, Financial Times, 5 January

Haass, Richard (2017) ‘World order 2.0: The case for sovereign obligations’, Foreign Affairs, January-

February

Hale, Thomas, David Held and Kevin Young (2013) Gridlock: Why global cooperation is failing when we 

need it most, Polity Press

Ikenberry, John (2015) ‘The Future of Liberal World Order’, Japanese Journal of Political Science 16(3): 

450-455

Ikenberry, John (2018) ‘The end of liberal international order?’, International Affairs 94(1): 7-23

Jin, Xin (2018) ‘Why does China Advocate the Belts and Road?’, China Today 24(10)

Laïdi, Zaki (2018) ‘Comment la multipolarité déconstruit le multilatéralisme’, mimeo

Olson, Mancur (1965) The Logic of Collective Action: Public goods and the theory of groups, Harvard 

University Press 

Ostrom, Elinor (2005) Understanding Institutional Diversity, Princeton University Press

Ostrom, Elinor (2009) ‘Beyond markets and states: polycentric governance of complex economic systems’, 

Nobel Prize lecture, 8 December



17 Policy Contribution  |  Issue n˚17  |  October  2018

Oxford Martin Commission (2013) Now for the Long Term, Report of the Oxford Martin Commission for 

Future Generations, Oxford Martin School

Pence, Michael (2018) ‘Remarks on the Administration’s Policy Toward China’, speech at the Hudson 

Institute, 4 October

Pew Research (2017) Globally, People Point to ISIS and Climate Change as Leading Security Threats, Pew 

Research Center, August

Rey, Hélène (2017) ‘The Global Financial System, the Real Rate of Interest and a Long History of Boom-

Bust Cycles’, Andrew Crockett Memorial Lecture, BIS

Rodrik, Dani (1997) Has Globalization Gone Too Far, Peterson Institute for International Economics

Rodrik, Dani (2015) ‘Premature deindustrialisation’, Journal of Economic Growth 21: 1-33

Rudd, Kevin (2018), ‘The United States and China - The avoidable war’, Address to the US Naval Academy, 

Asia Society Policy Institute, 10 October. 

Samuelson, Paul (2004) ‘Where Ricardo and Mill Rebut and Confirm Arguments of Mainstream 

Economists Supporting Globalization’, Journal of Economic Perspectives 18(3): 135–146

Sandler, Todd (2004) Global Collective Action, Cambridge University Press

Schwab, Susan (2011) ‘After Doha: Why the Negotiations Are Doomed and What We Should Do About It’, 

Foreign Affairs 90(3): 104-117

Tagliapietra, Simone (2018) ‘The euro-mediterranean energy relationship: A fresh perspective’, Policy 

Brief 4/2018, Bruegel 

Tørsløv, Thomas, Ludvig Wier and Gabriel Zucman (2018) ‘The Missing Profits of Nations’, mimeo, 5 June

Truman, Edwin (2018) ‘IMF Quota and Governance Reform Once Again’, PIIE Policy Brief 18-9, Peterson 

Institute for International Economics

US Government (2018) ‘Draft framework on balancing the trade relationship between the United States of 

America and the People’s Republic of China’, mimeo

US Trade Representative, Office of the (2018) Findings of the investigation into China’s acts, policies, and 

practices related to technology transfer, intellectual property, and innovation under section 301 of the 

Trade Act of 1974, 22 March

Wolf, Martin (2018) ‘How the Beijing elite sees the world’, Financial Times, 1 May

Wu, Mark (2016) ‘The “China, Inc.” Challenge to Global Trade Governance’, Harvard International Law 

Journal 57(2): 261–324


