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Is the World Becoming Less Democratic? What Can the EU Do
About It?

Steven Blockmans (incooperation with Daniel Gros)
Center for European Policy Studies

The center of gravity of the global economy is shifting. This shift in the economic center of gravity
has, of course,a myriad of politicalimplications. One key issueis itsimpact on the spread of
democracy and humanrights. The economic trend is of such an overwhelming importance that the
entire national security strategy of the United States is built on the question of how to manage it. This
contribution asks what the political consequences are for the European Union (EU) and how EU
foreign policy should respond to this major global trend.

GLOBAL TREND TOWARDS ALESS DEMOCRATIC ECONOMY

The starting pointis that the center of gravity of the global economy is shifting towards
countries/regions which do not share the fundamental values of democracy and humanrights
(including the rule of law). And this seems to be happening atan accelerating pace. The countries
whichnow contribute most to global growth are the less democratic ones. China constitutes the
largest single example of this trend, but it is not an isolated case. The ‘old’ democratic West (EU,US
and Japanand therest of the OECD)is stillimportant, but its weight is declining and it contributes
little to growth. By contrast, many of the emerging economic, whichare growing onaverage much
faster, have only limited democratic credentials (the biggest exemption being India).

CEPS has measured this trend quantitatively ina report prepared for BEPA (European Commission,
forthcoming). Looking forward, it finds that, by 2030, the center of gravity of the global economy will
have shifted to countries thatare no longer judged tobe free. Also, the world will have become more
‘brittle’in political terms since smooth transitions from totally unfree systems to partial freedom seem
more difficult thana smooth transition from an intermediate value of partial to full freedom.

Democracy and humanrights require not only formal procedures, but also a culture of the rule of the
law. A similar approachhasbeenused to document that the center of gravity of the global economy is
shifting away from countries which adhere to the rule of law.

This situation will put the EU’s constitutional aim of spreading democracy ina quandary since it is
much easier toinsist on partialimprovements where atleast a certain degree of freedom existsas
compared to totally unfree societies where even the slightest concession on humanrightsis
unacceptable because it would open a chink in the armour of the existing regime.

THE DECLINE OF LIBERAL DEMOCRACY'S MAGNETIC POWER

Tothe economic decline one has to add something less tangible, namely a decline in the power of
attraction. For the EU, the worrying aspectis that the cause of liberal democracy is not merely riding
the strongest economyj; itisalsoin intellectual retreat. Semi-free countries, uncertain which direction
to take,seem less convinced that the liberal pathis the way of the future. But perhaps the biggest




reason why democracy’s magnetic power has waned s the rise of China, and the belief of its would -be
imitators that they too cancreate adynamic economy without easing their grip on political power. In
the political rhetoric of many authoritarian governments, fascination with copying China's trick can
clearly be discerned. Conversely, the stunted economic growth of India, the world's lar gest
democracy,is often blamed on the slow pace of decision-making. From the viewpoint of many poor
countries, especially in Africa, co-operating with China—both economically and politically—has
advantages: not least the fact that China refrains from delivering lectures on political and human
freedom. The global economic downturn,and China’s ability to largely survive it, has clearly added to
that country’s appeal. The power of China (and a consequent lessening of official concern over human
rights)is palpable in Central Asia. The availability of cheap capital has of made it easier for
undemocratic regimesinvery poor countries toignore the pleading for more democracy that came
with development aid. This is another way in which the shifting economic weights makeit more
difficult to spread democracy. (Therise of China in the IMF and the World Bank represents another
facet of this trend.)

CONSEQUENCES FOR EU FOREIGN POLICY-MAKING

The shift in the global economic power balance and the demise of the concept of liberal democracy
impinge directly ona core element of the EU’s foreign policy, whichis to foster the spread of its values
of democracy and the rule of law as widely as possible. Article 21(1) TEU even formulates this EU
external mission statement asalegal obligation.

Fostering this foreign policy objective, the EU has traditionally relied ona combination ofits
economic weight (as alarge market and a source of capital) and its soft power, i.e. the power of
attraction ofits value-based integration model. But over the next decades the economic weight of the
EU will be declining and its normative power seems to decline as well (partially as a result of its
shrinking economy). The euro crisis has of course exacerbated this trend asit has created the
impression among third countries of a divided European Union unable to solve its own problems; a
continent where a certainretreat inliberal democracy canalso be observed (e.g. constitutional reform
in Hungary; and arising influence of EU executive bodies dictating terms on democratically elected
governments in Member Statesin order to counter the sovereign debt crisis).

By 2030 the euro crisis should only be a memory, but the speed at which it will be overcome and the
‘collateral’damage it might leave behind are today difficult to evaluate. The changing economic weight
reinforces the argument thatitisin the EU's own interest not toupset the less democratic but
increasingly economically powerful partners on which it depends to boost domestic growth through
trade.

With a waning influence in bilateral relations with strategic partners like China, the EUwill have to
resort to other means to meet its constitutional obligation and stay true to its missionary principle of
(re-)democratising third countries.

Given thatdemocracyis unlikely to advance, these days and in the foreseeable future, through the
economic preponderance of the EU, its best hope lies in winning a genuinely open debate. In other
words, wavering countries,and skeptical societies, must be convinced that political freedom works
best.




However, even where all the right conditions are in place,democracy will not prevail unless its
proponents show success at governing. No constitution can, in itself, guarantee good governance. The
success of any political system ultimately depends on whether it can provide basic things like security,
wealth and justice. And in countries where experiments indemocracy are in full swing, daily realityis
more complex than either zealous democracy-promoters or authoritarian sceptics will allow.

While globalisation s thriving, its consequences remain contradictory and controversial. Althoughit
is an effective processin generating economicgrowth, it canalsolead to an excessive concentration of
wealth and, in some sectors, increasing inequalities within and between countries. A major
explanation for suchimbalancesliesinregulation deficiencies in economic, financial, commercialand
environmental fields, due to unaccountable,undemocratic, inequitable and ineffective global
governance.

The way to make global governance more legitimate is to give a strong role to democratic politics and
priority to public interest over private/corporate interests in global governance. Arguably, the EU
should formulate proposals towards achieving a more accountable, transparent, participatory global
governance system, together with aninstitutional architecture for regulating globalisation that
combines economic efficiency and social equity. The EU should put emphasis on multi-level
governance, underlining the relevance of regional governance asalink betweenlocal and global levels.

The key problem hindering effective EUactionabroadis the continuing refusal of member countries
to agree to an effective coordination and bundling of the remaining foreign policy instruments
(ranging from official development assistanceto the absence of a unified euro area representationin
the international financial institutions). The EU can fulfil its institutional mandate in an increasingly
undemocratic world only if member states allow it to do so.

CONCLUDING REMARKS

The relationship between democracy and growth has been extensively studied empirically. Until
recently the broad conclusion had been that there is no systematic link. But it also remains the case
that almostall of the high income countries are democratic. Our projections imply that by 2030 China
will have a very important weight in the global economy. It it has not become democratic by thenit
will become very difficult for the EU to continue its mission to spread democracy by economic means.
The keyunderlying questionis of course whether China and the non-democratic emerging economies
can continue to grow without becoming democratic.




Europe and the Future of Global Governance

Ulrike Guérot
European Council on Foreign Relations

EUROPEISITS OWN BIGGEST RISK: FROM GLOBAL ACTORTO
GLOBAL CONCERN

Europe,inrecent years,lostits flagship position through the Euro-crisis and became a problemrather
thananasset for the global governancesystem:it dragged on the international systemto fix the Euro-
crisisand at the same time it became an element of uncertainty.

The impact of Europeon global governance willthus depend on whether or not the Eurozone
overcomes its current crisis and comesout of it strengthened both in economicand in political terms,
that meaning being moreunited.

Any other scenario of European fragmentation, Euro-implosion, re-nationalization, or even a lasting
two-tier Europe will probably not be able to have any meaningful influence on the system of global
governance, be thisin global regulatory issues, or in questions of global orderand wealth distribution
(energy resources, climate protection....);let alone thata scattered Europe would not be able tobe a
responsible globalactorwith strategic outreachin order to defend its values and/ or interests (see Libya,
Mali, Syria).

Europe can only have a meaningful impact on the global systemifit brings together its economic weight,
especially Germany’s, together with European values and principles such as goodgovernance, rule of
law,humanrights and the market economy as a politicalsounding board. Avoiding European breakup,
improving integration, stabilizing the Eurozone and enhancing the European Security and Defense
Policy are thus key and this in crucialtimes, where populism, social unrest,and dismantlementof
integrationareserious risksand confidencein the EUis rapidly decreasing. The forthcoming European
parliamentary elections will be a litmus testin thisrespect.

EUROPE NEEDSTO COMPLETEITS INTEGRATION, ESPECIALLY OF
THE EUROZONE

A deep pushin Europeanintegration,leading firstand foremost to the completion of banking union,
preferably with some sortof common depositscheme, should be the main near-term goal for European/
Eurozone integration. Thisis difficult enough in the time-window between 2014 and 2016 after the
parliamentary elections in May and with anew EU Commissionin place.

The EUisin a catch-22,as moving towards deeper fiscalintegration thatmay require treaty changes
(especially in the legal optic of Germany), which, on the other hand, is politically not on the cards.
Germany will likely try to developan ‘amendment culture,’ tying to go for chirurgical fixes of the




European constitutional frameworkin order to allow deeper integration, especially of the Eurozone,
without putting the institutional system at political risks.

The new code word for a pragmaticEurozone fixin the German discussion is ‘transnational’: a network
structureof ‘crossed legitimacy’ between the European and national parliaments— or national
supervision bodies in the case of banking union, rather than targeting the method of more supranational
integration and competence transferto Brussels. It isimportantto note that this is a default-strategy,
whichis meant to avoid a two-tier Europe between the current eighteen members of the Eurozone and
the EU of twenty-eight. Rather,itis aninclusive approach overtime.

The Eurozone also needs a new basis for legitimacy with a quitedifferent parliamentarian set-up;a
bigger role for national parliaments (not only the Bundestag) through “crossed legitimacy” between
national parliamentsand the EP; a clearer distinction between the executive and the legislative branches
in the euro-governance system; and a rebooted European Stability Mechanism which will take over
parts of the management of the fiscal capacity and the coordination, if not integration of new policy
areas,suchas taxation, social policies or employment policies. The Franco-German paper of May 30th
including its proposal of a permanent president of the Eurozone, which over time could developinto a
Europeantreasury, may be considered as a blueprint in this respect.

EUROPE AND THE ‘WEST’

Arebooted Eurozone is the condition to move on with issues such as financial market regulationand a
trade agendaina transatlanticsetting. This meansthat transatlantic relations in the future willbe more
business driven andless security (NATO-) driven. The institutional framework of TTIPreached at the
end of the ongoing negotiationsmay eventually even replace NATO as main institutional transatlantic
channel. TTIP may also driveinnovation through a transatlantic digital agenda. Obviously, TTIPis a
strategy for ‘Western’retrenchment in order tosecurethe tradeinterestsof the West against other
emerging global players. The impact of TTIP on preferential treatment regimenswith third countries is
stillunclear, but, in terms of global governance, the underlying, though not admitted idea of TTIPis to
reboot the ‘West’and to get steering capacity of the internationalregulatory and trade system, and to not
leave thisrole to China.

TTIPis thus importantto watch:it will determine the main poles of globalgovernance and the G-2, G-3
competitionsettings between the US, China and Europe. With TTIP, the US placesitselfin the middle
of Pacific traderelations, NAFTAand transatlantictradeagendas. TTIPis key for determining future
shareholder positions of both the United States and China in the system of global governance.

EUROPE AND GLOBAL META-TRENDS

Itis not only the Europeanrole in global governance, whichis unclear;it is the development of global
governance as such,as Dani Rodrik describes. The globalgovernance system suffers fromanon-solved
triangle of tensions between liberal trade (and its consequencesfor the ‘left behinds’), democracy,and
sovereignty.Inaddition, the global governance systemis clearly in erosion (WTO,ILO,NATO...);buta
new transnational systemable to manage the question of global wealth distribution hasn’t emerged
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yet—and the question of aninternational supreme body with sanctioning power remains unclear since
the United States is withdrawing from its position as a global hegemon. The implementation power of
international law has also become shaky (e.g. onnuclear proliferation, TNPT, see Iran). History is back
and power tops law once again, whereas the main asset of Europe/the EU s its rule-based system. This is
why Europe/the EU may have problems becoming animportant actor shaping the future of global
governance, although thatis what many in the world expect it to do.

The erosion of the world order of the twentieth century comes along with a couple of globalmeta-
trends, for which the international system seemstoo staticin its current governance structures to ad apt
to: rural/urban divide /mega-towns and urbanization; demography/aging; competition for energy and
water resources; new non-stateactors in the system of globalgovernance (NGO’s, but also piratesand
private companies that operate ona global scale in ‘state-less’ territories, e.g.land-grabbing);
‘Singaporization’| off-shore Islands in the international financial system operating beyond state control;
regionalization/ populism/ religious fundamentalism; Mercantilization of foreign policy; shiftfrom geo-
strategy to geo-economy; transnationaland network-basedstructures; a fragile global value chain (no
storage);smart grids; and cyber[spying.

How Europe will cope with these meta-tendsremains to be seen. Ina way, the aim for a ‘single’
Europeanapproachrepresentsa monolithic approach to diffused structures. The European Unitarian
momentum—basedon ‘one voice’ideas to shape the European institutional system—is certainly
necessary toincrease Europe’s capacityto act; but on the other hand, it somehow standsagainst the new
fluidity of the global governance system with its diffuse threats. So, it remainsto be seen whether the
European competence and experience in consensualand transnational policy making, its legalbased
approachandits knowledge in pooling sovereignty willturn out to be anasset or a handicap to the global
governance system of the twenty-first century. For the moment, European weakness cannotbe denied
and Europe is notliving up toits potential.
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Global Governance after the European Crisis

Susan Schadler
Center for International Governance Innovation

The crises that began with Greece and spread throughlIreland and the southern periphery of Europe
were path breakers. They occurred in countriesembedded in a major currency area, they dispelled the
notion that debt crises are the provenance of emerging marketcountries,and demonstratedthat
economic weakness remainsremarkably imperviousto globalbail-out assistance. While many factors
have contributed to the prolongation of the crisis, the interplay of rigiditiesin governance within the
euroareaand the strong political influence of Europe in the main global crisismanagement institution—
the IMF—was one of the most important.

Europe, the global economy, and its supporting institutions have hobbled through the challenges
thrownup by these crises. Butithas beena costly process in terms of growth and employmentlost. The
mistakes donot have tobe repeated. Theseare early days for choosing the key weaknesses in the
governance frameworks thatneed attention, but the process must begin withissues that arenow
obvious. From a European perspective, two types of changes must be undertaken: the first concern is
Europe’s internal governanceand the second concerns Europe’s contribution to ensuring thatglobal
governance does not stymie effective crisismanagement againin the future. As the former are widely
discussed, the emphasis in this note will be on the latter.

THE EURO AREA DEBT CRISIS—ESSENTIAL FACTS

The basic contoursof crisis management in the euro Areawere set during the crisisin Greece. Initially,
the intention of Europeanleaders was to handle and finance the crisisinternally. Afterthe size of the
problem—both the adjustment and the financing required—became clear, the EU then turned to the
IMF. This invitation camelate. A large amortization payment due six weeks after the crisis began
brought the threat of a disorderly defaultto the doorstep. European demands put to the IMF were stark
and difficult toreconcile: Greecemuststay in the euro area and there wouldbe no debt restructuring,
which, it was thought, would deprive Greek banksof funding channels and stirup intensely feared
contagion to other weak euro area countries; and that the IMF would negotiate, monitor, and contribute
one third of the financing of the adjustment programin a joint relationship with the Commission and
the European Central Bank—*the Troika.”

Tobe part of thisarrangement, the IMFhad to change its own set of rules for exceptionally largeloans.
The IMF determined that even with the unusually strong fiscal and structural adjustmentpolicies, a
rigorous forward-looking analysis raised significant doubts about whether publicdebt wouldbe
sustainable withouta restructuring. In other words, IMF funding would not be a bridge to alevel of debt
that could be financed and repaid, it would only extend the period of uncertainty about how debt would
belowered to manageablelevels. As one of the criteriathat alarge borrower must meetis thatitisona
track to debt sustainability, the IMF had to introduce a waiver (the “systemic risk waiver”) to approve the
loan. After along period of denial about the sustainability of Greek debt, Europe agreed toa
restructuring of Greece’s privately held debttwo yearslater.
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Greece paved the way for handling other debt crises in Europe. Though the facts surrounding the crises
in Ireland and Portugal differed, the basic parametersfor handling the crises weresimilar: each country
should stay in the euro area, restructuring would not (initially) be countenanced, the IMF participatedin
the Troika,and lending proceededon the back of the systemicrisk waiver, withouta high probability of
debt sustainability. Though no other country has yet restructured its debt, each crisis has entailed
significant periods of falling outputand employment.

HOW CAN EUROPE CONTRIBUTE TO BETTER GLOBAL CRISIS
MANAGEMENT—FIVE EARLY ISSUESFOR ACTION

Europe retains a huge influence—both in terms of the cumulative quotaof countries and its role in
management—over decisions on IMF governance. As such, a significant share of the responsibility for
applying the lessonslearned fromthe crisis to prevent these precedents from feeding mistakes againin
future crises. Five immediate issues are critical.

First, Europe needs to support efforts to reinstall arms-length protection for the IMF from pressures
that prevent open consideration of all options for fixinga problem early and at its source. Again focusing
on Greece, two fundamental problems were at the root of the crisis—unusually high and rising public
debt and weak competitiveness. The Troika-backed programaimed to address theseissuesthrough
severe fiscal retrenchmentand structuralreforms. Butthis strategy was not realisticin light of the depth
of the problems and the lags in responses to, especially structural, policy. In turn, the optimism
embedded inthe initial 3-5year forecasts(for example of GDP,employment, and exports) contributed
toan unrealistic picture of the costsof the strategy. Ultimately, after private holdings of debt had fallen
substantially, debt had to be restructured, while the slow pace and response to structuralreformsmeant
that the real sector strategy had to shift from a structuralreform-lead to a recession-lead improvementin
competitiveness.

Admittedly, the constraints posedby membership ina currency union were formidable. But almost
every crisis has its own set of constraintsthat seemimmutable at the outset. The criticalrole for the IMF
as an outsider with enormous experience in handling crises is to forcea reality check on the parties closer
to the crisis. Reconsidering the managementand decision-making structure of the IMFsoas to
strengthen the arm’s length distance from the intense political pressures thatinevitably surround a crisis
is critical.

Second, the IMFneeds to provide more thorough analyses of spillover effects. The fear of contagion
arisesinall crises and mostintensely in regional partner countries. They are well-based because all
serious 21-century criseshave spillovereffects. A critical error in handling the euro area crisis was
succumbing uncritically to the view that financing a program withouta high degree of credibility would
minimize spillover effects. For example, the program for Greece approved in May 2010 did not satisfy
the international market’s desireto see a clearendgameto Greece’s large debtand competitiveness
problems. Without providing such clarity, the strategy of lending to Greece without a high probability of
sustainability actually exacerbated negative contagion to other weak periphery countries.




The bestapproach to choosing the spillovers with the lowest costs is to have the IMFundertakea
rigorous and transparentanalysisof likely spilloversfrom alternative strategies for crisis resolution. Of
course, these would involve many judgment calls onlikely responses to different coursesof action. For
example for Greece, spilloveranalyses of the actual strategy chosen, a restructuring strategy, a
temporary exit from the euro strategy, tonamea few alternatives, should have been carried out and
made public. Unless the IMFis able to get all strategic optionson the table with a clearanalysis backing
each, it will not perform the essential function of an objective participant in program negotiations.

Third, the IMFmust be protected by a sensible framework for lending into crises. TheIMF changed the
framework governing exceptionally large loansin order to actin Greece, Ireland and Portugal. The
framework consisted of four criteria thata country must meetto receive exceptional access: the country
must have a balance of payments need;a high probability of debt sustainability in the medium term;
good prospects for regaining marketaccess; and a program of policies that islikely to be successful. To
approve the Greek loan, the option of a permanent waiver was introduced into the second
requirement—thatrelatedto debt sustainability—when there are risks of international systemic
spillover effects. The use of the waiver effectively undermines the avowed role of the IMF—tolend as a
bridge to market access. Without sustainability, marketaccess is unthinkable.

The waiver should be eliminated. It was establishedin the heat of the moment of animpending Greek
default. This critical and permanent change in IMF policy was not discussed by the Fund’s Executive
Board, but merely made partof the approval of the Greek program. It makeslittle sense. Sustainability is
always basic to the objectives of an IMF lending arrangement and no more so than for a country
important enough to have internationalspillover effects. Moreover, that the IMF continues to invoke the
systemic risk waiver three years after the start of the crisisfor Greece, Ireland and Portugal, speaks to the
license the waiver gives for delaying crisis resolution.

That said, it isimportant for the IMF to have some flexibility or discretioninits initial responseto severe
crises. For Greece for example, itis arguable thata defaultinmid-May 2010 (whichwas the likely
outcome of the absence of IMF participation) would have been unduly costly. When suchimmediate,
short-termexigencies arise, it isimportant that large, short-duration finance can be provided as sound
policies that genuinely leada crisis country back to sustainability are consideredand putin place.In
other words, in circumstanceswhen a time-constraint prevents fast enough agreement ona program
(likely toinclude a restructuring) that credibly leads to debt sustainability, a formal source of emergency
short-term finance (froma special dedicated facility within the IMF or from another institution such as
the BIS) is necessary. The IMF would then be enabled to play its proper role of objective outsider in
lending supporttoacredible program.

Fourth, debt restructuring arrangements arestill precarious and need formalization. That the Greek
restructuring of privately held debtin early 2012 worked so well was fortunate. The decision on the
parameters of the restructuring was reached in October 2011; a negotiating group lead by the Institute
for International Finance (IIF)was formed, and a deal was reached in February, 2012. Though the fate of
the negotiations was a clifthanger, alarge write down with a smallnumber of holdoutswas achieved.
Creditor coordination problems were mostly successfully overcome. But the circumstances were
special. Most debt was issued under domestic law, and retrofitted collective action clauses (CACs) were
putin place to secure adequate participation. Hold-outsin the foreign law debt were eventually paid off.




These special features of the Greek dealleave doubts about future restructurings. Problems, well-
rehearsed during the 2001-02 debate over the Sovereign Debt Restructuring Mechanism, remain potent
obstacles to smooth restructuring as the lingering problems with Argentina’s creditorsshow. CACs,
which are now commoninbond contracts, continue to be too narrow to ensure timely participation of
all creditors. And while the IIF did a commendable job in negotiating the Greekrestructuring, itis an
organization of bankers without formal channelsof representation by hedge fundsand other non-bank
bond holders.Ifa full bankruptcy-type body is not favored,a newlook at CACs at least is needed.

Finally, the IMF’s relationship with regional partners in debt crises needed clearer boundaries. The
Troika arrangement has been a novel test. Cooperation between the IMF and regional groups has
frequently occurred, but joint responsibility for negotiating, monitoring and financing an adjustment
and reform program had not, until the European crises. And,thoughthelogicofthejoint effortis clear
when the crisis country isa member of a currency union, it has presented problems. Apartfromobvious
differencesininstitutional perspectivesand responsibilities of the European and IMF teams, there has
persistently beenatleastthe appearance of a more direct channel for politicalinfluence. As for the
future, though crises of the severity of Europe’s areunlikely in other currency unions including multiple
IMF members, the Troikawill set an example thatcould wellbe viewed with interestin future crisesin
other regions.

The IMF needs a clear set of principles to guide any future cooperation with regional groups during crisis
resolution. These need to partition responsibilities, reinforce the senior creditor position of the IMF
(perhaps even formally), and fortify the constraints on the IMF’s discretion inlending into crises.
Action on these five issues s critical to avoiding the mistakes that have led to prolonged crises in Europe.
Though the list of issues for action will surely expand as the European criseseventually areresolved and
studied further,a minimum/istis clear:

* The management and decision-making structure of the IMF needs to be reexamined to foster
distance from direct political pressures.

* Prior toapproval of anylending arrangement, the IMF shouldbe required to carry out and
release to the public rigorous analyses of international spillover effectsfrom different strategies
for addressing the crisis.

* The option for waiving the requirement of debt sustainability in exceptionally large lending
arrangementsshould be revoked. Thevery high costs of leaving markets to guess how debt
sustainability will be restored are an unacceptable drag on the resolution of a crisis.

* Formalarrangements—whether through enhanced CACs or a bankruptcy-style process—for
debt standstillsand restructuringareneeded.

* Procedures for cooperation between the MF and regional institutions in debt crises should be
codified with anaim of separating the two enough to ensureinstitutional integrity.
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The Trans-Pacific Partnership and the Transatlantic Trade and
Investment Partnership: “For” a More Prosperous Future, or “Against”
a More Prosperous China?

Andrea Renda
Center for European Policy Studies

These are very interesting times for international trade talks. The US government has signaledits
intention to completeby the end of 2013 the Trans-Pacific Partnership (TPP), which currently involves
the United States, Australia, Brunei, Canada, Chile, Malaysia, Mexico, New Zealand, Peru, Singapore,
Vietnam,and —asalatest addition - Japan. At the same time, the firstmeeting of the evenlarger
Transatlantic Trade and Investment Partnership (TTIP) between the US and the European Union was
held on July 8-12 this year, paving the way for what is expected to becomethe largest Free Trade
Agreement ever, covering nearly half of the world’s GDP, almost 30 percent of world merchandise trade
(including intra-EU trade, but excluding services trade),and 20 percentof global foreign direct
investment with exchanges of goods and services worth around€723 billiona year and €1.8 billiona
day. TTIP,according to a recentstudy by the Bertelsmann Foundation, will create a million new jobs in
the US and a per capita GDPincrease of 13.4 percent, whereas in the UK the deal would resultin
400,000 more jobs and a corresponding per capitaGDPrise of 9.7 percent; Germany is expected to
experience anincrease in per-capita GDPby 3.3 percent overalland create an additional two million

jobs.

TPPand TTIPare,no doubt, potential game changers: afteryears of stalematein multilateral trade
negotiations and anagonizing Doharound, the landscape of trade talks is today extremely fragmented
with close to 300 regional tradeagreements in place and an extraordinary degree of complexity.
Importantly, the scopeof RT Asin forcediffers widely,and in some instances (e.g. public procurement)
goes way beyond the reach of WTO, opening up big chunks of world trade that the WTO cannot fully
govern. Navigating through this thicket has becomeheroicand unnecessarily costly:if successfully
completed, TPPand TTIPwill become templates for additional tradetalks, and the whole WTOwould
be able torely on amuchmore streamlined status quo, which in turn would facilitate agreements on
global rules. Accordingly, key playerssuch as EU Trade Commissioner Karel De Guchthave declared
that TTIP could be a great opportunity to reinforcethe World Trade Organization (WTO):the WTO’s
9th ministerial conferencein Baliin December 2013 will demonstrate whether this view is shared by
many other players at the table.

However, there are several question marks concerning the possibility for TPPand TTIP torepresent
transitional steps towardsan opening up of global trade. Some of these questionsare related to the
content of the agreements; other are related to the purposeand membership of the agreements; some
relate to the timing; and finally,some arelinkedto the political supportthat the agreementsare likely to
have at nationallevel, and especially in the US and the EU. More in detail:
* Asregardsthe content of the agreements, several challenges lie ahead, in particular for what
concerns Intellectual Property Rights, telecomand financial services, rules on state -owned
enterprises, and public procurementin the TPP; and all these areas plus, mostnotably,
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regulatory convergencein the TTIP (more specifically, how to reconcile Europe’s precautionary
principle with the more risk-friendly approach to safety adopted in the US).In the TPP,
problems are emerging due to the enlargement of the agreement to Canada, Mexico and lately
Japan; as well as due to the reported attempt by the US toimpose conducts and standardsthat
Asian participants would not be ready to support.In the TTIP, the first meeting on 8-12 July
2013 already marked the de facto exclusion of financial services from the pact; the difficulty
(alsoin procedural terms) of involving regulatory agencies ina dialogue onregulatory
cooperation; and the unwillingness of both parties to talkabout data protection in the aftermath
of the “datagate” scandal. All this seems to castratherdark shadowson the possibility for the
negotiating parties to strike a sufficiently ambitious agreement, i.e. one that really acts asa game
changer in the landscape of international trade.

For what concerns the purpose and membership of the agreements, it isimpossible to ignore
that both FT As donotinclude China, a colossally important trade partner and a maverick that
erodes, ona daily basis, the GDP share of the US and the EU. The most malicious
interpretations of TPP and TTIP contemplate the possibility thatboth pacts areto be considered
as pacts “against” China, rather than “for”amore prosperousfuture. The overallideawould be
that setting clear rules on state-owned enterprises, government subsidies and technical
(including environmental) standardsin a way that excludes or harms Chinese products can
become the only way for the US and EU to preserve their dominance inglobaltradein the
medium term: paradoxically, from this standpoint the two pacts would become a “protectionist”
attempt, window-dressed as free-trade would certainly not the best way to trigger arevival of
international trade talks within the WT O; rather, it would lead to a large-scale edition of the
infamous trade waragainst Chinesesolar panels, which already raiseda hecticdebate in the
EU—with Merkel taking sideswith China, rather than the European Commission.

Asregards the timing of the agreements, both have important challenges to face. First, the TPP
should be completedby year-end according to the US government; however, too many issues
are still outstanding after 19 rounds, and important countries (notably, Japan) havejustjoined
the table, whichislikely to create further complications. The issue with the TTIPis even more
evident: the stated objective of completing negotiations by the end of 2014 is clearly unrealistic,
despite optimism shown by both sides and in particular by US chief negotiator Mike Froman.
Onereasonisrelated to the extreme complexity of some of the chapters to be negotiated, from
cybersecurity and dataprotection to regulatory cooperation; anotheris that 2014 will see
turmoil in Brussels with the new electionsfor the European Parliament and a slowdown of
regulatory activity due to the end of the Commission’s mandate; and finally, as explained more
in-depth below, negotiations might be slowed down by uncertainty on the likely reaction of the
US congress, the European Parliament and national governments in EU Member States to the
text of the Treaty.

For what concerns the political support to the agreements in the parties’internal political debate,
there are substantial problems to be considered—especially in the United States, where Obama
has not obtained so-called “fast track” powers, i.e. Trade Promotion Authority (TPA). As such,
heis granted very limited discretion and autonomy in negotiating terms,and isrelegated toa
position of facilitator of an agreement that will have to be signed and ratified by the US
Congress. Currently, workon TPA legislationin Congress appears to be still at a very early
stage, Congressmen have already been complaining aboutthe limited information they have
received onthe TPP,and experts onboth sides tend to agreethat the best way to proceed would
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be to try to discuss TPA after the current agreementshave been signed. This, in turn, means that
the US delegation, brokeninto 24 working groups, mightend up endorsinganagreement that
willbe later revised and mayberejected, or partly overturned, by Congress—this is likely given
that Congress seems eagertoreject everything that Obamaproposes. At the otherside of the
table, the European Commission seems to facesimilar problems, with some Member States
expected to veto the abolition of non-tariff barriers in some key sectors, such as agriculture; and
other Member Statesready to stand against protectionistmoves. Thisunpredictability once
againshows the weaknessof trade talks between regional blocs: some experts have thus asked
whether the TTIPisa pact between 2 or 78 different partners.

Asaresult, the road towards completion of both TPP and—even more—TTIP appearstortuous at best.
If the agreements even get to the signature, approval, and implementation stages, the consequences for
the WT O system would be significant: rather than strengthening the WTO, the exclusion of China from
both pacts will undermine the viability of the multilateral trade talks,and will thenlead toless incentives
to try to conclude the Doha round:after all, the US government already appears not to have enough
resources to fully negotiate TPP and TTIP at the same time—this, in turn, meansthat nothing will be left
for the Doha round. The ball will then pass the Chinese government, which will have to choose whether
toadapt to the terms established by the pacts and upgrade and revise its standards and products to be
able to compete in the largest world markets; change strategy and focus on Africa and Latina America
and some South-East Asian countries as key commercial partners, knowing that they willbe increasingly
tempted by the Transatlanticgiant; or to focus more onits internal market, which wouldrequire a
massive change in the strategy adoptedso far by the Chinese government. Allinall, Beijingknows that
the pacts are unlikely to be signed and approvedin due time: but certainly TPPand TTIP, if successful,
would make the stakes higher and lifeharder for China and other emerging economies in the context of
global trade. Not the best starting point for a future of multilateral, cooperative trade talks.
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The “New Wave of Regionalism”: Some Thoughts on Brazil's agenda

LiaValls Pereira
Getulio VargasFoundation

INTRODUCTION

The number of free tradeagreements,increased from 25 in the 1958-1990 period to 88 between 1991
and 2000, and reached 158 between 2001 and 2012. The proliferation of these agreementsis seenasa
“new wave of regionalism”according to various authors. The reasons arevariedand include: the impasse
of the Doha Round, the importance of global production chains , the difficulty of reconciling the
Chinese and United States views on the regulatory framework of world trade ,and domestic constraints.

InBrazil, the issue of “new wave of trade agreements,” and especially the recent initiatives such as the
Trans Pacific Association Agreement (TPP), the Transatlantic Agreement, and the Pacific Alliance,
combined with the weakness of Mercosuras a customs union, led to a resurgence of discussions about
the Brazilian tradeagreement agendaat the beginning of 2013 [1][2]. Inaddition to the possible loss of
market access, the country was “isolating” itself from global production chains .

Iarguein this paper that the question of supply chains should be analyzed separately from the reasons
behind the trade agreements. Thereis a similarity to the discussions of the late 1980s- early 1990s on the
harmonization of domesticrules for the consolidation of the global processes of production and finance.
From this perspective, the current debateretainssome of the features of the discussions about what
happened to the relationship between multilateralism and regionalism during the Uruguay Round
(1986/1994) [3]. Inaddition, I offer some thoughts on the Brazilianagendaof trade agreements.

THE FAILURE OF MULTILATERALISM: THE CONSENSUS ON
UNIVERSAL RULES FORDOMESTIC POLICIES~?

Atthe beginning of the 1990s, R.Z. Lawrence argued thatglobalization, understoodto mean the
growing internationalization of production and financialflows, requiresthe harmonization of domestic
policies. The transaction costsimposed by differentregulatory systems impose a burden the processof
globalization, which would be the source of dynamism for globaleconomicgrowth. Thus, the inclusion
of new issues such as investment and intellectual property rights and services in the Uruguay Round
would be part of the globalization process, although this was opposed by a group of developing
countries led by Braziland India.

Note, however, that the attempt to stallthe negotiations on these new issues loststrength as the Uruguay
Round negotiationscontinued. The United States, a staunch supporter of multilateralism, signeda free
trade agreement with Canadain 1988, where the new themes wereintroduced [4]. The message was
clear: eithernegotiate at the multilateral level or the United States would choose to use either bilateral or
unilateral measures|5]. By the beginning of the 1990s, however, both the Latin Americanand Asian
developing countries had adopted trade liberalization and privatization policies thatthey believed were
necessary conditions to be able to benefit from the eraof “new globalization,” which facilitated the
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negotiations. However, Lawrence called attention to the fact thatthe end of the Uruguay Round
notwithstanding, it was unlikely thatmultilateralnegotiations would be able to produce the “profound
integration” of regulatory systems that globalizationrequired. The regional routeemergedas the most
likely path and could be interpreted as a necessary step for the futureharmonization of rules in the
multilateral system.

The “positive view” of regional agreements in a multilateral system was challenged by Jagdish Bhagwati.
In 1996, he argued that the demand for harmonization of rulesby the government of the United States
would be a way toimpose a vision of what the American publicviewed as “fairtrade.” According to the
author, the demands weredesigned to “remakethe world inits ownimage”. The “image” would be the
US’ conception of “fair trade.” In 2008, the author criticized the choice by the United States to pursue
bilateral trade agreements as contributing to the weakening of the multilateral system [6]. All
agreements wereclassified as “new generation agreements” and included the addition of new issues:
clauses on the protection of the environment, labor rights, and in some cases the rulesfor policies on
competition.Indeed, the agreements signed by the United Statesat that time were allwith countries that
hadlittle bargaining powerinworld trade. Therefore, they reflected the preferencesof the United States
and do not contribute to the creation of balanced multilateralrules.

Inplace of globalization as the source of the demand for harmonizedrules, the question for the twenty -
first centuryis focused on global and regional supply chains. The issueincreased inrelevancein studies
aimed at understanding the transformation of developing economiesin Asia. In the decade of the 1980s,
Japanese investment fueled the developmentof the “Asian Tigers.” At the beginning of the twenty-first
century, Chinese investment incorporated additional countries, such as Vietnam, as links in the supply
chain, for example.

Richard Baldwinlinks the issues of supply chains, the new wave of trade agreements, and the difficulties
in the Doha Round. He believes that in the late 1990s a new form of globalization began thatrequired
new rules. This globalization involvesnot only the fragmentation of production processes, but also
services. Investments in supply chains under this new degree of fragmentation requires a legal
environment that has clear and stable rules to assure companies of the integration of all stages of
production and services related to its businesses without the possibility of “breaking” the chain.
Negotiations for the elimination of tariffsonimports of intermediate goods, the facilitation tr ade by
reducing bureaucratic formalities, the reduction and/or elimination of taxes on tradable servicesand
establishment of mechanismsfor resolving disputes between the private sectorand government are seen
as desirable. In the formation of globaland/or regional supply chains, the focus of the negotiationsis on
creating rules thatfacilitate trade in goods and services, in addition to providing guarantees for the
investor.

The multilateral nature of the World Trade Organization (WTO), with 159 member countries, makes it
hard tonegotiate rules that meet therequirements of global and/orregional production chains.In the
Uruguay Round, the modestresultsin the areaof services, the general commitmentsin the field of
investments and the vague nature of the penalties for failure to comply with intellectual property rights
show the obstacles to these negotiations.




It was in this context that the TransPacific Association Agreement (TPP) Agreementand the
TransatlanticFree Trade Agreementemerged. The former was launchedin November 2011 and had
Australia, Brunei Darussalam, Chile, Malaysia, New Zealand, Peru, Singapore, Vietnam, United States
and Japanas membersas of July 2013. The agenda for negotiation is extensive and covers the traditional
marketaccessissues as well as the issues from the new generation of agreements (investment,
intellectual property, labor, environmental protection, government procurement policies, and others).
Asof July 2013, there have been 18 rounds of talks and the countries hope to completenegotiations in
2013. The agreementhas beeninterpreted as a U.S.response to Chinese influencein Asian supply
chains. Note that the negotiations follow the principle of a “single undertaking” where the agreement
will only be signed by all members when all the issues have beenresolved. Thereis no clear information
on the progress of negotiations and the expectation that the negotiations willbe completed beforethe
end of 2013 may well be overly optimistic. [7].

InMarch 2013, the United States and the European Union announcedthat they would open
negotiations for an Agreement on Transatlantic Trade and Investment. It is still too early to assess the
likelihood of success of these negotiations. The member countries of the OECD (Organization for
Economic Cooperation and Development) began negotiations for aninvestment agreement in 1995 but
in 1998 France withdrew its supportof the negotiations, and was followed by other countries. This
episode suggests thata consensusfor regulatory frameworks thatare in the interest of the two major
western economies is not always achieved.

Baldwin argues that countries thatare outside of these negotiationswith all WTO plus rules, i.e., rules
thatare broader and with alevel of commitment thatreducesthe degree of flexibility of domestic
policies, so that countries may be priced out of global supply chains. An alternative would be to get the
backing of China, in particular,and mostof the other members of the BRICS (Brazil, India and Russia,
especially) for WT O plus negotiations, as soon as the Doha Round is ended. Baldwin believes thatthese
countries will not agree to proposals that would greatly reduce the autonomy of domestic industry and
trade policies. So whatis at stake are different systems of economic regulation. China has reportedly

offered what it considersfeasible at this stage of its development inits process of inclusion as a member
of the WTO.

Simon Lester disagreeswith this assessment. The consolidation of productive chains does not depend
on formal regional or multilateral trade agreements. Itis a domestic policy option. Countries with
similar strategiesmay want to strengthen their commitments with rulesto facilitate the consolidation of
the supply chains, but this does not mean transferring the broad regulatory framework agendato the
WTO.Theriskis that multilateral discipline applied to protectionist trade practiceswill begin toreceive
less attention and negotiationsinvolving commitmentsregarding domestic political strategieswill be
caughtin continuousimpasses.

InNovember 2012 the Regional EconomicPartnership Agreement (RCEP, Regional Comprehensive
Economic Partnership) wasintroduced. Its goalis to combine two areas of cooperation and agreement
in Asia and Oceania. One refers to the bilateral agreements of the ASEAN countries with China, Japan
and South Korea, and the other area is the Economic Cooperation Agreement between Australia, New
Zealand and India [8]. Like the proposals championed by the United States, the proposalis ambitious in
terms of coverage of topics.
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The issue of harmonization of domesticregulations to facilitate the globalization of productive
processes is not new to the multilateral agenda, neither is the resort to bilateral and/orregional
agreements to overcome impasses in the multilateral arena. The prospectof a TPP agreementand the
Transatlantic Agreement, ifit is successful, is that it will limit the degrees of freedom for negotiations of
regulatory frameworksin the WTO. A consensus onregulatory standards between the United States
and the European Union togetherwith its partners in the agreements could compensate for the presence
of China and the links toits production chains in Asia. But,whatis new in the currentdiscussionis the
presence of China. Initiativessuch as the RCEP suggest that the formation of a consensus onregulatory
frameworks will notleave China to one side in order to avoid creating tensions in trade. In addition,
negotiations thatpermit a consolidation of a consensus thata multilateral frameworkis desirableand
must be assured. In this case, as Lester suggests, aless ambitious WT O agendawould make this task
more feasible.

WHAT ARE THE ISSUES RAISED BY “NEW REGIONALISM” FOR THE
BRAZILIAN AGENDA?~

The strategy of industrial policy in Brazil is to increase the density of local supply chains, beginning with
the local content requirement for investment [9]. Although this is a practice that conflicts with WTO
investment rulesitis used by several countries.In Brazil’s case, the criticismis the generalized use of this
instrument. Furthermore, as pointed out by Araujo Jr., the high importtariffslevied onintermediate
goods place taxburdens on the final product and reduce the competitivenessof Brazilian products.

The twoissues mentionedabove (local content and high tariffs) do not require the implementation of
new generation tradeagreements nor so they require a reflection on the globalsupply c hainsin which
Brazilianindustriesmight be inserted. The issue is the demand for a new round of trade liberalization in
the country,as well as areview and reformulation of the local content policy. However, the Pacific
Alliance (June 2012) formed by Chile, Peru, Colombiaand Mexico brings some issues to the trade
agreements agendain Brazil. From an economicstandpoint, the impactswill depend on the conditions
of the domesticeconomy and guidelines economic policy. If the businessenvironment is favorable,
Brazil (the issue of the high tax burden and bureaucratic procedures) and the economy resumesiits cycle
of expansion, itis unlikely that therewill be a diversion of investment [10].

The Pacific Alliance, however, raises questions about the project for the integration of South America
and the role of Brazil. Thisissue is of particularimportance at a time when the consolidation of
Mercosur as a customs union seems to be increasingly unlikely [11]. Sowhatis at questionis the
leadership capacity of Mercosur in the South American integration project.

However the main question that the debate on new regionalism referstois the issue of regional
production chains and the formatof the agreementsnegotiated by Brazil. During the debate on the
constitution of the Free Trade Area of the Americas,between 1994 and 2001, the creationofa
“Mercosur Standard”—as opposedto the “NAFT A Standard”—was widely discussed[12]. The
credibility of Mercosuras a “united front” assumed the creation of standards, justasin NAFTA, on
issues such as government procurement, services and intellectual property,among others. This effort




was interrupted by the Argentine crisisthatled to the stagnation of Mercosurnegotiations in 1999/2000
and 2002. Later, the impassesinthe LAFT Anegotiations,in 2003 led to the end of the LAFTA
negotiationsin 2005, removing the issue of LAFT A from the Mercosuragenda.

Asaresult,negotiationsabout regulatory frameworks for investment, services, government
procurement and other issues thatare present in the new generation free trade agreements are absentor
reveal alimited degree of commitmentfrom Mercosur. Similarly, the agreements signed by Mercosur
and South American countries in the 1990s (Chile and Bolivia) and later, the agreementswith
Colombia, Ecuador, Peruand Venezuela, and Peru,in 2004/05 were limited to tradein goods.

FINALTHOUGHTS

The announcement of broad regional agreements like the TPP, the Transatlantic Agreement and the
Pacific Alliance gave rise to the debate aboutthe “isolation of Brazil” from the new wave of regionalism
linked to the formation of regionaland globalsupply chains.I have argued in this paper that initiatives
suchas TPP and Transatlantic Agreementare associated with movements led by the United States for
shaping the rules that meet the interests of expanding its multinational companies, in addition to trying
tocreate a framework that could eventually be multi-lateralized and thus govern the tradeand industrial
policies of China, in particular. So the firstquestion that arises is whether Brazil wantsto introduce
changesin the guidelines of their domestic policies thatfavor a possible intensification of the country’s
participationin global supply chains, regardless of whether the agreements are realized or not.

The Pacific Allianceraisesthe question of South American integration. I highlight the choiceofa
minimalistagenda in the tradeagreements in Brazil. Rethinking Mercosur as a customsunion or a free
trade arearequiresconsideringissues beyond trade in goods. Returning to one of the objectives of the
Treaty of Asuncion—*“competitive insertion”—requires member countriesto think about the
commitments that arefavorable for the formation of regional production chains and participationin
global supply chains. In this case, the firststep is the reform of the common external tariff that still
reflects the protectionist preferences of Brazil.

Endnotes:

[1] The next section of this article will summarize these agreements.

[2] Several articlesand editorials in major newspapersacross the country have dealt with this issuein
recent months. Bonomo (2013) criticizes Brazil’s trade policy that would have relegated the trade
agenda to the background. Leitao (2013) discussesthe Mercosur costs for Brazil’s tradenegotiations.
[3] See Lawrence (1991)

[4] The only free trade agreementsignedby the United States prior to 1988 was with Israelin 1985,
which was seen as a decision motivated by political issues.

[5] In 1988, the U.S. Congress extended the application of Section 301 that allowsthe Executive to
apply trade sanctions on countries thatviolate the rights of U.S. companies with regard to investment
and intellectual property rights, for example. In the absence of a multilateral trade regulationin these
areas, there was no forum for the affected countries to discuss the application of sanctions.
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[6] The United States has free trade agreements with Australia, Bahrain, Canada, Chile, Colombia,
Costa Rica, Dominican Republic, El Salvador, Guatemala, Honduras, Israel, Jordan, Korea, Mexico,
Morocco, Nicaragua, Oman, Panama, Peru and Singapore.

[7] In June 2013, Senator Elizabeth Warren (D-MA) wrotean openletter to the President of the United
States seeking clarification on the agreement (http:/ [www.huffingtonpost.com/2013/06/13/elizabeth-
warren-free-trade-letter_n_3431118.html)

[8] ASEAN isaneconomiccooperationand tradeagreement. Brunei Dar-es-Salaam, Cambodia,
Indonesia, Laos,Malaysia, Myanmar, Philippines, Singapore, Thailand, and Vietnam are members.

[9] Local content requirements refer to the use of componentsproduced in the domesticmarket in
product manufacturing and/or exploitation of resources (in the case of oil).

[10] Therisk of trade diversionis small. All four countries havehad free trade and/or preferential
agreements among themselves and Brazil. Thevolume of trade between the countries is not high. For
Mexico, the Alliance accountedfor 2.6% of exportsin 2011 and Colombia (7.6%), Peru (7.6%) and
Chile (5.8%). Exports by these countriesto Brazilaccounted for 5.6% of exports and imports 5.5% from
Brazil,in2011. Thus,evenif the Brazilian markets werelost, the effect would not be great.

Further, the risk of diversion of investment is difficult to predict. The gross domestic product in
purchasing power parity for the four countries was 23% greater than thatof Brazil,in 2011. The total
populationis 6% greater than that of Brazil and the currenttrade (exports plus imports) was US$1
trillion and the Brazil of US$493 billionin 2011. Thus, the potential marketof the Pacific Alliance is
greater, but the physical distancebetween Mexico and its partners is a barrier the formation of regional
production chains. Inany event, aninterpretation for the Alliance would be the construction of a
platform for Chinese investment in the Latin Americanregionand,in this case, countries thatalready
have agreements with China (except for Mexico) wouldbe in a better position than Brazil.

[11] The full customs union was to have taken full effectin 2006. Since 1999, however, exceptionsto the
commitments agreed for the conformation of the union have been postponed. In addition, new
exceptions to free intra-regional trade and a common external tariff were created. (MDIC, 2013).

[12] NAFTA: North America Free Trade Agreement. Free Trade Agreement of North Americabetween
the United States, Mexico and Canada, in effect since 1994.

*References for this contribution were not included in this version




The Transatlantic Trade and Investment Partnership, the Trans-Pacific
Partnership, and the Future of International Trade

Jaime Zabludovsky

Mexican Council on Foreign Relations

International trade negotiations are facinga crucialstage. The multilateral front,led by the World Trade
Organization (WTO),is in the midst of a foundational crisis and regional and sub-regional trade
negotiations have cometo fill the multilateral vacuum.

The future of international trade, at least in the short and medium term, depends heavily on the outcome
of these regionalnegotiations. Two trade initiatives outstand for its economic and strategicrelevance:

The Transpacific Trade Partnership (TPP) and the Transatlantic Tradeand Investment Partnership
(TTIP).

WTO AND THE DOHA IMPASSE

The WTO hasbeenavictim ofits own success. GATT, the WT O’s predecessor, has promoted eight
successfulrounds of tradeliberalization, establishing the rulesthat have reduced barriers to tradein
goods, services,and investmentfor the past 50 years. Thanks to these efforts, international trade flows
have exploded over the last decades and have become the main engine of World economic growth.

GATT’ssuccess hasalsoresulted ina dramaticincreaseinits membership and a huge transformation
from the original free standing agreement, into a full fledgeinternational organization. The world trade
community has increased from the 23 countriesthat signed the founding agreement in the Habanain
1948, tothe 159 membersthatare parttothe WTO in Geneva.

Despite of this prominent performance, the pillars of multilateralism, key for GATTand WTO success,
have recently become one of the main obstacles for further progress. The principles that provided
discipline and order to multilateraltrade negotiations in the past, such as the consensus rule, single
undertakingand Most Favored Nation principles, have given placeto free ridingand a pace for the
negotiations imposed by the leastambitious of the participants.

Developing countries have benefited for decades from the liberalization of the developed countries that
founded the GATT. Consequently, developing latecomers have little motivation to open their
economies. The consensusprinciple, on the other hand, has punished those seeking more ambitious
disciplines and benefited countries not willing to move forward at the same pace.Itis nearly impossible
toobtainconsensusinal59 member club with such differentlevels of development and inte gration into
the world economy.
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If Doha Roundis toadvance, a structural reform of WTO operational rules is most likely indispensable.
Meanwhile, countries willing to enter into ambitious trade agreements, with substantive trade and
investment liberalization, have opted to use bilateral, regional and sub-regional negotiations.

REGIONAL AND SUB REGIONAL TRADE NEGOTIATIONS

The last round of successful multilateral trade negotiations concluded in Uruguay,in 1995, under GATT
auspices. Since then,a great number of trade agreementshave been concluded all over the world.

NAFTA gave place,under Mexicanleadership, to a wide range of NAFT A-likeagreements in Latin
America. The US also subscribed NAFTA -like agreementsin the Western Hemisphere with Central
Americanstates, Chile, Colombia, Panama, and Peru.

Meanwhile, across the Atlantic, the European Union continued deepening and expanding its regional
integration. In the twenty yearsthat have lapsed since the conclusion of the Uruguay Round, the EU has
more than doubled its membership, going from 12 countries in 1993 to 28 today. And, it has also signed
FT A’s with countries from other regions of the World, including a group of transatlanticagreements
withMexico, as well as Andeanand the Central American Countries. Free trade fever also spreadto the
Pacific as bilateral and sub-regional agreements have been subscribed by severalcountriesin the region.

Currently, two major trade negotiations areunderway: The Transpacific Trade Partnership (TPP) and
the Transatlantic Trade and Investment Partnership (TTIP). These negotiating processesinvolve the
major playersinthe international tradescene. If the US,EU, and Japanagree on WTO plus trade
arrangements, the resulting agreements would most probably become the transpacificand transatlantic
integration platforms.

Successful TPP and TTIP negotiations would result into two types of countries: a) those willing to
engage in substantive liberalization; and, b) those not ready to go much farther than the WTO’s current
rules.Inthis scenario, the Geneva trade organization wouldhave, atleast, two options. Either toremain
aforum for global dispute settlement on currentmultilateral disciplines; or to engage ina two track/two
speed negotiation strategies, recognizing that some members will not be able, atleast in the medium
term, toreach the samelevel of engagement as the leading countries.

If TPPand TTIP fail, a very worrying signal wouldbe sent to international trade. Themost powerful and
resourceful economies in the world are no longerable tolead the path to economic liberalization. “There
won’t be more free tradechampionstoresort to.”




Transformation in the Arab World: The Role of Regional and Global
Institutions

Francesc Badia i Dalmases
Barcelona Center for International Affairs

BACKGROUND

The old status quo in the MENA region has been swept away by the Arab uprisings sinceearly 2011.1tis
very early days to envisage a new economic, geopolitical and geostrategiclandscape, which, at best, has
only just started to unfold. What began with an initial wave of hope and civil courage has become bloody,
messy and tragic: three symptoms of the very revolutionary nature of the matter.

If the Arab Spring represents a paradigm shift for the region, then a new conceptual framework has to
be brought up, asit exceedingly speculative to trace aroad map under the present volatile conditions and
unpredictable events. Yet one thingappearsto be certain: the West will have less impact in shaping the
Arabworld’s future for anumber of reasons, including the more complexinternal policies in Western
states resulting in anincreasingly “hands-oft” foreign policy approach. Neither regional powers nor
global institutions appear fit enough to fill the gap. Consequently, while the Arab Springis ending upin
an Autocratic Summer disarray, no one seems to have the capacity to shape the new order the region
desperately needs.

The expected path that startswith revolution, goes through transition,and ends up in consolidation has
provenuphillinevery case,and a counterrevolutionis well onits way.

Therefore, sincetraditional powers and institutions have had greatdifficulties influencing the different
paths that people’s revolutionshave taken in different countries, there is a seriousneed to rethink what
instruments areat hand and what institutions, if any, can become useful to restore stability.

The paradoxis the following: Revolution was made allegedly in the name of freedom and dignity, but
fundamentally becauseit might bring better economic opportunities, and yet the instability it brought
about s currently undermining those very economic prospects.

ROLE OF INSTITUTIONS

Ithasbecome apparentthat the regional and global institutions in place arenot fit to deal with the rapid
pace of events: Their majormandateis to bring nation states together to search for international peace
and stability and to provide legitimate platforms of dialogue and conflictresolution beyondnational
sovereignty, and yet they have clearly failed in their mission. Instead, what we find today inthe MENA
regionisviolence, uncertainty,and growing instability.




Thisis the consequence of anumber of factors; not least the relevant changes in the nature of power
occurred worldwide over the last two decades. Diagnosis of rapid power shifting, dubbed “power
decay,” have been made by different analysts and commentators (Zakaria, Bremmer, Brzezinsk i, Naim)
in recent times, coinciding with the paralyzing incapacity of multilateral institutions to cope with an
increasingly interconnected, complex, and fast-changing multipolar environment.

Over thelast decade, the UN has had anincreasing difficulty to brokerthe endorsement of relevant
multilateralagreements. Global governance has become even more complexand has seen the
emergence of many ad hoc pragmaticgovernment networksand coalitions to deal with concreteissues,
making the UN systemlook irrelevant, if not redundant or useless, in many cases.

In parallel, the West’s record of ambivalenceinits support for democracy in the MENA region became
apparent with the Arab uprisings and today questions the credibility of the current Western-dominated
intergovernmental institutions. With the exception of Libya and, to a certain extent, of Syria, mostof the
challengedautocraticregimes werehistorically backed by the West in support of its economicand
politicalinterests (mainly oil and Israel, but not only).

Regionalinstitutions such as the Arab League had also scarce credibility due toits recent past of being
more anautocrats-led club than an operative intergovernmental organization, althoughit has been
revisited and could be calledto play a significant rolein the future of the region: it backed the
intervention in Libya—overcoming the opposition of Algeria and Syria—and has suspended Syria’s
membership since the beginning of the current civil war. In spite of its problems of image and credibility,
the Arab League remains alegitimate and relevant regional actor thatshould be taken into account, if
only as a forum where the different visions about the future of the region can be confronted and
discussed.

Allinall, the old international order inthe MENAregionled by Western classical powers, one that was
dominated by strong (e.g. US, UK, France) states’ bilateral relations and where true and sustainable
economic development, human rights and democracy werealways secondary when hard decisions about
energy security, maritime traderoutesand armsdeals were to be made,is now under continuous
scrutiny by the Westernand Arab public opinion alike. The role of the UN and other regional and global
institutions appear rather minor in comparison.

STRUCTURAL PROBLEMS

Apart from radical political tension and socialunrest, the MENA region facesa number of structural
problems that may hinder the region from sound development for decades. These problems are of
economic, geopolitical and geostrategic nature.

As for the economy, the aftermath of the 1980’s debt crisis saw the stabilization of the macroeconomic
performance due to “Washington consensus” policiesfostered by the IMF and the World Bank. Butata
microeconomic level, unemployment, poverty, and inequality have been on the rise, along with systemic
corruption. The 2008 financial crisis had an added negative effectdue to a sharp downturnin MENA’s
trade markets (mainly in the US and the EU), sovereign funds capital decline, remittancessignificant fall,
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and foreign directinvestment shrinkage. Along with the demand of political freedoms and of dignity,
late 2010 food and energy price crisis triggered the riotsthat ignited the Arab Spring. As for the oil -rich
countries in the region, buying social peace at the price of massive consumer subsidiesmay become
increasingly unsustainable in statessuch as Oman, Iran,and Bahrain as well as, in the mid- to the long-
term,in Algeria, Kuwait, UAE, SaudiArabia, and Qatar.

The geopolitical dimension of the regionis also being affected ina transformative way. Located in one of
the world’s most important trade routes and hosting more than 50 percentof the world conventional oil
reserves (42 percent of conventionalgas reserves), the MENA region represents the southern periphery
of the European Union, withimplicationsto its border security—concerns go frominternational crime
and smuggling, illegal immigration, and terrorism. Persistent instability in the region means increased
volatility ininternational trade and oil supply routesand prices, population pressure, and potential
violence spill over.

Withregional stability and security of supply at risk, the MENA's geostrategic dimension is central not
only to the West, but to the Asia-Pacificpowersthat are already the dominant importers of oiland gas
from the region: their interestsin handling the problems in the region are shockingly missing. Iran’s
nuclear ambitions, evenif the newly elected president seems more compromising, are of principal
concern for both Israel and the West.

Additionally, the current US initiative to revive the moribund Oslo Peace Processhaslittle prospect of
success, as positions areshifting within Israel’s Arab neighbors public opinion, notleastas a
consequenceof the political rise of the Muslim Brotherhood and Israel'simmovable denial of
concessions combineto block progress on achieving long-term solutions.

Furthermore, we are witnessing a fluid realignment of regional powersfollowing events in Tunisia,
Libya, Egypt,and in Syria. The Shi’a vs. Sunni divide and its politicalmanipulationis at play,adding
further complexity to the alignment of states within the region and with their foreign patrons. Turkey
and Saudi Arabia, for instance, both old and strong Western allies, are holding very different positions in
anumber ofhotissues. Qatar appears to have an agendaofits own, whilst Iraq’s post-war sores remain
wide open, casting along shadow over the whole region.

CONCLUSION

The MENA regionis undergoing profound transformation whose pace and logic gowell beyond the
traditional international instruments available, whereasthe classicexternal powersare losing their pre-
eminence and capacity to shape events. Even though a last assault of classic power game seemsto take
place between the US and Russiain Syria, events seem quite out of controleven for those big players.

Furthermore, establishing democracy—allegedly the ultimate goal of the Arab Springmovements—isa
long and often painful process: separation of powers, respect of minorities, and independentinstitutions
must be guaranteed by new political players and inexperienced authorities that have to deliver to the
people prospects of economic progress, overall security, and social peace.




“Powerlessness” is the name of the gamewhen the UN, the Arab League, the African Union, or the Gulf
Cooperation Council is confronted with the brutal reality of civil war, be itin Libya, Egypt, Yemen or
Syria. These institutions arenot powerful enough to implement decisions and enforce agreements. Ad
hoc solutions should be brokered, while regional and global organizationswill have to play an
institutional role by providing the international legal framework, but will have very littlereal influencein

the field.

Reality today is that identifying reliable and stable interlocutors able to implement policies and enforce
agreements has become a daily nightmare. While efforts of working with civilsociety organizations and
NGOs have had poor returns and most of foreign aid has been suspended, backroom deals willhave to
fill the gap until stability isregained and a new status quois put in place.

The prospects are, though, that the undergoing complete reshuftling of the geopolitical and geostrategic
landscape will mostprobably not fulfill Western expectations. And yet, the long-term question remains
unanswered: will the new Araborder thatwill eventually emerge from the revolution be capable of
providing economic prosperity and a better, open future toits children? At this particularmomentin
history, nothing seems more uncertain than that.
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The EU and the Egyptian Crisis: The Rocky Road Ahead

Nathalie Tocci
Institute of International Affairs

THE DOMESTIC SCENE: POSITIONS AND STRATEGIES OF THE PARTIES:

Without belittling the shades and tensions within the various groups, the Egyptian political scene can be
characterized by two groups with “winner takesit all” approaches—the military and the Islamists—anda
third—liberal—group that is in principle committed to pluralism but that, in view of its minority
predicament, has pursued its agenda in alliance with one or the other majority group, both of which have
espoused undemocratic practices. Be it out of ideology or interest, neither the Muslim Brotherhood
(MB) nor the military have demonstrated a commitment to the democratic process. The MB’s year in
power may be insufficient for anyone to safely conclude that their rule would have transformed Egypt
intoa theocraticstate. Butthat year in power, and particularly the November 2012 — July 2013 period,
suggests thatthe MB had espoused a majoritarian understanding of the democratic process, assuming
that electoral victory legitimized their attempt to monopolize the state and determine unilaterally its
constitution and policies, withoutmeaningfully engaging with political minorities. The military never
rescinded its grip onstate (and economic) power, which had beenlargely safeguarded by the MB in what
hadbeenatacit alliancebetween the two up until the summer. In view of the mass mobilization against
the MB in July, the military currently feels legitimized to pursue its own “winner takes it all” strategy by
attemptinga political wipeout of the MB. To that end, it is resurrecting the age-old narrative linking the
Muslim Brotherhood to international terrorism and portraying it as a major national security threat.
While the military has committedto return to the barracksin 6-9 months, it views itself as the guardian
of the state, with the right and duty to stepinand out of politics as need may be and steer the transition
process behind the scenes. Liberals, still depressingly disorganized, have played the minority game
(despite what may be widespread public support), switching alliances between the MB and the military.
They turned againstthe former when they concluded thatit was bent on controlling the state. What also
gives the liberalsleverageis the support of large part of publicopinion for their claims and their capacity
tomobilize people: they are a veto player. The conviction of the (few) liberals who still support the coup
isthat whereas they can steer the military-led process towards a democratic outcome, had the MB been
allowed torule, the outcome would have been undemocratic in both formand substance. Thismay be an
illusion, asitis difficult to see the interim government that was formed in July as anything but a military-
led cabinet witha civilian facade. At the same time, the military desperately needs civilian actors—the
liberals today—to justify its rule in the eyes of the public. Whether liberals—inside and outside the
regime—will successfully steeran undemocratic process into a democratic outcome is anyone’s guess.
Signals—namely the new draft constitution—are not encouraging.




THE REGIONAL CONTEXT

*  The Syria-Egypt link: The Egyptian crisis has influenced and been influenced by the Syrian civil
war. Syria may well have been one of the triggers that induced the Egyptian military to turn its
back on the Brotherhood, despite the political and economic powerit had carved out for itself (in
many respects enhancedby the 2012 MB-drawn constitution). President Morsi’s April rally in
Cairo stadium calling for jihad in Syria may have been the straw that broke the camel’s back. On
its side, the coupin Egypt has added to the turning of the tables in the Syrian civilwar, already on
course since the regime’s recapture of Qusair in June. The Egyptian military is not pro-Assad.
However,itis far less sanguine than the MB inits opposition toitin view ofits skepticism of the
MB-dominated Syrian oppositionand the risk thatradical groups like the Al-Nusra Front may
gainpolitical relevance in a post-Assad scenario. Furthermore, divisions within the Sunni camp
over the MB issue — with Turkey and Qatar on MB’s side, while the Egyptian interim
government, Saudi Arabia and UAE against it—have reinforced the Damascus-Tehran-
Hizbullah axis in the short term. A military strike on Syria could further endanger the fragile
situation in Egypt.

*  The Eqypt-Gulf-link. The Arab uprisings have taken successive turns over time. The initial
revolutionary moment in 2011 included successful regime overthrows—Tunisia, Egypt and
Libya—and aborted revolutions in Bahrainand Yemen. It was followed by electionsin which the
Muslim Brotherhood, in its Tunisian and Egyptian incarnations, successfully captured the
revolutions through electoral politics benefiting from Qatari backing and a head-start as the
most well organized opposition forces. The Egyptian coup marks a counter-revolutionary
moment,inwhich the pro-stability axis, leveraging the Brotherhood’s inability to deliver notably
in Egypt, has won the upper hand through the Saudi-Emirati-Kuwaitibacked coupin Egypt and
the reassertion of Saudiinfluence within the Syrian opposition. Some view this third phase as a
replacement of Qatari with Saudi dominance, goingas far as questioning the political survival of
Qatar itself. Rather than a replacement of one by the other, what is more relevant is the
convergence between the two following the succession in Qatar. The broader transnational
implications of this third counterrevolutionary phase regard the evolution of political Islam.
Islamists in and outside the Brotherhood have seen the writing on the wall: Algeria 1991,
Palestine 2006, Egypt 201 3. Islamists dabbled with democracy, won elections, but were forcibly
ousted from power. Hardliners (both within the MB and beyond it amongst Salafist groups)
have beenvindicated: democracy does not work for them. Best to redirect political strategies
elsewhere. What could be the alternatives? In the current state of disarray no clear strategies
have emerged yet. But three possible radicalization options may be a return to violence, the
sabotaging of domestic political orders through extra-legal means and the withdrawal from
politics and return to the social arena.

= Jran. Within the broader regional picture, Iran is far less revisionist than the Arab Gulf. Its
policies towards Egypt and Syria are telling. Particularly under the current leadership, the
strategy is one of seeking inclusion for the sake of political survival. The challenge lies in finding
an opportunity for it. Possible options in this respect could revolve around Syria and the

chemical weapons regime. Were a CW initiative to take off in the context of the G20 and be
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eventually enlargedto other states, including Iran, an opportunity for inclusion could emerge.
On this and eventually on the nuclear file, the ultimate objective is a direct US-Iranian
engagement. ButEuropeis the only possible path-breaker towards that end and could create a
contact group, eventually inviting the US to join. Saudi Arabia needs to be included in any
engagement with Iran, while Russia’s eagerness to play a mediating role may also offer some
diplomatic opportunities.

THE EUROPEAN RESPONSE

The European hunchis that a democratic—let alone peaceful—outcomeis unlikely to blossom from an
undemocratic process marked by repression and violence. This assumption underpinned EU Special
Representative Leon Gros’ heroic—but perhaps belated — reconciliation effort in the summer. That
effort has failed. Neither side—mnor particularly the military—is currently interested in reconciliation.
Their calculation seems to be that violent repression holds the double promise of weakening the MB (by
eliminatingitsleadership and casting the organization in a state of disarray) and inciting a manageable
level of Brotherhood violent backlash that would raise the military’s domestic and, above all,
international support (ie. triggering a “we told you so” effect). Mediating reconciliation, while
preferable, does not appearto be a viable option. The alternativeis to engage in the Egyptian transition
on its own terms: engaging with the military-led roadmap. The roadmap is essentially a timeline. This
may be problematic in its own right—e.g. is it reasonable to expect a constitution that marks a
meaningful improvement from its 1971 and 2012 precedents to be drawn up in a few months? But
aboveall,itisa roadmap bereft of substance. Theroadmap tells us when a constitution should be drawn
up by and when elections should be held. But it is silent on the actual content of how these defining
political acts would take place and what the rules of the game would be. Engaging in the military-led
transition—as the only viable second best option at the moment—would thus mean adding the meat
onto the roadmap’s skeleton: the principles and benchmarks, i.e. the constitution and the institutional
setting, that may reduce the prospects for what is currently an undemocratic process to predictably end

upinan undemocratic outcome.

HOW TO ENGAGE IN THE EGYPTIAN ROADMAP?

*  Negative conditionality. The EU flirted momentarily with the idea of punishing the Egyptian
regime by withdrawing the benefits already delivered to it. Talk of suspending the association
agreement was aired immediately after the crackdown. The idea of sanctioning Egypt was rather
rapidly dismissed. Not only was the association agreement negotiated and signed with the
Mubarak regime, of which the current regimeis to all extents and purposes a continuation. But
also sanctioning Egypt would risk alienating Egypt in its current hyper-nationalistic mood,
would run counter to European trade interests, and would be in stark contrast with any
engagement strategy. However, in light of the current crackdown, business as usual risks

undermining the EU’s credibility: the proverbial barking dog that never bites.




Positive conditionality. The compromise consensusis that of withholding the additional benefits
promised to post-2011 Egypt in the context of the “more for more” revision of the European
Neighborhood Policy. Concretely, we're talking of the withholding of an additional €800
million, and the eventual withholding of the next financial package covering 2014-2017
(approximately €900 million for the three year period). Cynics are quick to point out the
irrelevance of EU assistance when compared to the $1.3 billion of US military assistance, let
alone the $12 billion Saudi-Emirati-Kuwaiti aid package. Butnumbers do not amount to the full
picture.Nolessimportant is the quality of assistance, its actual implementation (if possible in
coordination with the US to strengthen the leverage of both actors) as well as its political
significance. Beyond political rhetoric, relations with Europe may be valued at a time in which
American credibility is dismally low amongstall Egyptian groups,and the Egyptian military and
business elites may not want to put all their eggs in the Saudi/Emirati/ Kuwaiti basket). Limited
asthe EU’s influence may be, conditioning the more for more offer to a series of benchmarks
and principles for the Egyptian roadmap, especially in the field of constitution and institution
building, seems to be the only possible way forward. The Egyptian transition will be led
primarily by domestic actors but through its conditional engagement and standard-setting role
the EU canaspire to strengthen the bargaininghand of liberals in and out of the cabinet, as well
asinduce them to espouse the need for broader political participation (and hence, reconciliation
with the MB).




The BRICS: What Contribution Do They Give to Global Governance?

Giovanni Grevi
Foundation for International Relations and Foreign Dialogue

Global governanceis entering uncharted territory because of the conflation of three variables. First, the
progressive erosion of the hegemonic position of incumbent powers, namely the United States and
European countries, which have by and large shaped the normative parameters and institutional
foundations of multilateral cooperation. Second, the fact thata range of large or very large powers with
different conceptions of the global order not only co-existbut are also bound by ever deepening
interdependence, and associated vulnerabilities. Besides, the global stage is witnessing a proliferation of
influential non-state actors thatbringideas and resourcesbut also create challengesof coherence and
coordination of separate initiatives and agendas. Third, the issues that collectiveactionis supposed to
manage are amoving target, requiring institutional flexibility in response. They take different shapes
depending on their multiple interconnections, such as the many potential implications of climate change
for food security, energy security, human development and refugees or migrant flows,among other
matters.

In this challenging context, the distinction between advanced and emerging countries or incumbentand
rising powersis surely relevant, but shouldbe put in perspective when it comes to contributing to global
governance. In generalterms, all major state actorsshare three features. First, they have aninterest in the
preservation of a functioning and openinternational system, upon which their prosperity and security
are predicated. Second, they are tentatively seeking to position themselves in a changing political and
governance landscape by debating institutional reforms, testing different partnerships, forming
coalitions, and experimenting with light governance mechanisms such as the mutual assessment of
respective policies. Third, mostif not alllarge powers are actuallyrather fragile ones, bent on addressing
serious domestic problems which, in turn, delimit their politicalinvestment, bargaining space, and
resources available for multilateralnegotiations and collectiveaction. Of these resources, perhapsthe
scarcestis trust inrespective motivationsand designs. Confidence-building will be a strategic enabler of

global governance.

What the BRICS countriesseem to have in commonis little trust in the currentshape of the global
order,which they perceive as skewedto the advantage of ‘the West.’ Thisis,in part, a heritage of their
(diverse) historicalexperiences, in part,arhetorical argument and, in part, the result of the actual
discrepancy between their respective positions ininternationalinstitutions and the changing
distribution of power and influence in the international system. The BRICS also share an emphasis on
the prerogatives of sovereignty and the principle of non-interferencein domestic affairs. Whatis
distinctive about this positionis not somuch the importanceattachedto national agenda-setting
autonomy and national interests, but the defensiveand sometimeseven resentful tone of their discourse.
Tosome extent, this is also a manifestation of the deeper unease of the BRICS, and notably China, with

the prospect to overcome differencesthrough common principlesand rules, as the Europeanstend to
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favour,as opposed to recognising and simply managing diversity, whether of political systems or
economic models.

Given these premises, it is noteworthy thatthe BRICS have pursueda strategy of insertionin the
international orderand not of diversion fromit. Assessing their contribution to globalgovernance
requires not only taking stock of current affairs, but also turning to the not so distant past. While Russia
isa case of its own asit seeks torecover its great power status, since the end of the Cold War the pattern
of the so-called BICS has been one of progressive engagementin the multilateral system and of relative
convergence, from trade rules to cooperation on trans-national threats.

The BRICS are oftenregarded as revisionist powers bent to challenge current normsand regimes, with
advanced countries keen on preserving the status quo and their related privileges. In fact, this assessment
needsnuancing. The BRICS do question the current arrangements in international financial institutions
and in the United Nations Security Council (UNSC) as well as, for example, the role of the US dollar in
the international monetary system. However, they takea largely conservativeapproach to other aspects
of governanceinnovation, including stronger verification proceduresunder the climate change or non-
proliferation regimes, new deals with considerable distributional implications suchas on CO2
emissions’reduction targets and emerging norms such as the responsibility to protect (R2P). Inshort,
the BRICS could be defined as selectively reformist. Conversely,incumbent powersare broadly cautious
whenit comes toreforming multilateral bodies but have proven more entrepreneurial, while not always
in agreement, in seeking to update some of the norms and frameworks for cooperation, from the
International Criminal Court (ICC) to the Nuclear Security Summit (NSS). Besides, they have soughtto
actively co-opt the BRICS not only by launching the G20 atleaders’level, but alsoby deepening

engagement through the Organisation for Economic Cooperation and Development (OECD).

Surely, the fact that the BRICS have so far chosen to operate broadly within the system and not out of it
does not mean that this will be the case in the future. Besides, their growing prominence in globalbodies
and inclusionin the top clubs, from the new Quad to the G20, is one of the reasons why multilateral
decision-making has become harder. There aremoreplayers and less like-mindedness, or familiarity,
among them. However, thisis not a transient phenomenon: the alternative to co-shaping global
governance among un-likeminded partners through mutualadjustment,and concessions, is probably the
sidelining or demise of the multilateral order.

The questionis whether negotiations will produce new sharedagendas, or paralleland competing ones.
This applies for example to development issues and related institutions. So-called new donors such as
China, India and Brazil have not subscribed to OECD DAC rules and conditionality,and have
emphasised the importance of kick-starting growth through developinginfrastructure or offering better
terms for trade toless developed countries. While the G20 haslauncheda working group on
development with a view to working out new approaches, the BRICS have announced the establishment
of a BRICS developmentbank. The project remainsrathervaguely defined. Much remains to be decided

concerning its capital and scope for intervention and whetherit goes beyond the BRICS countries or
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not. While presented as a supplement to the effortsof other organisations such as the World Bank (WB),
thereisarisk that the envisaged BRICS developmentbank becomes aninstance of competing
multilateralism over time. Like this project, the establishment of a BRICS financial safety net by pooling
$100 billion of foreign currency reserves revealsan ambivalentattitude by the BRICS towards the WB
and the International Monetary Fund (IMF). For one, these countries aim tolock their enhanced
influence within these institutions. For another, they remain uncomfortable with theirways and norms,
and perceived political bias, and they take (so far very small) steps towards creating alternative platforms

for cooperation.

Andyet,ata time of prolonged economic crisis in many advanced countries, the growing resources of
the BRICS countries aregoing to be inincreasing demand, whether for development finance or to
strengthen the lending instrumentsof the IMF. This also applies to the contribution of the BRICS to
international security. The BRICS stressthe centrality of the UN systemin this domain, notably
concerning the UNSC authorisation for the legitimate use of force. While India has alwaysbeena major
contributor to peacekeeping operations, China, Braziland South Africahave expandedtheir personnel
serving in UN missions.In2012,India deployed over 8,000 troops and police with the UN, Brazil
almost 2,500,and China and South Africain the range of 2,000. These may not be major contributions
but signal a new engagement, whichis also part of the case that countries like Brazil and South Africa are
building to acquire permanent membership of the UNSC. In financialterms, however, the contribution
of the BRICS to the UN peacekeeping budget (aside from China with 4% and Russiawith 2%) is very
small (around 0.3% for Brazil, 0.1% for India and 0.07% for South Africa).

Issuesrelatedto so-calledhumanitarian interventions have, of course, proven very controversial, and not
only along a ‘Westvs. the rest’ divide. While South Africavoted in favour of UNSCresolution 1973 on
the use of force in Libya, the other BRICS abstained (thereby enabling the adoption of the resolution)
and all of them forcefully complained following the implementation of the NATOmilitary campaign.
Russia and China are opposing the prospect of military interventionin Syria. Theapplication of the
principle of responsibility to protect is one of the most divisive issues on the internationalagenda, as it
touches upon the use of force and national sovereignty. On the other hand, the BRICS are not outright
opposed to the use of force to protect civilian populations, as the adoption of UNSCresolution 1975 on
Ivory Coastin2011 showed. The Brazilianinitiative to complement the R2P framework with guidelines
on the ‘responsibility while protecting’ has received an overall coldreception from the US and European
countries,and has not gained the support of fellow BRICS either, with the exception of South Africa.
However, it represents aninteresting attempt to promotea debate to bridge normative gaps.

Withaview to the future,itis unclear whether the BRICS will cement into a coherent platform for
international cooperation. And whether that would contribute to the current global order or detract
from it. The extent to which existing institutions will be reformed, making more space for emerging
powers, will be animportant variablein this context, as it would remove one of the major claims binding
the BRICS together. As such,however, enhancing the position of BRICS in top decision-making bodies
would not ensure a convergence of theiragendas with those of incumbent powers. Rather, it could be
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the growing globalreach of countries such as China, India and Brazil—and their consequent exposure to
instability and risks—that might create scope for more collective actionin dealing with, for example,
fragile states or threats like piracy and illicit trafficking. For example, China and India are set to become
the largestimporters of oil from the Middle East in the coming years.

Yetanother importantvariable concerns convergence or divergence within the BRICS groupitself.
Given their diverse political regimes, threat perceptions (let alone geopolitical rivalry be tween Indiaand
China) and economic prospects, the interests of eachcountry within the BRICS group arelikely toalign
differently depending on the issues at stake. That has already been largely the case, for examplein the
context of the G20 on currency issues. Someof the BRICS, in particular Brazil, are for their part
building a niche role as mediators between differentagendas, for examplein the field of climate change.
Opverall, it seems unlikely thatthe BRICS will become a bloc. Instead, it is probablethat the respective
contribution of these countries to governance mechanisms, including shaping new ones, will grow
selectively. This contribution would be driven by their national prioritiesand having to increasingly

depend on the resilience of the international system.
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The BRICS: What Contribution Do They Make to Global
Governance?

Catherine Grant-Makokera
South African Institute of International Affairs

BRICS OBJECTIVES

South Africa hostedthe fifth BRICS summitin March 2013. This was an opportunity for the newest
member of this group to cement its role in the political club of emerging economies that includes Brazil,
Russia, India and China as well. Economically, South Africais nota BRIC. But Goldman Sachs or Jim
O’ Neill's famous marketing brand does not apply to the world of economicdiplomacy, with its strong
political undertones. Politically, South Africa punchesfar above its weight in variousglobal governance
forums, from the WT O, to the UNFCCC and the G20. Cooperationin these forums and engagementin
global governance issues more broadly is taken to be the raison d’étre for BRICS.

Beyond the bilateralrelationships between China and the other members of the BRICS, there are
limited commercialties thatbring the countries together. There is also no common geography like those
thatlink other regional basedgroupings. The primary goal of the BRICS is to ensure stronger
representation of the views of developing countries in global governance structures inline with the
growing importance of these economies. Thereis no doubt that the BRICS matter—the group accounts
for 40 percent of the world’s population, 25 percent of its landmass, 20 percent of GDP and over 40
percent of global foreign exchange reserves. It providesanimportant counter-pointto the traditional
western powers.

DIVERSITYVS. COMMONAGENDA

The groupis a diverse one with differentinterests and therefore it will take some time to define a
common agenda thatgoes beyond generalities. In the short- to medium-term the focusislikely tobe on
mutuallearningbetween the members. Any externalagenda of the BRICS needsto be strongly rooted
in the common problemsof the membersincludinghigh levels of inequality and large numbers of people
living in poverty.

Despite some of these overarching common socio-economic challenges, the BRICS individually have
divergent economicand politicalinterests. Those differencesare probably sharpestin the political
terrain, especially the relationship of each state to its citizens. This ‘democracy question’ sharply
distinguishesthe BRICS fromits main counter-poise in the global environment, the countries that
constitute the G7.That western formation does share democratic credentials and broadly liberal
philosophies, whichlends the group a degree of coherencenot available to the BRICS for the
foreseeable future.

However,democracyis not at the core of economicdiplomacy; the cold calculus of e conomicinterestis.
Here different economicinterests amongst the BRICS will constrain, perhaps sharply, the possibilities
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for coordinated action amongst them. Therefore it will take time to build a minimum common agenda,
muchasittook the G7 decades to achieve relative coherence. It canbe expected that there will be
significant time and resourcesspent on the internal agendaof the BRICSin the short to medium term.
This ‘getting to know you’ phase or courtshipisimportant and will pay its own dividendswith a greater
understanding possible among these important countries ona wide range of political, economicand
social issues.

MUTUAL LEARNING

Inorder to build this agenda, it is critical for the BRICS countries to engage in mutuallearning. Three
components currently seem particularly relevant. First, they mustengage substantively on their varying
approaches to economicdevelopment, and specifically the balance accorded to markets versusthe state.
Each country canlearnlessons, particularly about the challenges of implementing market reforms and
balancing economic developmentpriorities. And at the same time they could figure out whatthey can
cooperate oninternationally,and what they are going to be best placed to pursued unilaterally or ata
bilateral level.

Second, they need toadopt a strong tradefacilitation focus. There is much mutualinterest in their
respective business communitiesin using the leverage afforded by the forumto cut trade and investment
deals. The BRICS discussion should focus on the nitty-gritty of tradeand investment barriers thatinhibit
business ties amongst them, whilst raising mutual awareness in each other’s business communities of the
opportunities. Thisis particularly the caseif the linkagesbetween the BRICS areto move beyond
simply a hub and spoke pattern with China at the centerand limitedactivity among the othermembers.
However, this trade agenda shouldnot extend to negotiating a formal, tariff reducing tradeagreement.
That would be a major distraction from focusing on the barriersthat matter and which arerelatively easy
todeal with, suchas visas or customs procedures.

Third, they should continue to deepen their discussions about financial cooperation, such as using each
other’s currencies in tradesettlementand linking their stock exchanges where it makes sense to do so.
This connects strongly to the trade and investment facilitation agenda. Some progress has already been
made but the test now is to see implementation of agreements that have been signed.

EXTERNAL AGENDA

The BRICS external agendashould remain firmly focused on globaleconomicgovernance. The process
of mutuallearning will greatly help to delimit the comparative advantage of the BRICS process in
relation to other possible alliances designed to influence globaleconomicgovernance. Ananalysis of the
BRICS declarations made to date demonstrates that there is extremely broad coverage of issues and
many mentions of global governance matters and institutions. The United Nationsis the mostwidely
referred to globalinstitutionin BRICS statements. This is inline with one of the initial BRICS priorities
being Security Council reform and reflects the importance placed on multilateralism by members of the
BRICS.




BRICS priorities are showing signs of shifting to include global economic governance fora such as the
G20, WTO and Bretton Woods institutions. The BRICS Finance Ministers have beenanactive partof
the group and their engagementhas shown the potential for concrete outcomes, including the work
underway to establisha BRICS DevelopmentBankand the contingentreserve arrangementthat was
agreed toat the Durban Summitin March 2013. BRICS Finance Ministers now regularly caucus in the
margins of the World Bank,IMF and G20 meetings. Therehave not yet been significant examplesof
common positions emerging from such interactions but there is some value ininformation sharing that
will contribute to the momentum behind the BRICS.

The potential benefitsof stronger BRICS engagement on globalgovernance issues include:

* Rebalancingthe debate and strengthening the involvement of developing countries especially on
issues where they have traditionally been rule-takers, such as trade and financial regulation.

* BRICS economieshave direct experience of many of the key development challenges of the 2 1st
century,including on an extremely largescalein the cases of India and China. Thisshould allow
them to participate in globaldebates froma position that reflects more broadly the concerns of
the developing world.

» Significantresources and capacity are required to actively participate in global governance
debates as the agendaseems to be ever expanding and all encompassing. BRICS countries
acting as a group have a better chance of being able to follow and influence these discussions.
Sucha group provides the chanceto share information and also the burden of participation.

* BRICS countries arestrong proponentsof multilateralism and therefore they have indicated
that they will continue to provide ideasand positions for mandating by relevant institutions
where appropriate.

It goes without saying thatthere aresignificant challenges to realizing this potential. There arethose
that need to be overcome by all kinds of diplomatic clubs and some which areinherent within the BRICS
structure. Theyinclude findinga balance between pursuing nationalinterests and common objectives—
in other words, overcoming diversity of positions in order to developa shared approachthat caninform
anexternal agenda. Beyond national concerns, BRICS members also have existing commitments to
other coalitions and regional groupings. For example,in the case of South Africatherehasbeenastated
objective to ensure thatits membership of BRICS is complementary and supportive of the African
developmentagenda. Thisis notaneasy proposition given the existing levels of engagement by other
BRICS membersinthe African continent.

CONCLUSION

Membership in the BRICS has opened up expanded possibilities for engaging on global governance
issues for policymakers in Brazil, Russia, India, China and South Africa. However, itisimportantthata
clear view is maintained of which forums aresuited for which purposes. Throwing everythinginto the
BRICS because it has the political potential to take on the G7 may not be the wisest strategy. Onsome
occasions, it may make senseto ally with certain G7 countries if that wouldadvance the individual
country’s national interest. In other words pragmatism, not ideology, should be the guidepost. The
process of mutual learning will greatly help to delimit the comparativeadvantage of the BRICS process
in relation to other possiblealliancesdesigned to influence global governance. The BRICS is a collective
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of individual, huge, countries. Bilateral relations among the members are likely to remain the dominant
axis for pursuing interests at leastin the short term.




BRICS and Global Economic Governance

Zhang Haibing
Shanghai Institutes for International Studies

Together, the BRICS account for approximately a quarter of global GDPand 40 percent of the world’s
population. This makes BRICS a growing influence on global economicgovernance. However, the
recent slowdown of the BRICS’ economicgrowth isleading to fearsconcerning the sustained growth of
emerging markets. Some negative commentary suggests that BRICSis losing its golden color. Inmy
view, what hasled to the current embarrassment of BRICS economies are not only their own structural
problems, but also some long-term systemic factors and primarily the imbalance of global economic
governance. Under the background of international financial crisis, BRICS countries are trying to find
way out through cooperation. As member of BRICS, China valuesitsidentity as an emerging economy
and a developing country by enhancing its contribution to the BRICS and South-South cooperation.

BRICS"WEAK ECONOMIC PERFORMANCE

Accordingto the IMF’'s World Economic Outlook of July 2013, emerging country growthis expected to
be 5 percentin 2013 and about 5% percentin 2014, and growthinemerging marketand developing
economiesis now expectedto evolve ata more moderate pace, some ¥, percentage pointsslower thanin
April’s Outlook. Forecasts for the remaining BRICS have beenreviseddownas well, by !4 to %
percentagepoints. In China, growth will average 7% percentin 2013-14,% and }; percentage points lower
in 2013 and 2014, respectively, than previously forecast.

As for China, its average growthrate in the past 30 plus years has beenaround 9.5 percent, while
currently it has slowed to around 7 percent. Although 7 percent growth is not exactly slow, it is
substantially lower than its historical performance. Due to hugeresource demand from China, the
deceleration of Chinese economy will decreaseits imports, so China’s economicslowdown will spill
over toits emerging market partners. At the same time, the demand from developedmarkethas
decreased, which hasinfluenced emerging countries’ exports as a whole.

The reasons for the BRICS’ economic slowdown arerather complicated. One of the key reasons stems
from developed countries’ monetary policies. Central banks in the US,EU, and Japan have been
responsible for adopting quantitative easing inlast two years and have started withdrawing from “easy
money” policies, sparking “global currency wars”and creating “financial turbulence” in emerging
markets. Hot money has run away from emerging markets and devaluestheir currencies in the short
term. Thing leadsto inflation and to shrinking investment. For example, Indiaand Brazil have recently
experienced steep sell-offs in their currencies. In short, global financial stability is at risk as central banks
of the US draw back from ultra-easy policies thathave flooded the world with cash, because emerging
marketslackdefenses to prevent potentially huge capital outflows.
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BRICS’DISADVANTAGED POSITIONIN GLOBALECONOMIC
GOVERNANCE

Withrapid economic growth and increasing middle classes, BRICS nations are on their way to changing
the political and economic map of global economic governance. However, the reform of imbalanced
global economic governancestill lags behind thereality, especially in termsof international economic
institutions and internationalmonetary system.

The Bretton Woods regime—the World Bank and International Monetary Fund—have someinherent
shortcomings in their design. The decision-making mechanisms in the WB and IMF are unfairly
dominated by a few countries. Due to the financial crisis, the World Bank and IMF carried out a number
of reforms, but the US still enjoys its hegemonicstatus. Until today, the voting reform hasn’t received
legal confirmation fromits largestmember. In addition, the mechanism for selecting senior managers in
these institutions is not transparentand lacks the standard criteria and any measure of bureaucratic
process. Itiscommonly accepted that the president of WB will be an American national, and the sameis
true of the IMFhead being a European.

Concernand doubt over the currentinternational monetary systemexist in threemain areas: Firstly, the
US dollar remains the majorinternational reserve currency,and the diversification of international
reserve currencies is a slow process. The US dollar currently makes up 60 percentof all international
reserve assets. Secondly, the frequent and large fluctuation in exchange rates of the major international
currency, i.e.the US dollar, Euro, Japanese Yen have negativeimpacts on the world economy, and in
emerging countries that endure huge pressurein keeping their exchange rate stable. Thirdly, the speed of
international capital flows are becoming fasterand morevolatile, igniting shocksin emerging market.

Due to the unfair international currency system, emerging marketsare vulnerable. So recently the rapid
devaluation of the currencies of India, Brazil, Turkey and Indonesia etc.is not a short term problem.
Theyrepresent along-term and systemic problem.

BRICS SEEKSTO COOPERATE

Given their position as one of the engines for global growth, BRICS leaders have come together to
demand a greater voice on the world stage. Although the five countries represent divergent political and
economic systemsand are often competinginstead of cooperating, they still call for the reform of global
economic governanceunder the framework of BRICS and G20. The five countries have emphasized
“continue furtherexpanding and deepening economic, trade and investment cooperation” between one
another during past summits.

The final documentof the fifth summit in South Africa outlined the importance of cementing the
BRICS alliance furtherand declared, “we aim at progressively developing BRICSinto a full-fledged
mechanismof current and long-term coordination on a wide range of key issuesof the world economy
and politics,” adding that today’s global governance architecture is run by institutions that were
established duringa different era.




BRICS countries agreed to establish a development bank; however the details need further discussion
and coordination. The BRICS DevelopmentBankis aimed to resources for infrastructureand
sustainable development projects in emerging economiesand developing countries. Establishing the
BRICS DevelopmentBankis a concrete step for deeper cooperation among the five countries. The bank
will help BRICS countries absorb financialrisksand provide supportfor the development of African
countries, in particular. The planned developmentbank is feasible and would supplement the existing
efforts of multilateral and regional financial institutions for global growth and development, and stand
for the developing world in their trying to reform the unfairinternational development aid system.

Toreduce dependence on the IMFina crisis, the five-member group agreed to establish foreign-
exchange reserve pool and currency-swap arrangements aimed at ensuring financial stability and dealing
with any short-term liquidity problems thatmight arise. On August27,Yi Gang, vice president of
China’s central bank said thatthe BRICS foreign-exchange reserve pool will launch soon, the size of the
reserve pool will be 100 billion US dollar,and that China will contribute the largestshare. Itis timely
measures for BRICS members who face the short-term liquidity problem.

CHINESE ROLEIN BRICS

China acts asanequal and close development partner in BRICS, not only in trade but also ininvestment,
foreignaid,and other broaderdevelopment areas. China sharescommon ground with other emerging
economies, especially in the pursuit of a new internationaleconomic order and the democratization of
international relations. China devotes toincrease BRICS’ collective voice in global economic
governance.In China’s view, this momentum woulddemocratize international relations by offering
developing counties a greater voice. During the fifth BRICS summit, Chinese President Xi Jinping
emphasized the importance of global partnerships and urged countriesto promote cooperation on
issues including the economy, trade, finance, infrastructure building, and people-to-people exchanges.
President Xi Jinping said, “no matter how the reform of global governance may unfold, we should always
take anactive and constructiverole in the processand make the internationalorder more justand
equitable so as to provide institutional safeguardsfor world peace and stability.”

China valuesitsidentity as an emerging economy and a developing country by enhancing its
contribution to the BRICS and South-South cooperation. China has become Africa'slargesttrade
partner,and Africais now China's major import source, second largest overseasconstruction project
contract market,and fourthlargestinvestmentdestination. In China’s view, the poor economicbasis and
insufficient construction capital have always been the factors limiting the development of African
countries. So Chinese government encourages and supports enterprises and financial institutionsto
increase investmentin Africa, striving toimprove the quality and level of China-Africa cooperation.
Accordingto the white paper on “China-Africa Economic and Trade Cooperation,” published on
August 29,2013, Africahasseena decrease of foreign directinvestmentsince 2009, but an accelerated
growth of direct investment from China during this same period. From 2009 to 2012, China's direct
investment in Africaincreased from $1.44 billion to $2.52 billion, with an annual growth rate of 20.5
percent. Over the same period, China’s accumulative direct investment in Africa increased from $9.33
billion to $21.23 billion, 2.3 times the 2009 figure. The rapid growth of China’s direct investment in
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Africaisindicative of Africa's developmentpotential and investmentappeal, and also points to the
mutually beneficial nature of China-Africa cooperation.

China wants to play a constructive rolein global economic governance. BRICS is animportant
mechanism for China to participate in globaleconomic governance. Butitis still in early stage for
BRICS’ cooperation compared with the G7.In G20, G7 is a very mature bloc in shaping agendas and
regulation making. The BRICS’ voicein G20is rather scattered, mainly stressing some principles while
initiating few concrete common policies. For China and its BRICS partners, they should do more to
shape international economicagendas and reinforce research cooperation among their think tanks,
whichis the basis for BRICS engagingin global economicgovernance.
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Future of Global Governance within the Context of EU-Russia
Relations: The Geopolitics of Energy Resources

Bola A. Akinterinwa
Nigerian Institute of International Affairs

INTRODUCTION

Global governanceis increasingly becoming more challenging than ever before, essentially, on the one
hand, because of emerging challengesto the leadership of the Western world, and particularly to the
United States and, on the other hand, because of the threatsto the sustainability of European leadership.
Explained differently, global governance has beenlargely defined by the West in the last century but that
leadershipis being threatened by variouseconomicfactors, such as energy resources. In this regard, oil
and gas not only occupy a critical placein the foreign policy of the EU but also particularly in the
relationship between the European Union (EU) and Russia.

For instance, in 2008, seven Member States of the EU (Bulgaria, Estonia, Finland, Latvia, Lithuania,
Romania and Slovakia) were dependent on Russian gas supply to the tune of 100 percent. Greece and
Hungary dependedon Russia to the tune of 84 percent and 81 percent respectively while Austria and
CzechRepublic accountedfor 70 percent and 76 percent. While the percentage of totalgas import from
Russia for some countrieswas nil (Cyprus, Denmark, Ireland, Luxembourg, Malta, Netherlands,
Portugal, Spain, Sweden and United Kingdom),import of Russian gas by France (23 percent),Italy (36
percent), Germany (57 percent)and Belgium (8 percent) is equally noteworthy. Thus,toareasonable
extent, the EU depends on Russia for gas supply and this dependencehas beena majorsource of
political and economic concern.

Since the mid-2000, the question of energy security in Europe has beena top priority among the
Member States of the European Union, especially because the international developments in the energy
sector hadled many Member States to feel threatened. Access to oiland gas in the Middle East is
increasingly hamperedby the political instability and insecurity in the region. Russiais also stymieing
Europe’s efforts to erect alternative pipelines thatwould giveit access to oiland gas and reduce its
dependency on Moscow. The European Union market-based or liberalization of its energy policy does
not guarantee Member States access to oil and gas outside their traditional partners. This situation
compels the need for the EU’s consideration of combining the liberalization policy with a geopolitical
approach, or evenresorting exclusively to the geopolitical strategy in order to guarantee its Member
States energy security. The choice between these considerations is the focus of this presentation.

Some basic questions arespecifically requiredto be addressed for the purposes of the Conference’s
Session Five on ‘The Geopolitics of Energy: The European Case’: what are the primary objectives of the
EU’s energy security policy? How are changes in the globalenergy dimension. .. affectingthe EU?Is the
EU-Russia energy relationship becoming more or less balanced? Is Europe successfully meeting its
climate changegoals withrenewableenergy? Apart fromthese questions, itis useful to also askif there
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canbe any good global governancein which Europe willbe actively involved without Africa. What really
isthe place of Africainthe geo-politics of energy?

Inaddressing these questions, it is useful, grosso modo, to put the analyses not only within the context of
the geo-politics of energy in Europe, but also,moreinterestingly, at the level of the energy relations
between Russia and the EU.

GEOPOLITICS OF ENERGY IN EUROPE

One major problem on which the geopolitics of energy in Europe is largely predicated is the fear of the
unknown at the level of the attitudinal disposition of Russia towardsthe EU. True enough, the EU wants
torelate with Russia on the basis ofits cherished democratic values largely predicated on market-based
or liberal principles, with the ultimate objective of ensuring alternative sourcesof energy supply.
However, there is nothing to suggestthat the same fear of uncertaintiesat the level of Russia cannot exist
atthelevel of the new energy sources.

Against this possibility, Europe is confronted with a choicebetween a market-basedapproachand a
geopolitical approach, or evena combination of bothinits energy policy. There are benefitsin the
market-based liberalization approach to energy security, but Europe may, however, be better off
combining the geopolitical approach with the market-basedapproach to energy problems. Thereasonis
that the geopolitical approach is essential to guarantee the security of Europe’s energy supplies pressure,
aswell as contain likely threats and sanctionsfrom Russia. Energy security is not only assured in this
postmodern era with the buyers and sellers market mechanism, but alsowith the involvement of
geopolitics. Inany case, the liberalism or market-basedapproach can only apply to EU partnersand
cannot assure EUmember countriesof supplies from non-members, which means that it is a limited
option.

So,the geopolitics of energy in Europe is of very significantinterest to all European countries, and this
concernalsoincludes the threat that Russia poses since the demise of the Soviet Union. Itis for the
importance of geopolitical considerations that the Russian President Putin described the dissolution of
the Soviet Union as “the greatestgeopolitical disaster of the (20th) century”and decided thatthe
separation of Abkhaziaand South Ossetiafrom Georgiamustbe upheld because of Georgia’s tilt
towards the West.

Thus, as far as the international energy sector is concerned, and particularly the geopolitical calculations,
Russiais determined not tolet the United Stateshave the entire Georgia with Abkhaziaand South
Ossetia because anindependent Georgiais criticalto the international flow of oil. As noted earlier, a
pipeline for crude oil now runs from Baku in Azerbaijan, on the Caspian Sea, through Georgia to the
Turkish Mediterranean coast. The link provides the Westaccessto the energy resources of Central Asia.
[And] if that accessis cut, Western Europe would lose its alternative source of energy.

The foregoing is not only anillustration of the strategicimportance of geopolitical considerationin the
quest of energy, but also why it is important to develop the competence to employ the dualapproach of
market-based and geopolitical strategy in Europe. As such, the growing competition for globalresources
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is affecting Europe to the extent thatit is creating new consciousness about the imperative of employing
geopolitical considerationsin ensuring the availability and accessto energy resources across the globe.
Whereas political revolutions and sundry terrorism-related security problems are creating obstacles for
Europe’saccess to oil resourcesin the major supplier countries in the Middle East (Iraqand Iran for
example) and South America(Venezuelafor instance), Russia itself has started playing politics with
energy resources. Since the second coming of President Putin, Russia, which ‘holds around 6 percent of
the world’s oiland 23 percent of the world’s gas reserves, has demonstrateda willingness to use its
energy resources as a politicaltool in pursuit of sundry interests. This is the reason why Europe needs
the dual approach of market-based and geopolitical approaches to energy security.

DEALING WITHTHE ISSUES RAISED:

What are the primary objectives of the EU’s Energy security policy?

The EUis one of the world’sleading importers of oil and gas. The untoward implication which such a
highimport dependence on external sourcesof supplies for this critical resource portendswas brought
to the fore by the oil crisisof 1973 and 1979 and, equally important, by the 2006 Russian-Ukrainian gas
disputes. Since then, at the core of the values of the EU foreign and security policy has been the active
pursuit of energy security defined by the European Commission as "theability to ensure thatfuture
essential energy needs can be met,both by means of adequate domesticresourcesworkedunder
economically acceptable conditions or maintained as strategic reserves,and by callingupon accessible
and stable external sourcessupplemented where appropriate by strategic stocks‘. Bartonetal.
elaborated further on some of the key indicatorsof energy security by suggesting thatitis “a condition in
whichanationand all, or most of its citizens and businesses, have access to sufficient energy resourcesat
reasonable prices for the foreseeable future free from serious risk of major disruption of service.”

Against this back drop, the primary objectives of the European Union’s energy security policy have
clearly beentoattain:

* Secured energy resource supply chains whilst guaranteeing the least possible likelihood of
disruption delivery of network systems;

* The establishment of competitiveinternal energy markets;

* Thedevelopmentand deployment of innovative technology for the developmentof alternative
aswell asrenewable energy sources and in the samevein, but pursuantto attaining sustainable
levels of energy consumption;

* Andtheestablishmentofaverylow-carboneconomy by 2050.

How are changesin the global energy dimensions —shale gasrevolution, growing competition for
resources, political revolutions in and problems with supply countries—affecting the EU?

The global energy market is currently in a flux withimmense potentials for disruptions given the
momentous changes taking placeacross the broadspectrum of the supply chain, as well as the
burgeoning demand from emerging globalindustrial complexesin China and other Asian countries. The
political turmoil occasioned by the Arab Springhas also introduced additional dynamics into the supply
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equation of major oil suppliers,including Libya, Algeria, Morocco, Tunisia, Egypt and Syria. The face-
offbetweenIranand the West portends even further potential disruptions.

Already the EU’s dependence on Africaand the Middle-East and on Russiafor oil and gas supplies has
beenmade even more tenuous not only by the unprecedentedgrowth inits own energy demand profile
butalso by the fact that the increasing liberalization of the global energy sector has simultaneously
intensified the extant competition posed to it by other countries and regions of the world.

Consequently, the EUis compelled to re-assess/forge new partnerships with the view to mitigate,if not
completely overcome, its vulnerability in the energy sector. From the association withits Mediterranean
and new eastern neighbors to the transatlantic cooperation with North America; fromits strategic
investment drives in emerging financial capitals of the Middle East to the development co-operation
arrangementswith the African, Caribbean and Pacific (ACP) group of countries (i.e. the Economic
Partnership Agreement, EPA), EU energy security policies dovetails the critical reality in these countries
in their capacity as key external energy suppliers to Europe.

Rising up toits energy security challenges (i.e. to the challenges of competitiveness, sustainability and
cost effectiveness) dictatesanincreasing resort to EUwide—rather than parallelnational—energy
schemes. This, initself, is throwing up externalgovernance challenges for the E U as its energy security
policies are thrustinto the vortex of complex interdependenciesas well as their concomitant
institutional praxis.

Global energy changes arealso impacting the EUin terms of compelling the revolutionizing of its
technology for efficient production and use of renewable energy to meetwithits set greenhouse
emissionreduction goals. This goal—attaining an 80 percent reduction of Greenhousegas emission by
2050—is now also been actively canvassed and furthered by policies and targets that aredeemed
congenial to the establishmentand sustenance of low carbon economies. These efforts notwithstanding,
the realization of this goal is markedly dependent on the vicissitudes of economic growthsand
geopolitical developments, global energy pricelevels, marketdynamics, the availability of natural
resources the developmentof future technologies, the availability of natural resources, social changeand
public opinion.

In effect, global energy situationshave presented simultaneous conditionsof threats (from globalized
competition) and opportunities (from wider market spaces) for diversestake holdersin the energy
sector of the EUand its constituent states. This is having far reaching socio-economicimplications for
restructuring the sector at the home front.

Inthe same vein, energy sectorreforms, growing capitalinvestment in the oil and gas industry and the

diffusion of shale gas technologies, as on-going beyondthe shores of the EU, i.e. in other countries of the
world, are also of criticalinterest to the EU.

Is the EU-Russia Energy Relationship becoming more or less balanced?

The degree of dependence on one another is about 50-50, but it has the potentialto become detrimental
tothe EU inthe foreseeable future. Russia actually supplied 55 percent of EU’s energy needs in 2008. As
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projected by the International Energy Agency (IEA), the EU may import 84 percentof its energy needs
in 2030. Even though the EUis giving the impression of goodness inregional integration, the EU s
increasingly challenged by critical problems of migration. The increasing membershipof the EU also
implies anincreasein consumption of energy resources, and therefore,increases in the degree of
dependence on Russia. Besides, the EU demands for Russian energy resourcesare partly explained by
the fact thatinternal European sources areon the path of depletion.

Another mainreasonis not only that supply is generally a function of demand in any trade relationship
but particularly that the instrumentfor dependence is constant for both the EU and Russia. This
constant factoris the pipeline whichis the channel of gas supply. The fear of the unknown canbe
explained and understood in many ways. For instance, Russia has consciously and abruptly reduced
energy supplies to Ukraineand Belarusin the past and the reduction has had adverse effects on the EU.
Besides, Russia is not favorably disposed to western influence in Georgia, Abkhazia,and South Ossetia
because of the crude oil pipeline running from Baku in Azerbaijan through Georgia to the Turkish
Mediterranean coast. In this regard, if there is any disruption of supply, the EUmay not have access to
the energy resources of Central Asia.

High energy prices and the lack of spare capacity, particularly in the oil market,have made the global
economy sensitive to energy disruption. Energy security,in terms of supply and stability of price (two
key factors for economicstrength and growth inindustrialized and industrializing countries), is
intertwining with geopoliticsand international relations. Therefore, the need to ensure greater energy
security and betterregulation of energy supplies will turn energy policy into a muchmore politicized
issue, as the energy relationship between the EU and Russiahas portrayed. The EU-Russia economic
relationshipis,inreality,about oil and gas.

The European Unionis almost 50 percent dependent onimports for its energy consumption. A large
partofits oiland gas imports come from Russia. It is common knowledge that Russiaand the European
Union have aninterdependentrelationship in trade, energy and investment; however, it is oftena source
of tensionand of course not balanced, as witnessed in a number of conflicting situations, including
several cases of suspension of oil and natural gas deliveries, as well as variousembargoes. The EU—
Russia relationshave remained inbad shape. The most prominent in the main being the
misunderstanding arising in the last crisesover oil and gas deliveries from Russia to Ukraine which
triggered virulent criticism about Russian energy strategies and its abilitiesat being a safe supplier .

Part of the problem of the EU-Russia energy relationship stems from the fact that countries in Europe
prefer to deal with Russia on energy under the framework of the Union, instead of as individual
countries. Itisimportant to note here thatin engaging Russiaon energy, the EU does not have a single
tull fledge energy policy. And as scholars opined, if the EU wants to arrive at a more balanced
relationship with Russia, it needs to have a single full-fledged policy on energy with aninternal market
and an external approach. In fact, Europe shouldworry less aboutthe exercise of a geopolitical strategy
but more about Russia’s ability at reformingitselfand being the right supplier for Europe’s 21st century.

Although, there have been many attempts at reviving this vitalrelationship as have been noticedat the
launch of an energy dialogue, plans to build four ‘common spaces,’ promises of visa-freetravel, or the
start of negotiationsona comprehensive new cooperation treaty. For arobust relationship, it is
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necessary that before the EU attempts yet anotherre-launch of its Russia policy, it should take stock of
what works in favor of its existing relationship and what doesn’t.

Is Europe Successfully Meeting its Climate Change Goals with Renewable Energy?

Fighting climate change is a strategic priority for the European Union asitis working hardto
substantially cutits green gasemissions and at the same time encouraging other countries and regions to
cut emissions too. Thisis evident as the EUleadershave committed to transform Europe into an energy-
efficient,low-carbon economy.

In2007, Europe’s political leaders made another joint commitment in the areaof climate policy. During
Germany’s EU presidency in March 2007, they agreed toan EU Commission proposal dated January
2007 which sets out new climate protection goals for the EU.In January 2008, the European
Commission presented a designed framework whichis to help coordinate the individual mechanisms of
the European climate policy and the 20-20-20 (known as “3x20”) targets.

During France’s EU presidency in July 2008, energy policy was set as one of the top priorities. The
measures comprised commitments by the EU to reduce its total energy consumption by 20 per cent
throughincreased energy efficiency, to reduceits total carbon emissions by 20 per cent and to increase
the overall share of renewable energy in total EU energy to 20 per cent.In October 2008, the European
Parliament approved the energy and climate policy withiits final version agreed on by the European
Council at the EUsummitin December2008.

Basically, the main focusis on the future form of the EU emissions trading system. This emission trading
system encompasses around 50 percent of all greenhouse gasesemittedin the EU. In other sectors like
the agriculture or smallindustrialoperators, an overallemissions reduction target of 10 percent by 2020
was also set. For the first time, binding targets for the use of renewable energies werealso set. Thisstates
that,by 2020, renewable energies must makea 20 percent contribution to electricity and heat
production with a parallel20 percentdropin overall energy consumption. Since Member States have
different energy mixes, economic wealth and capacity to act, the frameworkhas also included
mechanisms that willensure a fair distribution of efforts between the m. This frameworkis also
complementedby the Energy 2020 Strategy thatassesses the challenges and measureswhich will ensure
that a competitive sustainableand secure energy systemisin place.

Europe has also made successful efforts in reaching its 20 percent 2009/28/EC Directiveon the
promotion of the use of energy from renewable sources (referred to “RES Directive”) by 2020 with a
renewable energy shareof 13 percentin2011.21 Member States had already met,in 2011, the
2011/2012 interim targetsset by the RES Directive with only six Member states needing to make
additional efforts. In the renewableelectricity sector (RES-E sector), 14 Member States overachieved
the 2011 targets they had setin their National Renewable Energy Action Plans (NREAPs), while 13
underachieved them. In the renewable heating and cooling sector (RES -H&C sector),23 Member States
were above their 2011 NREAPs targets and justfour Member States underachieved. Renewables in the
transport sector (RES-Tsector) have seen slower progress thanin the former two sectors, with only
nine Member Stateshaving reached or exceeded theirNREAPs 2011 targets,and 18 having
underperformed.




The EUissstill a pioneer and role model whenit comes to climate changeand energy policy andis also
the driver of international climate protection.

CONCLUDING REFLECTION: FUTURE OF AFRICAN RESOURCES AND
GLOBAL GOVERNANCE

Africaremains a critical nexus of the global energy system. With Nigeriain the lead and many other
countries that have recently struck oil in commercial quantities (Niger, Ghana for example)joining the
league of oil producers, any country or group of countries canill afford to minimize the significance of
the African continentin any energy security calculations. Fortunately, the basis for arobust
collaborationbetween Africanand EU energy industriesalready exists, given historic partnership ties
under the ACP-EUTrelations,as well as at other economicand commercial levels. Nigeriaand the EUare
certainly on the same page in terms of the conviction and commitmentto energy sector reforms. As we
speak, for example, the people and Governmentof Nigeria are actively deliberating on a Petroleum
Industry Bill (PIB) which will usherin extensive reforms in the Nigerian petroleumindustry. EU energy
security policies can therefore meaningfully interface with globalindustry situations as obtained in
Nigeria, in particular,and Africa,in general.

Although the combination of the market-based and geopolitical approaches to energy security in Europe
isvery attractive, this,however, is not to say that the combination of the two approaches is fool - proof. It
is far from it. It has a very severe challenge in the division of EU m ember statesinto different economic
and geopoliticalintereststhat still militateagainst the acquisition of the competence to adopt the two
approaches. Intermsof the adoption of these two approaches, therefore, Europe is stillan international
energy actor in the making, for although the liberalization or market-basedapproachis a point of
convergence between member states, it is still not a sufficient or strong platform for projecting a
geopolitics-based energy policy to non-membersor outsiders. The implication of the foregoingis that
energy security has continued to be a key problemto the EU and its Member States. .

More interestingly, estimates in 2003 portrayed Nigeria’s recoverable crude oil reservesat 34 billion
barrels, whichis expected toincrease dueto additional exploration and appraisal drilling. Asitis, over
900 million barrels of crude oil of recoverablereserves havebeenidentified. That said, Nigeria has an
estimated 159 trillion cubicfeet (Tcf) of proven natural gasreserves, pitting the country as among the
top tennatural gas endowed country in the world. However, due to alack of utilization infrastructure,
Nigeria stillflares about 40 percent of the natural gasit produces and re-injects 12 percent to enhance oil
recovery. According to the World Bank estimates, Nigeria accounts for 12.5 percentof the world's total
gas flaring. Although, it was officially pronounced that gas flaring would end by 2008, unfortunately, it
hasyet tostop. Itisimportant to also observe that, over the years, Nigeria has proven to be among the
most investment-friendly nations for International Oil Companies, not only because of the geological
configuration of its terrain but for the relative security of investments in the industry, as compared to
other parts of the world endowed with oil and gas; e.g. Middle-eastern countries.

Asa matter of fact, the above data suggestthat, for the EU to find leverage against Russia in oil and gas, it
is pertinent and necessary for the EU to court Africaand most specifically Nigeria inits search for
alternatives. Thisalternative cannot but be dual focus, it is either they look for alternatives to fossil fuel
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or alternative market thatwill guarantee them access to oil and gas. However, alternative sto fossil fuels
remain expensive for the time being. Above all, whatis the surety thatthe alternative will be enough to
spread around countries thatmake-up the EU? What about cost of production, taking into consideration
the cost of research and development (R&D)? Invariably, thatleavesthe EU with no other option than
Africawith particular reference to Nigeria and the Gulf of Guinea nations. For the accruing benefit to
come to the EU, itisimportant for the EUto investin the restructuring and redirection of the industry
towards achieving sustainable development of the country. This must also include technology transfer
thatis of utmostimportance to the oil and gas industry, especially which one that will trap gas for export
purposes.
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The Geopolitics of Energy: The European Case

Thomas Gomart
French Instituteof International Relations

Itis very oftenstated that the European Union (EU) will completeits internal market for naturalgas and
electricity by 2014.Itismuchless said that the EU will become in 2015 the largest oilimporterin the
world taking over from the United States. Its grossconsumption in terms of oil and gas is now far
greater thanits domestic production. By 2035, net imports of oil, coal and gasin Europe should have
increased by 48 percent. Evenif the EU continues to develop renewable energies and promote an
international cooperation agendaagainst climate change, it will be increasingly dependent onits various
regional environments and partners to be supplied with requisite energy sources. Inaddition to that, the
global energy demandis projected to increase by more than 30 percent until2035 — this growth s likely
tobe driven by China and India. In this context, ‘energy can (either) be a powerfulvector of cooperation
and integration or amajorsource of conflict’ as claimed the EU Commissioner for Energy Gunther
Oettingerin2011.The same year,the EUimported crude oil from Russia (35 percent of the total),
Norway (12 percent),and Saudi Arabia (8 percent). The EUalso imported natural gas from Russia (30
percent of the total), Norway (28 percent),and Algeria (13 percent). The EU also imported coal from
Russia (26 percent of the total), Colombia (24 percent),and the US (18 percent). There areessentially
three key countries to EU energy supplies: Russia, Norway,and Algeria. Givenits international
positioning, Russia plays a very particular game which deserves to be discussed with ramifications for
the EUmarket and Russia’s normative and external powers.

BACKGROUND

In 2012, the economic crisis within the EU seriously impacted its energy demand. Annual consumption
of gas was 4 percent lower thatyear thanin 2011. Liquid natural gas(LNG) deliveries have continuedto
drop faster than consumption owing to higher priceson the Asian market(the threelargestexporters of
LNGtothe EU are Qatar, Nigeria, and Algeria). At the sametime, EU coal consumption and imports
have continued torise. The EU energy policy suffers from the economic crisis,and consequently the
declining competitiveness of the Europeanindustry, the consequences of the shale gasboomin the US
(US industry has a significantenergy priceadvantage over Europe),and the depression of the EU’s
Emissions Trading System (ETS). In this context, the recent EU summit dedicated to energy issues in
May 2013 has been based on very controversial issues including shale gas development, indigenous
resources,and investments ininfrastructuresand generation capacity. Generally speaking, given the
deepness of the crisis, the debate on energy policy will be more and more focused on the tensions
between the strong need toimprove the EU competitiveness at the globalscaleand its international
ambitions for example on climate change (next UN conference on climate change should take place in
Parisin 2015). This recent background would be incomplete without mentioning the geopolitical
consequences of the current turmoil in Egypt, and obviously Syria. Added to this, the oil and gas
deposits in the Mediterranean SeafromIsrael to Cyprus through Lebanon, Turkey and Syriawill
dramatically impact energy balances at various levels.




In other words, EU policy makersshould focus not only on energy policies but also on energy
geopolitics whichrequires a far morelong term perspective. Energy geopolitics is very often related to
energy security, whichis anintrinsically multidimensional notion, as it depends on where one sits.
Whereas consumer states such as European ones are mainly interested in securing their supply,
producer states are primarily focused on the security of demandfrominterdependent markets. Itis also
important to get access to the markets through transitcountries. Givenitslocation, the EU strongly
insisted on the security dimension of its nascent common energy policy, which is supposed to articulate
security of supplies, stable prices and environmental concerns. The finalization of the internal energy
market can only be successfulif accompanied by significant progress in the external dimension.
Inthisrespect,the EUis facing atleastthreemain political challenges. The firstis to overcome the
inherent obstacles and to ensure more convergence and coherencebetween the respective member
states’ external energy policies. The second isrelated to the actors. European energy policy regularly
seems to be limited to the debate between member states, the Commission, and third countries whereas
corporate actors as wellas opinions are highly involved. The third challenge is to design the political
framework of the relations with both supply and transit countries, to say nothing about rising
competitors over energy supplies. This memo will be focused on this verylast one.

Infact,a fine attempt at tackling the issue of the sensitiverelationship between European energy and
foreign policiesis needed, not only for the EUbut also for its partners and competitors. On the one
hand, energy dramatically impacts European economic competitiveness in a context of seriouscrisis,
and therefore its current international positioning. In such circumstances, its power market has been
seriously questioned. On the other hand, the EU canuse its energy needs to fuel its nascent foreign
policy, not only inits neighborhood, but alsoinits “far abroad.” In terms of policy making, the main
challenge for EU policy makers is certainly to link different issues and level of analysisin order tomap
properly (and possibly differently) powersacting.

This brief memois not aimed at presentinga comprehensive approach by listing all policy issues; it
instead intends to draw attention on three points to open discussion:

UNDERSTANDING RUSSIA’S ENERGY POSITIONING

Inbroad outline, since 1945, Russia (and formerly the USSR )was the only UNSC permanentmember
whichhas not been obliged to give political tolerance to authoritarian Middle Eastregimes to ensure
receipt of oil supplies. However, it is worth remembering the Saudi-USjoint oil producing policies in the
1980 to dramatically decrease Soviet oil incomes. This is something V. Putin and his team has surely not
forgotten. Givenits greatpower background, Russia can neither be compared to Norway nor to
Venezuela. Russia’s international standing is not at all limited to its energy supplies—theway it is for
instance for Saudi Arabia—butspans from its nuclear status to participation to G8 and G20, not to
mention UNSCand since 2012 WTO (stillout of OECD).

Not surprisingly, when dealing with Russia, EU policy makers above all think of European energy
security. The EU’s objective of liberalizing its domestic gas and electricity market have in fact clouded
their perception of the different actors—Russia firstand foremost. Consequently, the policy making
debate has been certainly Euro-Atlantic centricand mainly focused on Europe’s dependence on Russian




gas (especially after the crisis between Russia and Ukraine), on the possible forms of economic—
political blackmail made by the Kremlin, the Russian monopolistic control of pipelines between certain
energy producers and the European market, and on the injection of corruption into European politics.
EU policy making has sincealong timea dramatic needto better understand Russia’s organization,
capacities,and more importantly motivations. Policy making has been for instance mistaken by all the
debate from 2005 to 2011 about the so-called ‘gasdeficit: Russia’s very capacity to meet contracted
demand athome and abroadhas beenat the core of the questioning. Looking back, this was not the most
relevant question.

Policyissue: Given Russia’s importance in the EU energy mix (gas, oil, and coal), there are two ways to
formulate the current policy issue depending on where you seat. First,can the EU ensure Energy
Security withoutjeopardizing its relations with Russia? Second, isn’t Russiaone of the most robust
pillars to ensure Energy Security?

GAME CHANGERS FOR AND IN RUSSIA

Outside Russia, the two main game changers haveimpacted the Russia’s energy model on which Putin’s
power is based. The first one is the declining gas demand from the EUand the CIS. Therefore in2012,
for the first time since 2001, Gazprom has suffered froma significantdecrease of its benefits due toa
lower demand not only from the EU (-3.6 percent), but also from the CIS (-19.1 percent). The second
one is obviously the shale gas revolutionin the US. Asknown, the IEA has predicteda ‘global age’ for
natural gas, which releases muchlessgreenhouse emissionsand particulatesthan oil or coal. Thanks to
its shale gas boom, the US could becomeself-sufficient for its energy consumption, and has started
reindustrialization process. So far, at the global level, the US boom has reinforced the three-way division
of the global gas markets between North America, Europe, and the Asia-Pacificregion (which absorbs
2/3 of globally traded LNG). Apparently, Gazpromis under pressure, and its businessmodel would be
directly challenged by this revolution. One question is to know whether Russiawould be obliged to
move away from lucrative oil-linked gas contractsto lower prices in order to be competitive on specific
gasmarkets. Recently, Russian authorities and Gazpromhave persisted on oil-indexed pricing in
welcoming the GECF (Gas Exporting Countries Forum) in Moscow inlast July. Added to this, the EU
Commissionlaunched an antitrust caseagainst Gazpromin September 2012. For Gazprom, itis highly
important to secure the European market, and its marketdominance in the Central and Eastern Europe
countries asits strategicrelations with Germany and Italy, not to mention Turkey out of the EU.

Inside Russia, the first game changerhas been the merger between Rosneft and TNK -BPin November
2012. Since a few months, Rosneft and Novatek took important stepsto consolidate their positions both
abroad and within Russia. Both companies have clearambitionsto develop their gas production, and
intend to destroy Gazprom’s monopoly on gas exportations. To someextent, the real competition is
within the Russian system.

Policyissue: EU policymakers’attention will be drawn on the antitrust case launched by the
Commission against Gazprom (whichis good news for other Russian energy players such as Rosneft or
Novatek). However, the key point is to say that Gazprom’s strategy willnot only be oriented towards
Europe,and to foresee possible consequences and adjustments. As stated one Gazprom’s highlevel




executive: “Asiawithits growing gas demand potential and willingnessto buy gas at oil-indexed prices is
becoming anincreasingly attractive destination for gasproducers including Gazprom.” EU policy
makers shouldbe very careful on this shift,and on the gas relations between Russia and its Asian clients
(Japan,and China). Gazprom’s strategy does not exist by itselfanymore (the analysis shouldnot be
focused only onits relationship with the States, and its foreign partners):it will be increasingly related to
Rosneft’s one.

FSU (FORMER SOVIET UNION) AND TRANSIT COUNTRIES

Within the FSU, Russia has favored bilateral approaches with energy producing and transit countries,
amongst whichitis still the dominant power. As a result, the FSU spacehas been considerably
fragmented. Likewise, the EU has supported regional integrationin every part of the world, except in the
post-Soviet space (this approach has beenreinforcedafterthe 2004 EU enlargement). The EU—andin
different ways the US—has deliberately tried to politically split Russia from former Soviet republics.
Launched in May 2009, the Eastern Partnership was supposed to provide a ‘specific Eastern dimension’
to the European Neighborhood Policy (it was also a way for some member statesto balance the Union
for the Mediterranean launched in July 2008). Major events have happenedsince thattime: there is no
need toinsist on the transformative process within statesinvolved in the Union for the Mediterranean,
some of them are critical for EU oil and gas supplies.

Adevelopment would have deserved moreinterest from the EU policy makers: the Eurasian Customs
Union (ECU) of made Russia, Belarus and Kazakhstan, which acquiredinstitutional coherence and
efficiency.Infact,the FSU canalso be seen as having been partly maintained, not only through ECUand
other regional organizations. The war in Georgia in 2008 marked a turning point. By using military
force,Moscow has conspicuously added a military componentto its foreign and energy policies. This
extra dimension, coming on top of energy investment and infrastructures within the region, may be the
bonding agent that maintains the notion of FSU in the foreseeable future, especially if Western countries
use military force in other parts of theirneighborhood (Libya, Mali—and possibly Syria).

In the current context,a special attention should be paid to two countries: Ukraine and Azerbaijan. Both
arerelated given their differentrole in EU gas supplies. In April 2010, Ukraine and Russia signed the
Kharkiv Agreements(discount gas deliveries against military presence). Whereas Brusselsnegotiates
withKievaDeepand Comprehensive Free Trade Area (DCFTA) on conditionality, Moscow
emphasizes the benefits of the ECU explaining that a DCFT A wouldseriously damage Ukraine’s
economy. Since 2009, there is also a clear strategic choice madeby Moscow to decreaseits gas transit
dependency on Ukraine to get access to the European market: for Gazprom, the operating North
Stream and the SouthStream project areaimed at developing a transit-diversification policy. From the
EU Commission point of view, this debate has been summed up for a while by a project-word: Nabucco.
InJune 2013, instead of choosing Nabucco, the Shah Denizconsortium favored the TAP (Trans Adriatic
Pipeline) for its gas transportation to Europe. The EU continues to ne gotiate an association agreement
(withouta DCFTA) with Azerbaijan. In August 2013, Vladimir Putin visited Baku,and energy
agreements between SOCAR and Rosneft wereannounced.




POLICYISSUE

The forthcoming November 2013 Eastern Partnership summit in Vilnius is challenging. A redesign of
EU external policy towardsits Eastern neighborhood, as its Mediterranean flank is in deep turmoil. Part

of the challengeis tointegrate energy supplies into a robust neighborhood policy taking into accountthe
keyinfluence of Russia.




‘Relaunching the G20’ [Extract]

Mike Callaghan
Lowy Institute for International Policy

THE G20: A POSITIVE START BUT GROWING CRITICISM

The establishment of the Group of Twenty (G20) Leaders’ Summits has been a significant development
in global economicleadership. This was underlined by the forum’s initial response to the global financial
crisis. US President Barack Obamadescribed the G20’s London Summit in April 2009 as a ‘turning
point in our pursuit of global economicrecovery, with the G20leaders agreeing to ‘unprecedented steps
torestore growth and preventa crisis like this fromhappening again.’

Outside observerssharedthe President’s view. Inan opinion piece for the Brookings Institution, Colin
Bradford and JohannesLinn characterized the London Summit as‘...anenormous success in stopping
the dropin the global economy, in strengthening the financial and institutional capacity of the
international community toaddress future crises,and in pushing for national and global financial
regulation reform.’ They even predicted that...in coming years, the London G-20 Summit will be seen
as the most successful summit in history, eclipsing the G8’

More recently, however, critics have questioned whether the G20isliving up toits role as the premier
forum for international economic cooperation. Countries outside the G20 have claimed it lacks
legitimacy because it is unrepresentative, despite the factthat G20 members contribute over 80 percent
of global economicoutput. Recentleaders’ summits havebeen described as being littlemore than talk-
shops that have delivered few real outcomes.

Chris Giles, writing in the Financial Times on 18 June 2012, in the lead-up to the Los Cabos Summit,
charged that ‘living up toits billing as the world’s premier economic forum was always going to be a
challenge for the Group of 20. After a string of failures, the task for the Los Cabos G20 summitis to
stop the rot and prevent the organization from becomingirrelevant.” He concluded: ‘Despite the hype
surrounding the April2009 London summit, when leaders promised a new globaleconomicorder, the
reality hasbeen sobering.... It has the right countriesaround the table, but the sheersize of the G20
prevents spontaneous discussion, participants say. Sterile debates withoutany chance of agreementby
countries to change policies arethe orderof the day.’

Whatis more troublingis that publicinterest in the G20 agenda seemsto be diminishing. ‘National
Perspectives on Global Leadership (NPGL)’ isa joint project by CIGIand the Brookings Institution
that observes how national publics in G20 countries perceive theirleaders at global summits, as seen
throughlocal mediareporting. Its survey after the 2012 Los Cabos G20 Summit found little or no
interestinissues on the formal agenda, such as financialregulatory reformand ‘green growth.” What
captured greatest public interestwere issues thatwere discussed by leaders in the marginsof the
Summit, suchas the conflict in Syria.
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Much of the criticism of the G20is harsh, and expectations of what it canrealistically achieve have been
excessive. The G20 has shortcomings, butitis anactive forum of international economic consultation at
the highest level. Ina highly integrated global economy, cooperation and dialogue are essential.

Nevertheless,some of the critics of the G20 have a point. Real leadership will be required from within
the forum for it to realize its full potential. To date, the G20 has evolved inline with the ambitions and
processes of the countries thatchairit eachyear. The agenda haslargely become cumulative. If this
approach continues, the danger is that the forum will become weigheddown by procedural baggage and
an expanding agenda,and willlose what hasbeen the key ingredientto itssuccessso far—thedirect
involvement of the leaders and ministers of memberstates in dealing with the main challenges
confronting the global economy. The G20 needs strategic direction and broadagreement as toits
objectives, structure and processes.

Asan open, trading economy, it is vital for Australia thatthe G20lives up toits potential and contributes
toa stronger and morestableglobal economic environment. Asa member of the G20 Troikain2013—
comprising the past, present, and future chairsof the forum—and as chair of the forumin 2014,
Australiaisina position to help make thathappen. One of Australia’s goals as chair of the G20in 2014
should be to putin place arrangements that will help ensure that, as the forum develops, it will remain
focused and effective.

TO BE EFFECTIVE THE G20 HASTO BE FOCUSED

The G20 hasachieved a great deal. There is now a much closer dialogue between emerging-marketand
developed countries than existed prior to the crisis. The Framework for Strong Sustainable and
Balanced Growthis an historicexercise in mutual surveillance,in contrast to what was often perceived
as external surveillance by internationalbodies like the IMF. The G20 has helped reduce policy tensions
between countries. It has contributed to positive policy developments in major emerging markets, such
as China’s moves towards greater exchangerate flexibility and its efforts to boost domesticdemand. The
G20 has helped drive a major effort to strengthen the regulatory framework for the financial system
through the work of the Financial Stability Board. It has also generated significantgovernance reforms
in the World Bank and the IMF.

But while these achievements should be acknowledged, issues relating to the effectivenessof the G20
must be confronted. The forum needs to build on what has worked, and avoid what has not. For this to
happen, there has to be recognition by all G20 membersthat changeis required.

The G20 must maintainits focus and not lose its inherentstrength, namely the engagement of leaders.
But toachieve this there needs to be a circuit-breaker to move beyond the current approach whereby
eachyear’s chair buildson the agendaand processes of their predecessors. Without a break with the past,
the G20 will be left with an ever-expanding agenda and proceduresthat will undermine the effectiveness
and credibility of the forum.

To prepare ground for change the following approach should be pursued: Startthe conversation about
change within the Troika in 2013: the Russian chair is already seeking to focus the agendaand improve




the processes of the forum, and this shouldbe fully supported. But there shouldalso be a broader
discussion within the Troika about the need for a fundamental overhaul of the G20 processes.

Hold a high-level seminar: Australia,as 2014 chair, shouldconvene a high-level evaluation seminarat
the end of 2013 to discuss how G20 processes could be made more effective. It should be more thana
talk- shop. There should be a pragmatic discussion on specificchangesthat would enhance the
effectivenessof the G20. The seminar could be held back-to-back with the first Sherpa’s’ meeting under
the Australian chair in December 2013.

Drawing on the outcomes from the seminar, Australia, as chair, should prepare specific proposals for
what could be termed the ‘relaunch’ of the G20in 2014 in order to reform its procedures and agenda.
These proposals should be discussed at meetings of G20 finance deputies and Sherpas. The proposed
changes couldthen be discussed at the first meeting of G20 finance ministers and centralbank
governorsin2014,and agreed changesadoptedfor the 2014 leaders’ summit. In particular, Australia
should make changesto the way the leaders’agenda is decided and progressedin 2014 and establish this
asa precedent for subsequent years. The goal should be to keep the G20 leaders focused on the key
issues, maximize their involvement in areas where they can make a difference, and ensurethat the
messagescoming from their summits are clearly communicated.

Amulti-tracked approach: rather thanleaders attempting, or pretending, to cover all items on the G20
agenda,a focusedleaders’agenda should be adopted alongside a singleleaders’ declaration or
communiqué. Much of the currentwork within the G20 could continue at the official level and in
consultation with the international organizations. The outcome of this work wouldbe reported ona
dedicated G20 website, ratherthan being partof the leaders’ communiqué fromeach year’s summit.
The meetings of finance ministers and central bank governors shouldalso be more focused and strategic,
whichwould be reflected in shorter and more targeted communiqués so that the key messages are not
lost.

Leaders’and ministers’/ governors’ meetings shouldbe as interactiveas possible:lengthy presentations
by international organizations or status reports on work programs shouldbe eliminated. These matters
should be covered in documents tabled in advance of the meetings. The practice of having many ‘lead
speakers’for each agendaitem should be dropped. Formalset-piece interventions should be
discouraged. The chair of the meeting shouldensure that the discussions are focusedon achieving an
‘outcome.’

The measure of success for draftingleaders’ and ministers’ communiqués should not be a text that avoids
all contentious issues: the objective of officials should alwaysbe to facilitatea meaningful discussion
betweenleaders, ministers,and centralbank governors. That means officials shouldfocus onidentifying
the critical roadblocks that need to be discussed by leaders and ministers. The chair of the leaders’and
various ministerial meetings should be encouraging debate, and hopefully resolution, on the areas of
difference.

Keep the focus on the economy: given the considerable uncertainties confronting the global economy,
the focus of the G20leaders’ and ministerial processes should remain on the economy.Ifthe G20 is
reallytobe the premierforum for international economiccooperation, its main focus must be on
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helping to stabilize the global economy and achieving sustainableeconomicand jobs growth. It must
not be distracted and should be flexible in responding to changesin global economic conditions.

The Framework for Strong Sustainableand Balanced Growth and the MAP should be central to the
G20’s agenda and narrative: the Framework provides a pathway for moving to a post-crisis world that is
characterized by strong, more sustainable and more balanced economic growth. It shouldbe the
mechanism thatis used torespond to all vulnerabilities confronting the globaleconomy and is flexible
enough torespond to the unexpected. It should also be centralto the G20’s public narrative,used to
demonstrate that the objectives and policy measures or member states are consistent.

The risk, however, is that the Framework and the MAP will degenerateinto a routine, procedural
exercise for technocrats. To avoid this happening, finance ministersand central bank governors should
consider ways to strengthen the MAP. Thesewould include: ensuring that thereare common goals and
the need for complementary policy action; fostering an active debate between leaders, ministers and
governors onkeyareas of dispute; keeping the Framework member -ledwhile fully utilizing the
assessmentsundertaken by the international organizationsof members’ policy performance in order to
enhance accountability; focusing more extensively on the ‘up-side’scenarios presented by the IMF staff;
and recognizing the need to balance short-term policy imperatives with desirable medium-termactions.

CONCLUSION

Many observers of, and participants in, the G20 agree that an ever-expanding agenda is damaging the
effectivenessof the forum and thatitis being weighed down by a growing amountof procedural
baggage. The G20 must maintainits focus, but to do so there must be a distinctbreak with the
procedures of the past. G20 membershave to collectively agree that the forum will not simply follow
established practicesand will in future do thingsdifferently. In this regard it will be important tolearn
from the history of the forum and retain what has worked, and dispense with what has not. Thisis a
challenge Australiashould take up whenit chairs the G20in 2014.

In particular, the G20 needs to build onits key strength, namely its ability to bring together the leaders of
the world’s most important economies to confrontkey global economic challenges. This means taking
steps toensure that the interest and engagement of G20leadersisretained, including by ensuring that
their agendais focused only on the mostimportant and unresolvedissues. Moreover, given the
uncertainty and fragility of the global economic environment, the highest priority of the G20 should be
on restoring sustainable growth. Thiswill continue to be the key measure of the forum’s credibility and
its ability to realize its potential for global economic leadership.




In Search of a Sustainable Future for the G20: Disciplined Process,
Realistic Expectations, New Measures of Success

Memduh Karakullukcu
GlobalRelations Forum

There appears tobe a general sense of disillusionment aboutthe Group of Twenty (G20) as an effective
global governance mechanism. Disappointment typically stems from the incongruent expectations and
performance. Therefore, thinking constructively about the G20 requires a critical evaluation of
expectations together with anassessment of the efficacy of actual G20 processes.

The G20is a platform that brings together national leaders, driven by national political concernsand
national interests, to agreejointly onresponsesto global challenges. The membernations are quite
diverse in their wealthlevels, political culture, population and economicsize as well social psychology.
Given these conditions, divergence of national priorities is almost inevitable. The divergenceranges
from fundamental economic priorities to the style of politicalleadership.

Atafundamentallevel, the developednationsin the G20 are primarily concernedabout maintaining the
prosperity level and standard of living of their citizens, whereas mostdeveloping nations are focusedon
sustaining their remarkable growth rates. “Maintaining wealth” and “catchingup” usuallylead to very
distinct policy priorities. This rift underpins diverging outlooks on many global issuesincluding financial
regulation, rebalancing, monetary policy spillovers, climate change etc.

There are faultlinesat a more artificiallevel as well. Some leaders may view the G20 as an opportunity

to promote their nationalstanding or even to air their moralistic outlook on global issueswith a limited
concern for actual results whereasothers may measure theirsuccess predominantly by the joint actions
of the G20. This divergencebetween a preference for grand standing and actual results may even exist

between politicalleaders and bureaucrats and experts in their own country.

Atanother level, some nations try to protect their privileges associated with other smaller groups such as
G8,BRICS,and UNSC at the expense of limiting the G20 mechanismand agenda. On the other hand,
those left out of these smaller groups may haveanincentive to distinguish themselvesby working on the
legitimacy gap of the G20 and position themselves as the proxy representative of those nations not in
the G20. Thatimplies anincentive to broaden the G20 agendato appeal to non-members.

Given these and other structuraldivergences, it isimportantto set expectations realistically. It is equally
important to design the G20 processescreatively inrecognition of these faultlines and with a view to
bridging them over timeas the contextevolves. Otherwise, disillusionment with the G20 may be
unavoidable.

With this context in mind, there may be different approaches to making the G20 moreeffective. Tothe
extent that one believes in the dominance of common global interests over myriad fault lines, procedural
remedies and improvements will be the more relevant approach to enhance G20 effectiveness. If,onthe
other hand, faultlines are viewed as a fundamental barrier to consensus and joint action, other




innovations would be necessary. These approaches are not mutually exclusive and may require
concurrent experimentation by G20 Presidencies. The following outline someideasfor
experimentation, starting froma premise of “strong common purpose” and moving to amore skeptic
view of “shifting faultlines.”

STRICT PROCESS MIGHT DISCIPLINE G20:

One could argue thatthe faultlinesamong the membersare not deep and that the interdependence
especially in globaleconomics and finance can anchor an effective G20 process.

Sucha premise would justify a beliefin the viability of achieving consensus by streamlining G20
processes.

First, the agenda could be strictly and narrowly shaped around the Frame work of “strong, sustainable
and balanced globalgrowth.” The Presidencieswould be requiredto link any new agenda itemsto this
core domainofinterdependence. The currentagenda accumulation problem canbe further curtailed by
introducing clearsunset conditions to each new proposeditem. Also, the Troika canbe used more
effectively to achieve continuity rather than allowing expansion of the agendawith each Presidency.

Second,agendaitemsmay be formulated to include concrete policy alternatives (mobilization of funds,
institutional mandates,launching new institutional mechanisms, dictating harmonization of domestic
policy actions etc.) builton extensive preparatory work. Furthermore, the joint decision process of G20
countries can be streamlined by assigning the negotiation processto different levelsof the political
hierarchy. The leaderswould be discussing only the key issues and groupings of ministers would take on
the responsibility for negotiating other agendaitems.

Finally, although there areno formalmechanisms to force members to abide by agreednorms,
transparency and peerreview of progressmay be used as instruments of soft pressure. Similarly,
international organizationsmay be given stronger mandatesto coordinate and implement policy action

atdifferentlevels of policy-making.

BROADER G20 AGENDA MAY BEWELCOME ASTHE BASIS FOR A
“GRAND BARGAIN”:

The usual assumptionis that as the G20 agendabroadens, effectiveness is diminished. However, from a
more skeptical vantage point, a broader agenda may be the only way to achievea “grand bargain” in the
context of somany faultlines and divergent priorities in the G20.

Furthermore, the desireto constrain agenda creep may simply be unrealistic as each Presidency has the
incentive toleave its mark by formulating or reformulating the agenda. Although some Presidencies may
be more disciplined in focusing on the core, the general trend appears to be in the opposite direction.

Asindicated before, the policy rift between advanced economies and advancing economies is
fundamentalwith implications for almostevery policy domain. Confronting that divergencedirectly by,
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for example, forcinga rapid currency adjustment or constraining national monetary policy is likely to be
tutile and counterproductive. Instead, it may be more productiveto bring in globaltrade, energy issues
and evenintellectual property concerns to allow for a “grand bargain” in negotiating what is essentially
anallocation of future global growth prospects and job opportunities.

However, it would be important to keep these agendaitems as part of a whole rather than
compartmentalizing them because the appeal of this high-risk (in terms of efficacy) G20 approachliesin
the ability to get results by balancing various interestsin one ambitious policy agreement.

G-20 POLICY OUTPUTS MAY BE ALLOWED OR EVEN ENCOURAGED
TOINCLUDE “CONTINGENCY PLANS”:

Most G20 observers appearto measure the G20’s success by joint action whichinitself may be a
limiting approach thatinevitably makes the G20 an ongoing disappointment. It may be wiser to
reformulate and broaden expectations thatwill both allow for a more positive assessment of the G20
process and also guide it tojoint action over the longer run.

Specifically,it may be possibleto focus the attention of G20 governments and avoid the existing
faultlines by targeting contingencies of global significance. Experience indicates thatconsensusis
achieved most effectively when crisesoccur. Rather than waiting for crises, anticipatingand preempting
them by agreeing on well-defined trigger thresholds for action may prove to be a useful methodology to
achieve consensusamong G20 countries.

Disruptions to fossil fuel flows, rapid shifts in climate, food and water shortages, building up of global
financial tensions areall contingencies with global impact and will certainly receive the attention of G 20
members. However, actionin the absenceof anactualcrisis may be elusive.

However, it may be possible to agree on threshold measures that will trigger pre-committed jointaction.
To the extent that these crisis thresholds appear to be not imminent, members’ aversion to constraining
their policy flexibility is likely to be overcome by moral and even political considerations.

This would atleastlimitand set the boundary conditions of globalrivalries and non-cooperation. Once
these mechanismsare established, it would be possibleto tighten the thresholds in future G20 meetings.

Whenjoint action appears elusive,it may be better to reformulate expectations and introduce goals that
may, notimmediately but gradually, guidethe G20 tojoint actionin the future.

INTHE LONGER RUN, MOBILIZING NATIONAL PUBLIC OPINIONS ON
GLOBALISSUESISTHE MOST ROBUST APPROACHTO AN EFFECTIVE
G-20

Asnationalleaders areaccountableto the publicin their respective countries, their decisions on global
issues are unavoidably shaped by the national impact of those policies.
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If oneis deeply skeptical aboutthe prospects of any substantive G20 action in this context of divergent
national public demands, then the most promisinglong run solution s to build popular understanding of
and support for the pressing global issues.

A possible and technical dimension of such an effort may be to devise and promote metricsthat reflect
global trends and interdependencies. Almost all current national policy debates revolvearound and are
conditioned by national metrics of growth, jobs, inflation, risks etc. It would be a relatively easy technical
task to develop and promote globalmetrics that may gradually lead to te emergence of convergent
understanding of global problemacross nations.

Although building popular support may have no immediate use for current G20 effectiveness, it should
be an ongoing element of every Presidency’s agenda.

CONCLUSION

Effective global governanceisa core long-term challenge and is likely to become more so as the global
interdependenciesincrease. G20 is among the few mechanisms that areavailable to address thisneed. It
is critical to think broadly and creatively about the bottlenecksand the possible remedies. Defining our
expectations of successnarrowly will almost certainly lead to frustration and the gradualloss of
confidence inthe G20 platform.

Itis certainly necessary to streamline paths for immediate joint action where possiblebut itis equally
critical toinvestinabroaderset of G20 processesand measures of progressin global governance.
Exclusive focus onimmediate action may comeat the expense of losing a platform that may prove its
worthinthelonger run.
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Does the G20 Have a Future?

Andrés Rozental
Mexican Council on Foreign Relations

In spite of the seven Group of Twenty (G20) leader summits held so far since 2008, it is premature to
draw definitive conclusionsabout the future of the G20, which has yet to graduate fully froma crisis-
response body to anagenda setting global steering committee, and from solving short-term financial
disequilibriato establishing global economic governance. The main task for the G20, the self-appointed
premier forum for international economic cooperation, continuesto be the adoption of mediumand
long-term financial regulatory reformsto mitigate the world’s worst economic crisis since the Great
Depressionand to stimulate renewedglobal economicgrowth.

The impact of the G20 on the managementof globalfinancial affairs has beenrelatively positive and
significant,yet up to now insufficientto prime the world’s main economicengines toregeneratereal
growth. Although the G20 could do considerably more regarding the internationaleconomy, the
financial crisisand some of the major political issues that have remained deadlocked or unsolved in other
fora, enlarging the agendahas proved difficult, mainly because economicrecovery is proving slow to
arrive inmost of the world’s economies, and in part because the group’s membershave very different
views on both the diagnosis of what is needed to put the global economy on a strong, sustainedgrowth
path,and on what a broader agenda should entail. Until now, only the Seoul summit was ablein practice
toinclude two new agendaitems: development and anti-corruption, both of which were closely tied to
the economic and financial stream of the G20’s work.

French President Nicolas Sarkozy, the summit’s hostin 2011, tried to get the G20leadersto enlarge the
group’sagenda. He proposedinter alia UN Security Council reform, climate change, energy security
among possible additionalissuesfor the G20 to consider but failed to get support for their inclusion.
Otherleaders would gofurther toinclude politicaland security issues, suchas nuclear proliferation,
terrorism, or drugs and organized crime.

It remains to be seen how far the common ground among the world’s most powerful leaders will expand,
and a shared sense of responsibility for global governanceemerge. Unlike the members of the more
politically and economically homogeneous G7/8,economic policy makers from the G20’s emerging
economies have less experience with the peer review processesthat have facilitated policy coordination
among advanced economies. In this forumit is possible that the differences in culture, language,
experience, economic philosophies and interestsof the G20 will just be more starkly apparent, but no
easier toresolve.

Sofar, there hasbeensome dispositionin the G20 to merely stake out positions, rather than to enter
into cooperative problem solving. Further, the morenarrowthe financial scope of the G20’s work,and
the more leaders areexpectedjust to endorse extremely technically complex outcomes pre -negotiated by
their finance ministersand officials, the less compelling the G20 format will be for the leaders. If the G8
experienceis any guide, the G20leaders must either broaden theiragenda or tackleglobal problemsthat
gobeyond the immediate financial crisis or the forum couldslowly becomeirrelevant.
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The St. Petersburg Summit that justtook place doesnot seem to have furthered the institutionalization
of the G20 as this more relevant global steering committee prepared to deal with the world’s pressing
political and socialissues. The forthcoming summits in Australiaand Turkey offermorehope because
they will take place in countries thathave considerably more at stake in the longer termsurvival of the
G20 process.
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