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Fundamental Principles and Direction of
the Second Decentralization Reform in Japan:

An Examination of the Interim Report

MIYAWAKI Atsushi®

Abstract
The Decentralization Reform Committee is established in the Cabinet Office in
April 2007 to promote decentralization in a comprehensive and systematic manner.
And the committee released the Interim Report on November 16, 2007. This report
presents guidelines for this new decentralization reform. The purpose of this paper is
to examine this report from the viewpoint not only of actuality based on the existing

system but also of normative based on fundamental principles of decentralization.
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Decentralization reform in Japan, The Interim Report of the Decentralization Reform

Committee
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BB g E R I EIEE ) FTH RV,

ATERER I C OV CIE, fIEE RiE, B EEE K O 2R B 381 5 B L H
BHOHEEIIBWT, TEREAHHET L2 L SNTVDEH, SNBIRREEDHI S
NLHT, BEMIFIZSEO 2 REE I AHSOLFRITRIEC LA L TBY . FRCR
EROB T T BEEILAEIE L T b 29 L7z CHECE LS 2 4R
IZBWT, 550 ars b, BEICLILEOELES WATE < 7 513 S HEBROMRE
MET T AR S L. —FRICIET 22000, MBEELAERERIG O FFIK
E R BAREMED TRV L b, SR R o7,

Db FEaiks R4 Bl L7225, BFHEFMoERTEHHTE 2WE#ROE
BT T L HIE R ORI T TITHIE L. & 512, BIELIRE R B Bl o5k F
DR EICE 5T TERTHEZEN S IR L TE e AL, BEOED L ELS
MEICHET D, FaFhI=vab LTORIEERIZ, SEERHE—TE e v ) Bl
Mo, ERN RIS D EEZBNL, 720 Bl % & 3 5 B EE OFHLA
b, EENRBMBEELO AL ST, EEE R EO NDORBEIC. 45T R o fi 5 18 iR
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ATERTELS 3507 2 BBl A% 22 0 RgRR & M7 B B> H5 e T e

DFERR SN o> T, BEIERHIEES IS 2FRNE2RKE CHATW TRED L)
BME->TWAHEEZOLND,

COH LmmaEE T 2 UL, AR EEIC OV TR, b LAENEBRT E VT —
7GR 2 MRS A 2 & 22, HIEREORRFEMICR-oTLbEEXONS,
bEALA, INFETORBRLAVEREORRN o) Tl biTz s e, AL
—EDREFHS TV REELEEDNLA, NO—T— 7 L OFELREEETFL I
DWTOHRIFIZANLD S, PRI 2 HIELHE O TR EIHZ L L T B
BH5) o

B SRNIHEENC X o 7B R OFEER T I L A INAOFEREILER, HILE
BOBM L HE, 512, FEEHECERHE R &L OBEANRHIERE 2 Zi2o
WTCIE, THBIERTETEL T, 4RO LR HEHREE Lz,

2 £ X
NUEFERET (2007) [ AE PREER LS (21 Z2am A ] THFIREHE] 20074 5 H 5p20-25
Bkt B (2007) [Hr L \ATERERE L E 2 5 ] [2A] 20074 3 H-5p26-32
FAREE (2007) [FhaxfRbE & H ARG ] B gRR = s
FRE - gt (2004) [AE VG PRFESR O M k& 22 12 B9 9 % Wi 9% ] [Sanno University
Bulletn] Vol.24 No.2 p19-30
BIRRZEH (2007) [#F T AT RERICHE L 52 5 ROV T IEHEE R FI ]

56 p63-68
FHHE:T (2005) [AG0RE L ARFTEE B O E#:EIR ] [RERFEE Fma] 4958 3
- 4 Bp255-281

WEARGER - IFFe (2006) [ A% BRI o0 B R BT | AR - WIFFk THAD
AWWZE] pl11-149

HIRELE (2006) [HHEZE? S RAEZEN] (LIRS EwEGRE] B235% 15

BNNEAE - BHHENS - SEHCT - BHEE R - )10 & A (2006) [ RGEESEE O K #
FEBR & 2 OUEE BT A5 [EADIBEE] 553455 5 5pl5-22

KA THEGREICBT2E - ABEROS ) ][5 2 X)) 20064-10 H 5p23-25

AR F (2007) [HETEORE & BiGARMEL 5] 20074 9 H5p39-47

BEH D[ e - I =~ Ak LCoAGERE] [MFERAGHRTE] 4185 p150-174
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Public Assistance Allowances and

the Sustainability of Local Public Finances

ISHII Yoshiharu®

Abstract

Rapid escalation of expenditure for public assistance by the increase in the recipients
had serious influence on local public finance. Furthermore, the fiscal deterioration in
specific municipalities is aggravating by difference expansion of the protection rate
between municipalities. The aim of this paper is to provide an outline of Japan’s
present public assistance system which plays one of central roles in the nation’s
welfare system, and to summarize the actual circumstances of the difference between
municipalities.

This paper observes the major cities (large cities and core cities, mainly), and
focuses the per capita difference of a protection rate, the consultation number of cases,
and public assistance allowances. Especially the following matters were clarified about
the influence which it has on system management. 1. Urban centralization of recipient
in all prefectures. 2. Positioning of welfare allowances in local public finance. 3.
Fiscal deterioration. From these results, the validity of the present role assignment that

a municipality bears is considered.

Keywords

Public Assistance, Local Public Finances
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Iy RS T 72 E oA E, Pk & s

R OBHR”
SO BEAR

HOT, KOFEREFBIZANEOEE THOFREE 726 Lice N4 F YA A
VE— B @O EvE) TAVF - BT AVE - KT ARV F -,
AT ANF =, FHFTANF =L EOMAIEN . NEIZREE IZFEIGSCAD S 2
S, TN L Do Twozz, LA L, HERACOBIN & RFHE O KL
fEv, BATREZ AV -2V, IR O AV F—HEREITARTH S Z L8
BIEIZ 2 o TV de F/2, ZALVF O &R 2 FEREMES, T0FHR &
oo THAET LA DOMED NEOIRT LA LR 572 AE Y 7 LFRAE Y
7. BN SO KEITNA, 18964FEICT L= ARTFREIL2EBY . KAFD
TEbRE (CO,) EEOEANPHEBETORBELE /20T T TICEH)
CEDTERVEEL L UERSN TS, 2 LAEROHR, [H—K¥y -7y
T v b TMRRE (B—h =K ) B TMERRERA ] MERFEFR] TRRE
AEHA (A= =K - T4 7254V MURFHE] TRRFERT ] [k
FAR 7 & —EOH L WS T - R BORSHEAE L2, TOXHICL T AT —
EREE. SOIIMMMEBICE L RELEHEOMK R, NHEA AW (maxgl) o)k
FANEEL, —HOF - REAFT A UREESTTE 2, Thbb, 20RO
REEETFTNEETEY, F oM A/ N= 3 Y EEFECH L. KRERET
TN EMRFATEHRCE Y, Rl R e EHTLETH 5,

1. BRRFRBEOEKRT 2 & 25 LEEEM

1.1 [MExHRRE] ORiE

Wb MERERE] &3, BREDAVE—EERRA L, KEXOooZ AL
F—bbWid [REEE] HATC L 28K LT kd PN MRRERE] ofta
M L7720, 2003FE0EE T AV F—HE [Ditbo T 4 )V F — DR k—IERjx
FRBFOWE |V Th b, H—RLEHEGOEBEETHY, BELH T EPTITA

tORMIRHEIR CEREERERREIRE. hER L BRERHDEESUER. HAM
fE 7 VT IR FE R EIR . B ERHERS, PEARRA LT HE,
BB RPN R R PEFT R 2 RS RI B R R, ERERSF R b
EHEXHERTH L, FHiERFEROMR S & R, BIRECR L RBEE L &2 g,
zhangkunmin@hotmail.com
1) UK Energy White Paper, Our Energy Future-Creating a Low Carbon Economy, Feb. 2003.
http://www.berr.gov.uk/files/file10719.pdf
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WEEE LT, EEIEZAVT - DGR E JBELEBOZB L T/l EkL Twb, B
EOHEBEETNOF FHEFHT UL, FEENL20204E121380% D T A4V F — % i ALZHH S
LI, FRAEATL T CICEEOMEE 5TV,

7L 7 EMAR007EILHICRE L RO FRIL, [#HEROEE LA 2T %88
L2 WIREEOHMERFICEE 1§ %0 IMERIRT ZAOHE % 41210~ 154F O I AMEIC
FE X, 20504E I IEFTHI L 2 T E R S ve D0, EiRFEHEHD 7
O — 2 N)UAETEE TV &ML L. A 1R204F [ A it Fd T22J8K ROVAR Y o 3 = 4 )L
F—I T 2HERITV. ANV F =oAL RFEPHE ORI L ) . #HIROHE
BEALICRHE L T U e wn] v boTho 7Y,

PEN, AHIREPH O R T T AL F — BEEEED S 72 5 R IMiE L. 2050
AEVIIAER IR FOVHIBL L 72 ) | 250007 AT OBSER A 23t 32 2 2127 % LR
WL TV2, b LEENZOMRKOPTHIED Y = 72 RFFCTE L EFiUL, EEBR
BEESE XS R 204E IS 1005 A3 43 ) O 2 558 Cfe it 36 2 &S TE L 2 LIS
5o

YelEl o HEEIE, 20204F D COHEH % 19904E FE 1L T20% Bl . 20504F L2 (&7 1h60 %
B L. RREREZAIHNTLZETH L, SR TLHEEIIDTOLEBY) TH
5o
OIREA AN D L L SET 2 OITHHRTH ) . ALHBRE D80 % 1S L) & 78

FEODIEE, HEINTWE I EIZhAD A, EETETBREH R IEES
S0 MERFERT ] Bkt L, 20164F F TI23RCTOBREY oY o i EH
EERLTW5D,

QRMBELEEBLORIF:. ELHEICHD L MEDH EMITHED 1. IRERRT A OHF

HHETR D 720 ZHE L 235 E 1 el & 3 5,

@ [RBEEECET L] 2@l s, FHEICHT 2RERIZHET .
ORI OFEHERCO, MY - I8 (ccS) Rz ) — v ARKNIEET 0T 27 b %

T &, ECCSTH L ADETF I ET 5, BEULIIZHE L EBG D 21T, A

KCO, LU 7y = 7 M &3 6 EIFC. HEHRRKDEERICBIT S 2ECCS

TOEADETIVE L, LNELOREIICZ) LHELZHL IS,

M RFIG TG OMEZHEEL, THONTmILT 22 LI2L ) REDS

O — Ui 2 FEE T Bo TEENZ. SOFRD L - & DI RITEICH 5 & 78k
LT3, EUDREHHIGNI BT 2MA L EEEIZL, 5 Fri2 2ol
(LT R R FIG T O 4 EER % 200682 — 1 & L, 20304 F T
2 Z OHUE % BIAED20R5127 %0

2) http://blog.sina.com.cn/s/blog_4d86fel f01000ev6.html
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12 ®EE [X82-REE]

P EBUFFAT20064F 10 H 1258 L7z [SUREB)OREEF—A ¥ — Vi) C. #iEk
IR L DR FE MR 2 ERFMATTbNY THESE] TEUTO L) %2R
WAVREN TV D, GUREEND D 72 & TREFIAMMNIL 5 — R TR O R IR X
DREV, LaL, BITOHEMTL ZHICHIGT A2 TE, ZORBENAEDIL
BHBEFIC D 572 DTH Do FTEPEIFTIUTFEVITE, BEPHHNTE S, b L
BAE, BESMROGDPD 1 %% #HATIUE, FkAEL L EFHENS, HEDGDP
D5 %~20%IZDIEHHFZ ST L ENTED, 2O [HEE] 13RI
FREENOTIBEZIFOPTTE Y, FELABEL LT, A VF—#FEom b, &
NpEOTANF—BEZECO [RFERI]. REFFBIIE S 2 3B ik EHE I
517 E O it X 1 = X LD, HERL NV T O RFERIICE T B HEFZER
3, BIUOHERERHITONTWE, ¥ — i, [ERRERFICIZSEDTE
BHID D L, FlzIX, BT AIVF— Kz rvF—, HF Nzt E—, @y
IANVE =R EDNH L L, F/CCSHEMDIERR ELEZ NS, BRI BIULEL
EOEFIZESWTITbNE I LD ] EHBL TS,

1.3 IPCCOZEIR iR

20074 2 H~11H. IPCC (RUMBRZBIZBI 3 2 BUFH /S A )V) 2SR THE U IKET
S 24TV SAAEDOZEAIZH T B8 LW D BRI 2 524 L 72, #2130
ToL) LGV H L,

D20t R DAL O P RE % & 5 &, ®FE13004E H T b iRE 2 504E 1 T
HolzZ ENbDL. #FEI004EH O FOF 5 L 57130.74C Th o720 L
L. OS50 O EFIZEI100EM O 2 fERIR TH 5o

@& FCRIARE LR LT 5,

O RZH TRELFWEIIE L T D (B, gk, 2k, AR, B2,

@201, HEROFHERMETIX17em 157 L 72,

OZ OMBWHEL L e 5, 21 RIITEREAT4C ER L, #WHEIZ60cm EA L
T, HERER, EWE KOS, 251N ABEOFERE IS L TbBRRBE
B25THH9o

IPCCHE 1, REA APEICHET 2H 50 2 EEFEH 2L, RREHTICOW

THE L ORIRBE DD 5o BIZITHATRELALF—, CCS, IV hb—T 3,

KRFETZANF =7 &—HOFEAM L, BT APEHEEZ TR T 2 RELRT &~

XN D D, BIZITET A, BT AEELR EDL O IZ, HEFEICT A MK

3) N. Stern, The Economics of Climate Change: The Stern Review, Cambridge University
Press, 2007.
4) http://ipcc-wgl .ucar.edu/wgl/wgl-report.html 2007.
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D% b, L L, KEZANVF—, CCS% EnHAMIE T 72AMERE ICHL] &
/L T\ 5,

1.4 BERFRZEEDOEFEEM

20074 1T DS REEENC B LD 2 A, RIRFERE 2 HE L —FEThH o7z, 3
A. BUBEBNARET. 20204F 12 1219904F L )b . T20% ~30% OHEH B A L 5E S
720 A H. EREZRBIISELE © ERZ 2T 25 MomE s LTIy Lif7e,
FH. PERRE L SRERR DZRE S (CCICED) MMERRERF - = AV F— L BRE
BORICH$ AW 2 MEL 72, 9 A EHERE L 72 7 KPR /1 (APEC)
WENTNHE SN, ZELEZEEFREL LY FiF7z. 12, 20124 IR O
EHAHEEEIRICE T [N Bu— R~y 7| HiEgZERE T4, ZROBEOE
BB A SRR B S R Sz FRFICBUIRAUBEES) 71 Y = 7 b
(Climate change projects) & 5| (Carbon trading) |22\ CREH, EhE L 720 F 72,
KEID 1) 7 ) =7 M TIEAEZEDCOLHF I 2 s 125K D 2 DM S 7z,

2. FEOHFRERICHTBAE
2.1 EEIXILX—H#EOFE & EERHREE O

20074F11H . OECDODFEN THLME S L7z EIBS— 2 v ¥ —#B (OECD/IEA) &, &%
o [EHRTFOVE—RY | (WE02007)” %58 L. [SIRRR] BAEOHMAZ
DO F FHE SN, BOKERIRD 0o 72856) . [REBBEER, [ElRERR] o=
WERMBEL, KIE2FZ1T-5 72,

[EAIZIRD & ) iz /R LT\ b, [HENGHFEEFEOR TE £ §EE LRI
FEHOLEINIhoTWwE (E1E2BEDZ L), il — MIESWTEETS &,
HE D 20054FE B OGDPIZ &R D 5 % % oo, A L o T b, BEEBETF
WD WCEIE T 5 &, 145%1E L, HRE 20 TH D (FEHE - HAREST
AFEF L 72 [20054E FEERS LEBIHE | OFRYTIZ9% T, RV E2MTHB)

5) OECD/IEA, World Energy Outlook 2007: China and India Insights, 2007.
6) http://web.worldbank.org/WBSITE/EXTERNAL/DATASTATISTICS/ICPEXT/0, menuPK:1973757
~pagePK:62002243~piPK:62002387~theSitePK:270065,00.html
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®1 HEOCHARECHIIERME (HAREBICSDSHHE %)

15 H 1980 1995 2000 2005
GDP (20064F>K Fov, BB 1Ptk o) 3.2 55 6.8 9
GDP (20064E3K Fv, Tyl — Fates) 2.9 2.5 3.8 5.0
XAV 5 0.9 2.7 36 6.7
AVENEFE 0.1 11.0 3.0 8.0
bR} 17.0 27.0 29.0 43.0
Sk 8.2 13.0 155 31.2
X NEGE 9.0 33.6 374 46.6
A R A= — — 6.7 20.4
()  GDPHEE /I VMMt oM, 1 FERAT [20054F EIRSILEIE H | 125D 72 BFZei 1 & o CH% L

ThHbo
(EFHHPT) IEA secretariat calculations based on database of IMF, CEIC, ADB, IISI, WTO and WB.

[EADS [ZHRIRI] 12D W CTFRU L 2P EZ AV F —FEIIUTOLB) TH 5,

D20304F 12 O = AV F—FEII50% T 5. ) HA0% IEFEE A ¥ RO %
EOFRZETH 5,

@20304EFDHFE DO —R T AN F—FEII VR L /LR D, ) BRI aRFEE
DMWRTH 5,

QW ENI A FOMEGAENZ 7 > 72135 ) TH 1) . 20304E 12 BT B 1 KOl A= 1$
130MtICET A L TIN5,

@20304F |2 13 [E o 7 el A 1E 4 f5 1Bk L C—H1310 /5 LOVIZE L, B A
AMORBTTENI T 2 HEIF80% I2ET 5,

®20304F 12 ADF A ) o/NIHBEAHA, BAED206 75 51406 123INT %,

IEAZS [ZHRI] 1ZE DWW TFU L7, FEIO AV F —BEOCOFEt= 13 DL

ToOEBYTHA5H,

OCOHEH = 1. 20054 D50fE t 2> & 24 L. 20304 12 IZBFEDOECDD — N4 7=
DHEH L~V X0 3 S idv 2, 11068 t 1I2ET 5.

@QFEE A ¥ FTEHBRIERICH L 2 2 A RBRIEKDEEINOEMEEDL
[Ty 74 UH] OXFRTHD ., TNH20504E8 L N ZFDEDCOHEH & % g
THZ LD,

@ E 20304 F Tl EE R COME I E OB EME I TO L BY) TH
Bo BETHIANF—6%, FEUTRETAVF—B LU FHET%. A RH
DA ANHERIT 5 2 LI L DI KENE 8 % WAKBEIHEHREOLFE28%.
Uit AR IREI AR DY EAL% T, D9 BT0% ST A F =R O & AR HHE SR
BEIZLD2EBTH D,

20074E12H . ELERIZEETE (UNDP) 132007, 20084F A BAFSHE3E [AUEZE) &
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DEVW— s R THEN L NHOR V2 FEL, [H—FKY - 79 b7
> 1] (Carbon footprint) 2% LCLLTF D X 9 IZFFffi L TWv 5,

[—EROH =Ry -7y b7 v MIBAFELREIZ L > THET2 2 25T
bo EOH—=FKY -7y T bORNMI#EEEBFEO A F—HE K & &%
B L CWh, BEELEEOHRI—RY - 7y b TV P RELBoTwDLEL
Th. BEERIZZOHOBELNELZ 0125 20 21 ud e & v, T3
G2 S PR ASBLG S N7210 t ©DCO,D D By 7 t IXEHER P L T 25D TH
bo FEEEKREO— ANL72 ) B EIZHICO,1100 t 12 L TV A AN, HEE A~
FO—ANYG720 LA)LIiE66 t &23 ¢ 128 & 2w, |

[H L. AR SHEICIE-SUL, RIUTERL D . 208 2034
BoHy ENER T 52 81205, KENIRAOHEHE T, #HRBHFREOHS%
HOTWS, FHEL, 42 F, HR, 07, RENGAKPEEET, B0 EAF TR
BHEHE O EE ED TV, |

[H—K> - 7y bTY Y FDORPLNVIZTERBEOREL & RN D 5D LR,
EWMBERDSRE LA [REEE] OXMTH Hr—F, #ERO RIS
35BN EEKRL TV b, ERAIEFIIRES EE PN 2 BN ET A
AL L TV 525, HROCOFESMHIIBIT 5 HEOMIIZIZFEE LI > T
Vo ]

[ ENIRE 2 k> TSR KO COMEE ENC 22 2 W RelED D 5 A5, — AB72 1) F
BHEHEIKE O DL T 2ILICME RV, 1 ¥ FOPFHED LA L TwEh, —AY
7Y DA —Ky -7y ) MEEHBEROVIOIZH EL TWiv, KED1990
FELIEDO— NB 720 REFEHOBME (16t) 1&. 1 ¥ FO0044EFED— AH7210)
Pethm (12t) kD %Zwve A FFOI904FEEDO— N47- ) HEliE (5 t) E. W+
ED20044FEED— NS 7- ) PEE (38t) LD Ewv. ]

F212, WXOPDEDH—KY - 7y ) bR L.

F£2 WKDO2POEDAHA—FR> - Ty hTUL M t1CO2 /A

K HFEy | ayr HE | 7FVAR| HE | TIVNV| AU
1990 19.3 15.0 134 10.0 6.4 2.1 14 0.8
2004 20.6 20.0 10.6 9.8 6.0 3.8 1.8 1.2

(CERHUFT) UNDP. 200720084 A [H] Bl 58ty 3

7) ELERZEETE (UNDP) 2007,20084E A B ZE#HG. SELE~OXFIG @ [EEH &
Bn—ar s o R TR s NEHOF . pp.39~41. http://hdr.undp.org/en/media/
hdr_20072008 ch_chapterl.pdf
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22 FEEHXICL I RFHEHEHDDIER

AARDEHETH ¥ H—ROFEER (HETIEIKaya R EMFEN ) I8
LEZAHTIE, REPBHOHEEIZIZTE L LTLDODOEEDD 5,

RFEPEHE = A0 x — A 2472 1) GDP x HLZGDPO T 4 )b F — fili f & x

HALZ A F— RO R FEPE =

COROHME 1 HIIAOTH S, 592 FTHRL. ADPLTNERFPEEDL S
Vo DF ), HEOANNEKED 4 5L ELZDOTH B0 5, FEIKEZBWEL T
MR —DRFPE L 572 LT RALAEREIEI L VO TH D, 512, 20H#IS
HESFEAT L72EHENHEE 1 SEADAEZ I L T b 720, R o— 471 Co,
PEEZ 4 t L LCRMET 2 & PENE TEMICI2E t D DOCOHEEZ IR L Tw»
Ll b,

B 2IHIZT—AYS-)GDPTH b, ZHUI~ 7 IRFI/ETH 1), EIHL )L %
T2HDT, BROZ EBHH AL ITFROAEZHFL T, BEEEEO—A
2721 GDPOFE AIZIEE 125, EAFICER L THBY .. o iREEHEHIG
IZHRT B DIEARTRTH 5,

5 3THITHAIGDPO T AN F—HHE T, [ A )V F—58E | (Energy Intensity) &
FREhTwid, B, TH, U RA¥ELRE, BEEILL>TZOIRIVT—HEITR
%ho TEDOPTY, BL¥FTEOIANF—FREIX, —MEEEL Y LTI H1ITK
B, [A—EEOPR T, FHlr L NV MR U Z ETREIKE L kD, AV
F—PROMEELEBEL AL > T, TANVF—FREIMET T 5720, 2L HEHHIR
OEMBHADO—D2TH b,

B ATHITHAI AV F— IS X 5 RFEPENE T, [JRFE5ME | (Carbon Intensity)
EFRENTVE, THIEZANTF—OFEEIC L > TRLR Y, REBFEOZEIIIIETIZ
KEV, ALAZANF —DOHRTIE, AROMEDIRE T, AWM USRS . KRS
AT, FAETRI AL F—DOHF TIE, N F Y AL RN F—|E—ED T
WH AN, KINZANVE—, BT ANVE—, KB AVF—, BT A F—, #
WIANF=RER3TRTEORELANVT=TH b, 72, K NEEIOEE
BT, REFHEHE IV,

KREO<HF 12—ty TEKF (MIT) DI W. Testerb” 13 EER 2 LTy
HE, BHE, 3—avoX KRE. 25128 MHR 20 RI12, 1980~19994F [ 0 jk FEHEH
AR EZROBRI T 2 EESNTE2To720 £3IZRTODbRL L )2, HED
204E [ D = A )V F — R IZAETFI95.22% TREL TW b L3 2, FRImEI£0.26%
LTVl E v, — . AOPE & 512— A% 7 ) GDPAERI B R 2R 6.6

8) http://www.manicore.com/anglais/documentation_a/greenhouse/kaya_equation.html
9) J. W. Tester et al, Sustainable Energy: Choosing among Options, US: MIT Press, 2005.
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RETHh ), RFEREEMRAS R DE8% 12 FHE L TV, jREDEHAFE
MEIX 4 %IZE LTV 5,

R3 4 LHIKD1980~1999FDEFHEILE (%)

X N — A7z ) GDP ITANVE—GRIE | RFEME | pERERH
H 1.37 8.54 -5.22 -0.26 4.00
H ES 0.41 2.62 -0.57 -0.96 1.47
OECD-B& /1 0.53 1.74 -1.00 -1.06 0.18
ZS 0.96 2.15 -1.64 -0.21 1.23
1t 7 1.60 1.28 -1.12 -0.45 1.30

(&HHEFT) 1. W. Tester, 2005

3. FEANEREL TV 5 HkE

FHETRE R FERDBEE AL & V) BHLEIFT 5 2 L5, WEIZE o TR L D3 E
WTHBb, Lo T, [ GEIURIHAE) | FHETIEEFRE TR0z 2 ¢
CEEPEIZLTwDe Lar Ly MR, ADNHE, JEERTRE. FRbiTRE. 2Rk
IS EE DO @ WL TSN OB S TlE v R FEEFICH T % H& i EIC
FHLT, HEIR—E L TINZHFITER L, MBIICHEER T LV RBEEZ L5 TS
oo BIZAZ. RERFEEEE, RERSR R AT R & SR
WHEEEY, BRBEBUERZER T AVE —WI%ERT. LElBsep ek 2 &
(& B S B 2 EIRRTH DM 2 BB L. R O ENZ B 5 E T el
B AR IR L 0T &2 T TIZH A 2T > TH D PEAER L T 2 Pk
SR RO T\ 5o

31 IXNF-HEFEE—PLHV—ALELNIRILF-FRE
HE DK T AV F — BRI 1AL, o e S P 3, PRATE A e
BTN TH 2, £/2, WEFRAIOBEFEMLTRT AVF —KEIE, RS

10) B fWEFH PEO AV F— LR RER ISR P E ORI 5E 7% SRR 35,
Je5C s BRI, 2007,

11) #ER#HE AURRBBEOM SRR LHMAH. S B, BERREEER Frs%
BOME, G LB, b5 SR SCEIB M. 2004, pp.223-262,

12) EEE PEBEOEREEBBIETHL TWAF Y Y AL F YL Y, S hE SR
FREBREL L BB v 7 —fh. PEBREE & BEFEGE 35, AL th RSk AR
2007+ pp.335-345.

13) 8 HENE VA L CHERIBIRALIC PR 2 2. PERLEARE, SR RS
5 —ETEHRE. 20074E55298

14) WS T ANVF-REOFH T REL FERICE T A%, 2003, S - gk
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China’s Role & Strategy for Low Carbon World

Zhang Kunmin

This paper analyses an international trend of low carbon economy as well as China’s
role, challenges and strategy on climate change. Also this discusses Kaya’s identity on
carbon emission. By analysis of energy potential development, rock-in effect, this paper

stresses its sustainable energy policy, strategic cooperative action.
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Bridging the Gaps in Global Governance in
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The limits of rational choice theories in explaining
international cooperation and institutional

interaction in the global financial architecture

Andrea Schuldt

1. Introduction

Regionalisation and globalisation form part of a global transformation that nobody
today can seriously doubt. Although global civil society has contributed much
in creating awareness of the risks and externalities involved in the process of
globalisation, the concept of global governance still remains somewhat elusive with
many questions to be solved. One of these is how to accommodate for regional
projects in global governance in relation to the global multilateral system. While the
globalism- regionalism debate has moved on from its original focus on the “stepping
stones versus stumbling blocks” issue in global trade, to viewing regionalism as a
more “multidimensional social and political phenomenon” (Misty 2003:19), answers
still need to be sought on a range of matters. Recently the emergence of financial
regionalism in East Asia in response to the debacle of the Asian Financial Crisis (AFC)
has brought about renewed interest in the implications of regionalism for international
multilateral organisations such as the IMF and the future role of multilateralism in
global governance in general. The aim of the paper is two-fold: to show what is at
stake for the IMF and the multilateral system in light of recent developments in the
global financial architecture, particularly the trend toward more exclusive arrangements
such as those in East Asia; and secondly to shed some light on the interrelation in the
overall institutional context of global financial governance between the great powers,
universal multilateral organisations and regional arrangements thereby assessing the
validity of the rational choice theories to explain these trends. The argument of this
paper is that recent developments in the global financial architecture reflect conflicting
desires for efficiency and greater inclusiveness in decision-making processes, and
further that rational choice theories and their concept of legitimacy are too limited to

provide a satisfactory explanation for these trends.
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2. States, power, institutions and legitimacy in the world political economy

Today most theorists agree that globalisation, at least in the economic and financial
sphere, has led to greater interconnectedness and interdependence in the world
economy, thus increasing the potential gains from addressing common problems and
interests through policy cooperation and coordination (Drezner 2007). Interdependence
therefore creates interest amongst different states in cooperation (Keohane 1984).
International organisations embedding a wider regime of established norms and rules,
such as the IMF, are thus a natural focal point for analysing the political economy and
the influence of international economic relations on the emergence of global governance
mechanisms. The analytical framework developed in this paper will be based on an
interpretation of the dynamics of political and economic power and interests of states
in the international relations of the global financial system.]) The fundamental questions
guiding this analysis are: 1. the relationship between different institutions — namely, the
IMF, East Asian financial regional arrangements and the great powers that are more or
less formally institutionalised in the G-7; 2. how these institutions originate and evolve
in the face of ongoing globalisation and changes in the distribution of power in the
world political economy; and 3. how well rational choice theories explain the changes
and interactions in the institutional context of global financial governance. This implies
that the departure point for this analysis is the interaction of states and international
organisations on a systemic level, i.e. the institutional context of global finance, thereby
providing a look at how relations of power exist within and shape this environment
and thus the behaviour of states.

First of all though the questions of how such institutions are defined and what
warrants this focus on institutions in the world political economy need to be answered.
Institutions are defined as “formal and informal procedures, routines, norms and
conventions embedded in the organisational structure of the polity or political economy” (Hall
and Taylor 1996:938). Therefore, as Bell (2002:1) points out, institutions should
not be thought of “as a ‘thing’ but as “a process or set of processes which shape
behaviour.” He also explains that, “institutions are important, because, as entities, they
form such a large part of the political landscape, and because modern governance
largely occurs in and through institutions. Institutions also matter because they (or at
least the actors within them) typically wield power and mobilize institutional resources

in political struggles and governance relationships,” (p.1.).

1) As Gilpin notes, “any effort to resolve the governance issue must take into account the fact
that we still live in a world of states, power and national interests” (Gilpin 2001:399).
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The rational choice institutionalism the (RCI) approach to the study of the
international political economy (IPE) deals with question of how states interact
strategically to overcome collective action dilemmas through international cooperation.2>
Thus states are seen as the primary actors in global decision-making and bargaining
processes concerning policy coordination and the provision of global public goods. It
is an economistic approach that sees state-actors as primarily motivated by self-interest
and thus following a utility-maximising logic. Nevertheless state behaviour is not
understood as a set of atomistic, isolated acts (Keohane 1984:56), but placed within
larger patterns of cooperation in the international political economy. Like realists and
neo-realists, proponents of RCI focus on the role of power in international relations.
The main difference is, rather than looking at how states survive in an anarchic and
competitive international system, rational choice institutionalists focus on asymmetries
of power within the structures and patterns of international cooperation and the
international political economy. In other words, they look at how these relations of
power affect the creation and operation of institutions for managing interdependence and
the processes of globalisation, as they believe that state actors with common interests
try to maximise absolute gains for all parties involved in problem-solving strategic
interaction. With ever increasing interdependence in the global economy, states are seen
to create institutions in order to respond to commonly perceived risks inherent in the
operation of integrated markets. They do so, because formal international organisations
facilitate cooperation by reducing transaction costs of policy coordination, providing
information and thereby also work to reduce uncertainties (Keohane 1984:16). Further,
RCI provides great analytical insight into the relationship between institutions and the
behaviour of states whose preferences are not only based on “intelligent calculation”,
but are also seen to be shaped by the institutional context such as through “internalised
rules that reflect optimal adaptation to experience” (Shepsle 1989:134). Thus, once
established, institutions are seen to influence behaviour by facilitating policy-making
and promoting cooperation by providing a platform for such interaction as well as
information and expertise. This implies that institutions are both an effect and a cause
of states’ behaviour; they provide actors with opportunities as well as constraints (Bell
2002).

One point that should be made is that RCI views the creation of institutions as “a
quasi-contractual process marked by voluntary agreement among relatively equal and

independent actors” (Hall and Taylor 952), where multilateral institutions and norms

2) e.g. see Keohane 1984; Martin 1992, etc.
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are understood in an instrumental capacity, i.e. “a means rather than a goal,” (Martin
1992). However, as Martin acknowledges, “the choice of tools depends, at least in
part, on the configuration of state power and interests in particular issue-areas” (1992:767).
The rational choice approach therefore seems to be better suited to situations where a
relatively small number of like-minded actors that are roughly equal in economic and
political power cooperate to achieve an outcome that efficiently serves their needs and
common interests.”

Another rational choice approach to international cooperation is Drezner’s revisionist
model. The main difference between this model and the traditional RCI approach
is that Drezner focuses more on the distribution of power amongst actors and the
adjustment costs of coordination to explain cooperative outcomes. He shows that
regulatory outcomes are therefore determined by the great powers in the system rather
than the nature of the cooperation problem that features heavily in the traditional game
theoretic models of institutionalism (e.g. see Martin 1992). While states are still seen
as the primary actors in global economic governance, Drezner also accounts for a
degree of states’ sensitivity to market forces as preference formation takes place in the
domestic political economy (Drezner 2007:33). The great powers in the world political
economy are the key actors in determining the pattern of global regulatory regimes,
since only they have the necessary institution-building capacities and capabilities on
a global level, as well as the option of engaging in forum-shopping, which means
that they can choose the International Governmental Organisation (IGO) most suitable
to their preferences. This implies that the type of organisation chosen for regulatory
coordination will depend on the specific constellation of state interests regarding a
particular issue area and their respective adjustment costs (p.79). Thus, for example
the great powers are likely to resort to smaller, more exclusive arrangement rather than
universal IGOs, if they are faced with opposition from a large number of other, less
powerful states, or they might permit the absence of standardised regulation if they
cannot agree amongst each other.

The conclusion drawn from this theory that the existence of a bargaining core
amongst the great powers is sufficient for effective global governance, is based on the
rational choice concept of legitimacy derived from the efficiency gains provided and
the number of members that formally accept these institutions (Drezner 2007:65-66).
Nevertheless, while the legitimacy crisis the IMF has been facing since the debacle

of the AFC, is indeed (at least partly) contributed to its perceived inefficiency and

3) e.g. see Keohane’s “After Hegemony” (1984).
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ill advice mainly during the AFC, much of the academic discourse on this issue has
focused on the unequal distribution of power in its formal and informal decision-
making processes and the lack of inclusiveness.” Likewise, reform efforts by the
organisation itself to re-establish its legitimacy and authority in the reform of the
global financial architecture have centred on making it more accountable, transparent
and more democratic in terms of its internal governance and quota distribution.
Moreover, emerging regional arrangements in East Asia are seen by many as a
response to both — the inefficiency and lack of representation by East Asian countries (e.g.
Sohn 2005; Henning 2005; Grimes 2006) and are thus interpreted as a leveraging and
hedging strategy (Grimes 2006) intended to ihcrease built on increasing the region’
s influence in global financial decision-making processes. A review of the new global
financial architecture and a look back at the history of international cooperation
in international finance, to trace the origins of these new arrangements in longer-
term developments, will serve to test the validity and appropriateness of the rational
choice approaches IPE, and show that the perceived trade-off between efficiency and
inclusiveness, indicates the need to develop a more comprehensive approach based on

a synthetic concept of legitimacy.

3. The need for a new global financial architecture

In face of the massive changes the world political economy has undergone in the
last six decades, and in particular in light of the drastic transformation economic and
financial globalisation have brought about in creating highly integrated, global markets,
at least in the financial sphere, it is important to make an assessment of the risks
and opportunities involved and whether and how governance processes have evolved
accordingly. Especially after the end of the Cold War and the “triumph of capitalism”
which effectively ended bipolarity in the political and economic realm, continuing
globalisation in the world economy has brought about fundamental changes in the
distribution of political and economic power in the world. For one, the polycentric
structure of the international system due to the emergence of new regional powers and
world-economic power centres became more apparent (Messner and Nuscheler 2001),
with some already hailing the advent of the Asian century, especially in light of the
phenomenal economic growth rates in China and India. Parallel to the changes in the
world political economy the membership of intergovernmental organisations such as the

IMF over time changed from an initially rather small, tight-knit Western ‘community

4) e.g. see Underhill 2007; Wood 2006
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of interests’ (Morgenthau 1974), to include a huge number of new member countries
with varying interests and needs. The dynamics of economic and political power in an
increasingly interdependent world and the global integration of markets mean that the
needs for and parameters of governance have changed immensely, even if the domestic
adjustment costs have stayed the same (Drezner 2007:32).

As ongoing economic globalisation and financial market liberalisation have
contributed to a drastic transformation of the world economy and created a “brave
new interconnected financial world,” (Baker 2006:1) the importance of global financial
governance has taken on another dimension. Today’s international financial system
is not only characterised by its sheer size and the high degree of integration, but
as the various crises that occurred during the 1990s showed, it is also much more
instable, volatile and crisis-prone. More than that, the experience of the AFC which
also spread to other parts of the world, dramatically highlighted the contagious nature
of today’s financial crises. It was this that explicitly demonstrated the risks and
dangers of insufficient supervision and regulation in the international financial system.
The devastating consequences of the crisis on the Asian tiger economies and the
controversies that surrounded the role of the IMF in managing the crisis triggered a
heated debate about the nature, the stability and the effectiveness of the international
financial system. Since unexpected, large speculative swings in foreign exchange values
and sudden capital flow reversals were significant factors in all recent major financial
crises in emerging markets, one aspect of the debate naturally focused on the technical
aspects of financial regulation, e.g. the question of capital controls and the sequencing
of capital market liberalisation. However, the debate went much further than that. As
the crisis had also triggered a general loss of confidence in the IMF, many focused
on the need for new regulation and the perceived lack of legitimacy of existing
institutions, leading to proposals for reforming or even rebuilding the global financial

architecture.

4. Developments in the post-AFC global financial architecture
4.1 Financial regionalism in East Asia

Although the debate on the international financial architecture in the aftermath of the
crisis focused mainly on the IMF and various alternative reform suggestions emerged,
actual trends seem to display rather a move away from the IMF as a multilateral
governance mechanism towards more exclusive ones, such as regional arrangements
or new G-7-based fora outside the IMF. The doubly traumatic experience of the

financial crisis as well as being “subject to stringent and humiliating IMF supervision”
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(Warr 2003:381), is seen by many to have led the region to create its own regional
financial arrangements and to deepen financial regionalisation in an effort to avert
future currency crises. Grimes (2006) identifies four major components of East Asian
financial regionalism, namely emergency liquidity provision through the so-called
Chiang Mai Initiative (CMI) ; the development of regional bond markets through the
Asian Bond Market Initiative and the Asian Bond Fund; improved communication in
the form of surveillance, policy dialogue and informal contacts; and lastly currency
management, although this is still in its early stages.

The first proposal for a distinctly regional facility in East Asia in form of an Asian
Monetary Fund at the hand of the Japanese government, failed mainly due to vehement
opposition from the IMF and the US Treasury. The proposal stirred much controversy
at the time, especially between Japanese and American financial authorities, as it was
interpreted as presenting a distinct alternative to the IMF and the multilateral system
it represented. The timing also played a part in the way this proposal to “significantly
reform the structural dynamics of the international financial institutions” was perceived
as potentially destabilising in face of the contagious effects that were starting to
become apparent then (Lipscy 2003:94). Despite this disastrous first attempt, it did not
kill the appetite for some form of regional arrangement amongst Asian leaders, and
in May 2000 the ASEAN+3" finance ministers agreed on a network of bilateral swap
agreements in the Chiang Mai Initiative. The CMI presented a much more IMF-centred
approach including a direct IMF-link stipulating that any country wishing to borrow
more than 10 per cent® will require IMF approval as well as being subject to IMF
conditionality. It was foremost intended as a quick and flexible means of providing
vital liquidity for countries dealing with a speculative attack on their currency during
the negotiation period for an IMF standby agreement. In 2006 the initiative was
further strengthened through the adoption of a joint decision-making procedure for the
swap activation and the creation of a new task force studying the possibilities for the
multilateralisation of the CMI.

The Asian Bond Market Initiative was originally proposed by Japan in 2002 as part
of the ASEAN+3 framework. The development of efficient and liquid bond markets in
Asia is seen as an attempt to address the “double mismatch” problem that describes
the phenomenon of mismatches in terms of maturity and currency due to savings being

invested in mostly dollar-denominated assets while at the same time borrowing money

5) i.e. China, Japan and South Korea
6) increased to 20 per cent in the Istanbul Agreement in 2005
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in short-term dollar denominated loans or bonds for funding longer-term investments
in local currency (Grimes 2006:362). The risks involved in this became painfully
clear in the region’s vulnerability to volatility in short-term capital movements during
the crisis of 1997-98. Promoting local-currency bond markets and creating an Asian
Bond Fund” is thus perceived as a way of enabling better utilisation of Asian savings
for Asian investments. Enhancing the infrastructure of regional capital markets aims
at more diverse financial intermediation in order to reduce the traditional dependence
on banking channels. On top of creating bilateral swap agreements and developing
regional bond markets, East Asian countries have also stepped up efforts regarding
surveillance and improved policy dialogue. Discussions under the Economic Review and
Policy Dialogue take place at a ministerial level annually and central bank deputies
meet semi-annually to discuss global, regional and national economic and financial
developments. These sessions are not only meant to facilitate information sharing and
exchange of view but also to contribute to an early detection of possible irregularities

and formulating appropriate policy responses.

4.2 IMF reform failure: reasons and implications

As has been pointed out, there has been much discussion about the need for
revamping the global financial architecture in order to address issues of effectiveness,
stability and legitimacy. One of the main targets of criticism was the IMF and the
role it played in the unfolding of the financial crisis that started with a financial
panic in Thailand and quickly spread across the region, some even referring to it as
the “IMF crisis”. It had come under attack for missing early warning signs, then for
underestimating the actual dimension and nature of the crisis and the risks involved,
and lastly for “relying too much on ‘old’ solutions in seeking to resolve ‘new’
problems” (Parkinson and McKissack 2005:13). In face of the changes the world
political economy has experienced and in light of the risks inherent in global finance,
drastically highlighted by the experience of the AFC, many observers expected the
IMF to play a central role in the reform of the global financial system. Instead the
organisation is seen to be struggling with internal reform issues and “efforts to remain
the focal point of reforming the international financial architecture did not succeed” (Drezner
2007:135). This next part will offer an explanation for why this is and how the Fund

has been pushed to the sidelines by the great powers that have chosen to invest in

7) AFB1 was announced in 2003 and included contributions amounting to US $1 billion from
11 central banks in East Asia and the Pacific region; ABFZ is in the implementation phase.
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more exclusive arrangements for achieving financial regulatory coordination.

As RCI and especially Drezner’s revisionist model propose that the interests and
power of the dominant states in the world political economy largely determine the
outcomes of global governance processes, this requires a look at the interests at stake
for the dominant states in the IMF. The systemically important states in the IMF are the U.S.
and the countries of the European Union. Although, as critical voices may point out,
the EU often does not yet speak as one, it will here be treated as a unit that forms
one of the two great powers in the current world political economy. Even if the EU is
not represented as one in many global fora, such as the IMF or the G—7,8) treating it
as a unit is nevertheless justified by the high degree of conformity amongst individual
member countries regarding matters of regulation in the global economy.

The structural and ideological foundation of the multilateral financial system, i.e. the
Bretton Woods organisations, has its origins in the so-called transatlantic community of
interests. Even today, the formal and informal decision-making structure of the IMF is
heavily tilted in favour of the U.S. and the European Union, in terms of voting power,
culture and established traditions.” Any disagreement between these two great powers
is therefore more than likely to affect the workings and functioning of the Fund in the
governance of global finance. Or put otherwise, any effort to reform the organisation
in terms of its mandate or internal governance will require agreement between America
and Europe, in order to be successful. Much of the criticism in the wake of the AFC
focused on the legitimacy of the IMF and the lack of voice and decision-making
power for its developing country members. Its policy recommendations and stringent
conditionality were regarded to be intrusive and often motivated by the interests of
its largest and richest members. Therefore, many of the proposed reforms involved

the organisation’s internal governance.10> Especially issues regarding the distribution

8) Even though the G-7 includes only a number of individual European countries, and the
EU does not hold a formal mandate, representatives of the European Community started
participating in G-7 sessions and summits in 1977, and it attempts to present a coherent
position.

9) T am here referring to the silent agreement between the U.S. and the European Union
whereby the president of the World Bank by tradition is an American national and the head
of the IMF is appointed by a European country.

10) for example see: Ariel Buira, “A New Voting Structure for the IMFE,” (2002), available
at: http://'www.g24.org/newvotig.pdf; Ngaire Woods, “The Challenge of Good Governance for
the IMF and the World Bank,” World Development vol. 28, no. 5 (2000), pp. 823-841;
Leo Van Houtven, Governance of the IMF — Decision Making, Institutional Oversight,
Transparency, and Accountability,” IMF Pamphlet Series, no. 53, (2002), available at: http://
www.imf.org/external/pubs/ft/pam/pamb3/contents.htm.
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of voting power and the underlying quota formula based on a country’s economic
strength have featured heavily in the discussions surrounding IMF reform. Although the
Fund has recently approved of ad hoc increases for China, Korea, Mexico and Turkey
to address problems of under-representation, lack of agreement on the development
of a new quota formula has so far failed to bring about more extensive changes in
relative voting shares to enhance the participation and voice of low-income countries."”
Developing a new quota formula is not only an extremely complex technical issue
that involves agreement on which variables should be included and how they should
be calculated or weighted, but it is also highly political in that it directly affects
the underlying political structure of the IMF."” 1t is thus bound to touch a sensitive
nerve in those countries that possibly face a reduction of their voting power, namely
those whose interests are currently perceived to be over-represented, i.e. the developed
countries, specifically the European Union members. Any change in the voting system
will need to be based on broad consensus and it is doubtful that the U.S. or the EU
will agree to any substantial reductions in their voting power.

The U.S. has presented itself as one of the strongest supporters of IMF reform, and
it is supporting at least minimal changes in IMF quota favouring a model based on
the consolidation and reduction of European representation in favour of larger emerging
market countries. However, many believe that the motivation for this is to avoid losing
“one of its most powerful levers in international policy making” (Phillips a) 2006:5).
This fear that the IMF could become obsolete stems from U.S. concern about the
rise of East Asian financial regionalism which it fears might lead some of the Fund’s
larger emerging country members to exit the Fund in favour of alternative regional
arrangements. Consequently U.S. reform efforts are likely to “utilise political capital for
minimal change” in order to preserve the country’s leverage in the organisation (Phillips a)
2006:5). Furthermore, the support of the U.S. regarding this reform is “not completely
altruistic — the U.S. stands to lose nothing from a new quota formula more weighted
towards GDP because its own representation is under-weighted on this metric” (Phillips
b) 2006:75).The situation is more complex regarding the European position. Despite

calls for radical reform in the IMF from the European corner’ and despite its general

11) see: http://www.imf.org/external/pubs/ft/survey/so/2007/NEW057B htm

12) even the link between economic strength and representation as calculated by the quota
formula may be seen as political, since recalculations of quota based on changes in the
composition of economic power in the world economy, would increase rather than reduce
the voting power of rich, industrialized countries.

13) See: “Don’t Wait Up”; Economist 10/03/1998, vol.340, issue 3088, pp.83-34.
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preference for multilateral, consensus-building governance, Europe has so far failed to
take on an active leadership role in reforming the Fund. One reason for this might be
that with the introduction of the euro European members “shifted their attention away
from Washington toward Frankfurt” (Pauly 2006). However, since reform proposals
focus mainly on a quota-reallocation based on reducing European representation to a
single seat in favour of larger emerging market countries, the main reason is more
likely to be the reluctance or inability to concede any of their influence within the
organisation (Phillips 2006).

Coming under public scrutiny from politicians, academics and civic groups, many
of which form part of the anti-globalisation movement, as well as pressure from
the developing world to enhance the representation of the organisation’s poorer
members and become more transparent and accountable to the public in general, has
made it a rather “inhospitable environment” for the two great powers for creating
new international financial regulation (Drezner 2007:122). Even though international
multilateral organisations that are universal in membership, can serve to legitimate
regulatory standards and rules, the cleavage in interest between the Fund’s debtor and
creditor countries also makes it difficult, if not impossible to reach consensus on the
introduction of new financial regulation. In face of such constraints, the two great
powers have therefore poured their efforts into creating new, more favourable fora in
the global financial architecture, such as the Financial Stability Forum and the G-20 (Drezner
2007). These much more exclusive, G-7-based decision-making processes, due to their
membership being so limited in number, enable confidential discussions and make it

easier to find consensus on regulatory issues.

4.3 Shifts in global financial governance

In this part I will show that this trend toward decision-making in exclusive, or so-
called minilateral arrangements in the international financial system, is not as recent
as it seems, as it can be traced back to the end of the original Bretton Woods fixed
exchange rate system. As the system moved towards floating exchange rates, the
increased instability this incurred was seen to require some ‘new’ form of economic
policy coordination and exchange rate management, and in 1973 the finance ministers
of the G-4 met for the first time to discuss the repercussions of the floating the
dollar by closing the gold window. This new ‘club’ soon expanded to the G-5 and
included the central bank governors before forming the G-7 in 1986 to intensify
their multilateral surveillance activities. Although the G-5 became more prominent as

a group after the collapse of the Bretton Woods system, these five countries already
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previously held a special position within the IMF as members with the largest quota
and the special privilege of being permanently entitled to appoint Directors to the
Executive Board."” The G-5 as well as the G-7 today, constitute an informal group,
i.e. they are not formally bound by multilateral agreement as a collective institution.
Nevertheless, the special role and power of G-5 in international monetary arrangements
is acknowledged even by IMF insiders, such as Joseph Gold,” “The Five have been
distinguished by multilateral legal action from all other members of the IMF:- [as
they] follow procedures arranged by themselves, as a result of which they formulate
understandings on domestic and external policies that affect global monetary condition”
(Gold 1988:86). He further shows that the G-5 were formally recognised within the
IMF — in terms of structural aspectslﬁ) as well as in activities of the organisation,m
but that they were not required to act as a group in their functions within the IMF.
whereas the group’s objective at the economic summits that started in 1973 with
discussions on reforming the international monetary system was to find a collective
approach to items on the agenda. This implied that the G-5 soon took on the role of
“a kind of steering committee for the IMF and other broader organisations” (Putnam
and Bayne 1984:194)."” Further, “Within such a small group it was possible to work
out finely balanced positions, which could form a basis for decisions in wider IMF
bodies such as the Committee of Twenty and the Interim Committee” (Putnam and
Bayne 1984:18). This indicates that G-5 decision-making shifted from within the
multilateral IMF framework to the G-5/7 summit process outside the IMF. The IMF
Managing Director was only permitted to participate in these multilateral meetings of
the major industrial countries by invitation and the language of the 1982 Versailles

Communiqué reflects this new constellation between the Fund and the summit process,

14) Tt should be pointed out though that the original composition of the Five was not the same
as it is today, which only came about after the Soviet Union opted out of the IMF and
when China was replaced by Western Germany (1960) and India by Japan (1970) after the
adjustment of quotas.

15) Joseph Gold joined the IMF in 1946 as a Counselor and in 1960 became the General
Counsel and Director of the IMF’s legal department. He continued to serve as a Senior
Counsel for many years even after his retirement in 1979.

16) e.g. their right to appoint Directors of the Executive Board and the assurance that they can
make appointments to any new organ or body.

17) e.g. currencies of the Five were determined as freely usable currencies and the interest rate
basket of the Special Drawing Rights consisted of these five currencies.

18) See also: Kenen, P. et. al., “International economic and financial cooperation: New issues,
new actors, new responses, “Geneva: International Center for Monetary and Banking Studies
and Centre for Economic Policy Research, (2004).
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as it reads: “We are ready to strengthen our cooperation with the IMF in its work of
surveillance; and to develop this on a multilateral basis taking into account particularly
the currencies constituting the SDR.™® Even the official account of the IMF’s history

113

by James Boughton acknowledges that, “:--the Fund came to play a significant, if
secondary, role when the major industrial countries tried to set up their own internal
surveillance over monetary and exchange rate policies in the 1980s,” and, “:--the Fund
participated only at the pleasure of the countries’ officials and had no real standing to
guide the process” (Boughton a) 2001:186). The original reasons for the formation of
the G-7 as a decision-making process can therefore be directly traced back to the end
of the Bretton Woods system and the emergence of an increasingly liberal and open
global financial order (Porter; Baker 2006:35). This marked the beginning of a shift in
international decision-making in the international monetary and financial system away
from broad multilateral cooperation and coordination under the auspices of the IMF
towards a more exclusive form of international policy-making under the leadership of
the world’s top economic powers. Naturally these developments may be interpreted to
have undermined the originally intended role and authority of the IMF in managing the
international financial system through multilateral macroeconomic policy-coordination.
In other words, this implies a shift from governance in the institution to governance
through the institution.

Viewing the end of the original Bretton Woods system as linked with a shift in
power away from the IMF to the G-7, seems at odds with the commonly held view
of an increasingly powerful and intrusive IMF in the post-Bretton Woods period
(Beeson and Bell 2005). Although it is true that the IMF expanded its mandate and
influence during this time, it is important to understand that this coincided with a
massive expansion of its membership to include a huge number of developing and
transition economies, making it almost universal, at least in number. In evaluating its
role as a governance mechanism, it is necessary to understand that this membership
is largely divided along the lines of North and South and their corresponding roles as
creditors and debtors. This divide in the Fund’s membership had the effect that “:--the
presumed commonality of interests among members was correspondingly diminished”
(Boughton b) 2004:11). As the mandate of the IMF expanded to include a whole
array of different functions from surveillance, technical assistance, structural adjustment
and crisis prevention and management, the perceived increase in influence, according

to critics and debtor countries, manifests itself in the ever more intrusive manner of

19) quoted in Gold, J., “The Group of Five in International Monetary Arrangements,” p.110.
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its structural adjustment policy programs and the stringent conditionality attached to

these.””

While the IMF has certainly gained in influence over the domestic policy-
making processes of its borrowing clients, the shift of decision-making over financial
regulation and macroeconomic policy coordination to the more exclusive G-7 implies
that as a cooperative multilateral decision-making mechanism and process the Fund has
rather lost in influence. This view is also supported by Fratianni and Pattison (2004)
who suggest that even though the IMF enjoys a certain degree of autonomy, this is “restricted
to areas of marginal interest to the critical shareholders” (i.e. the G-7), who as the “core
of shareholders at the IMF are in full control of the institution’s mission on the big
issues,” (p.23).

The G-7 gradually started playing a greater role in the organisation of international
economic and financial affairs, marked by the Plaza and Louvre agreements in the
1980s to stabilise exchange rates between the major currencies through exchange market
intervention and adjustment of domestic policies (Baker 2006). But it was really
the 1995 Halifax summit in wake of the Mexican peso crisis, that “the prominent
political role of the G-7 in the international regime for financial regulation” (Porter),
became apparent. Today it is seen as “the pre-eminent forum for the formulation of
international monetary policy and has been regarded as the most important locus of
authority in global financial governance” (Baker 2006). This shows that even after
the end of the Bretton Woods system, the Western alliance managed to maintain their
monopoly in regulation international economic and financial affairs by shifting the
decision-making outside the multilateral system.

The development of financial arrangements in East Asia also indicates a trend
towards more exclusive decision-making processes in financial governance, albeit on
a regional level. Many analysts see these as a direct response to the inadequacies of
the multilateral system and dissatisfaction with the role the U.S. played in the AFC
(Henning 2005). Although larger emerging market countries might not have the same
capacities and capabilities as the great powers to shop around or create any viable
alternative to the existing multilateral system, many believe that ongoing failure to
reform the IMF will likely reinforce the trend towards regionalism. Or as Sohn puts it, “-*
unless the G-7 dominated global financial institutions resolve the legitimacy problems
--Asian developing countries are unlikely to place whole stock in global solutions in
order to deal with global (and regional) financial issues,” (Sohn 2005:501). Provided

that the underlying conditions are right, such as a convergence of preferences across

20) e.g. see Helleiner and Momani (2007)
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the region, a certain degree of economic interdependence, etc. the creation of regional
arrangements will be an attractive option for those that can afford it (Henning 2005).
Regionalism may thus be a strategy partly to supplement the perceived shortcomings of
the multilateral system and address specific regional issues, but also partly to increase
their leverage in global decision-making processes and the representation of their
interests in intergovernmental organisations like the IMF (Grimes 2006). While this
may put more pressure on the great power alliance between the U.S. and the EU to
support IMF reform, at the same time it will add to the perceived constraints that lead

them to seek other, more exclusive, forums to push through new financial regulation.

5. Coordination vs. inclusiveness ?

To conclude, these new developments in the global financial architecture seem to
indicate longer-term trends towards more exclusive decision-making processes. As has
been shown, on the global level this trend may be traced back to the end of the
Bretton Woods system and the simultaneous shift in global financial and monetary
policy-making away from the IMF towards the G-7. On the other hand, regional
developments in the financial arena in East Asia are seen as a direct response to
the region’s experience with the IMF during the AFC and, paradoxically as bpart
of an effort to increase inclusiveness in the multilateral organisation by pressing for
better representation of the region’s interests. Nevertheless, the fact that prevailing
conditions are making it difficult for the Fund to implement any significant changes in
its internal governance structure due to lack of agreement amongst the great powers,
imply that Western powers will instead try to appease the region’s demand for better
representation in the organisation with minimal, ad hoc quota increases. However,
analysts like Sohn (2005) believe that it is rather unlikely that this will reduce the
momentum gained in East Asian financial regionalism. The question is, whether these
trends in the long-term might therefore open up or rather increase existing gaps in
the global governance system in terms of participation and inclusiveness, whereby the
developing countries are the ones who lose out.

Moreover, these trends toward exclusive decision-making seem to be mutually
reinforcing, as, according to Drezner’s revisionist model, the Western powers would
resort to other more exclusive arrangements, if the increased leverage for East Asia
in the global financial system and the region’s push for greater inclusiveness succeed
in making the IMF more democratic. Drezner (2007) concludes that a great power
concert is a necessary and sufficient condition for effective governance. According

to rational choice theory, legitimacy is given by those who participate in a system
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designed to maximize their advantages. Therefore, legitimacy is seen as a bargain or
some kind of “social contract”. In other words, acceptance of a system is provided as
long as it offers a minimal degree of benefit for most participants (Cohen 1988:10-13).
In this sense, achieving policy coordination amongst the great powers and setting new
global standards, is legitimated by its success over other policy options favoured by
other members of the international system. Furthermore, according to the RCI model,
the participants of the bargaining process (i.e. the great powers) may resort to the
use of multilateral institutions in the implementation stage to enhance the legitimacy
of regulatory coordination (Martin 1992). This is for example reflected in the great
powers’ attempts to enforce the new global financial standards by linking access to
financial resources of the Bretton Woods institutions to compliance with the 12 key
codes and standards and to incorporate them into the IMF’s surveillance function (Drezner
2007). However, this encountered resistance from developing countries and “the G-7

was thwarted from achieving all of its enforcement goals within the IF1*

structure,”
(Drezner 2007:142). This shows that outcomes in exclusive, power-based decision-
making processes, will provoke resentment and therefore affect the perceived legitimacy
of the multilateral organisation that is used to enforce such standards.

The efforts made by the great powers to enhance the legitimacy of G-7-based
decision-making processes, demonstrates that aspects of legitimacy and inclusiveness in
global governance are difficult to ignore completely, even for the great powers. So far
the Western alliance has opted for a rather minimalist approach in deflecting criticism
by allowing for a slightly enlarged membership in the new global financial institutions,
i.e. the Financial Stability Forum and the G-20. Although the FSF only includes four

. sl 22
non-G-7 national representatives, )

the G-20 was specifically designed to bring together
“the ‘north’ and the ‘south’, the creditor and debtor nations, and the rule-makers and
rule-takers” (Beeson and Bell 2005:4). Partly to legitimate the FSF and G-7 dominated
decision-making processes in international financial regulation, the G-20 might be seen
as a reaction to the pressures from emerging economies and civil society for greater
inclusiveness through broader participation in the decision-making processes of global
governance (Sohn 2005:494; Porter). Nevertheless, these new global arrangements
are still highly selective in their membership, which seems to have been arbitrarily
chosen by the G-7 (Sohn 2005). Furthermore, the fact that the G-20 remains merely

an informal forum for promoting dialogue and exchange, implies that it was never

21) IFI — international financial institutions
22) non-G-7 countries are allowed to participate in FSF working groups at the discretion of the
organization’s members (Sohn 2005).
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intended as a “governance substitute” (Drezner 2007:146). Instead, this “cosmetic
change” to enhance effectiveness and legitimacy in global financial governance, has
rather reinforced Asian discontent with global arrangements and thus provided further
impetus for regional solutions (Sohn 2005:495-501).

It might be concluded that efficiency and exclusiveness are favoured in the trade-
off with the legitimacy and inclusiveness that universal international organisations such
as a reformed IMF might be able to offer. In this process the great powers are opting
for politics of coordination that require common interests and agreement on the rules
to be implemented, which are easier to find amongst a small group of countries that
are similar in terms of economic development and political orientation. This naturally
narrows down the bargaining process to the group of developed countries the largest
of which are represented in the G-7. Considering the difficulties involved in achieving
consensus in the IMF with its huge and diverse membership in terms of needs and
interests, this implies that exclusive IGOs such as the G-7 and its various related

forums, are seen to offer an effective and efficient venue for creating new regulation.

6. The limits of rational choice theories

The question is how do RCI and the revisionist theory account for this trade-off
between coordination and inclusiveness, whereby the trend seems to be towards the
former? Furthermore, how do they explain the complex interactions and dynamics
that evolve from this trend on other levels of the world political economy, such as
the regional initiatives in East Asia? The traditional RCI approach with its focus on
coordination amongst states that are roughly equal in terms of power and interests,
such as the group of developed economies, offers great insight into how such a group
will achieve cooperation and what institutional form this cooperation is likely to take
based on the nature of the cooperation problem. It therefore seems suitable to describe
why and how the G-7 decision-making process originated and evolved to provide
stability and compliance with rules in the Western system in the face of the perceived
decline in U.S. hegemonic power (Keohane 1984).

Nevertheless, today the political economy in the world is immensely changed,
as the end of bipolarity and the emergence of new economic powers and regions
fundamentally altered the distribution of power and globalisation has brought about
increasingly global financial markets. RCI therefore seems somewhat limited to explain
the changes and complex interactions that are going on in today’s world political
economy, as it neglects to take into account power differentials between this group

of advanced industrialized countries and other state actors, such as the emerging

- 141 -



market economies in East Asia or Latin America. It therefore is less well positioned
to explain what effects the trend toward policy coordination in the G-7 will have on
the wider multilateral system and universal IGOs such as the IMF or the reaction of
other members of the international system to the perceived inefficiencies and lack of
legitimacy of such organisations. For example, Martin (1992) shows that in the case
of coordination problems, once coordination has been achieved there is little incentive
for defection and therefore little need for strong multilateral organisations to enforce
compliance. The design of new financial standards after the AFC might be viewed as a
typical coordination problem that was overcome once agreement between the members
of the G-7 based organisations, that produced these standards, was achieved. Therefore
the RCI approach would view this outcome as an established equilibrium. However,
it does not account for any possible side-effects this might have on the perceived
legitimacy of the wider multilateral system in the eyes of those state actors that were
not included in the bargaining process and possibly face much higher adjustment costs
in implementing the new regulation. The RCI approach, even though it provides a
useful analytical tool to examine the outcomes of international cooperation, tends to
focus more on the status quo rather than viewing these outcomes as part of longer-
term developments or looking at the implications they might have on other actors or
institutions, i.e. the dynamics that evolve out of a particular outcome. Neither does
it sufficiently explain the relation of institutional “reactions” to these outcomes, such
as East Asian financial regionalism, which is seen by most analysts as a reaction to
the perceived inadequacy of the multilateral system (in terms of representation and
efficiency), the role of systemically important states (the great powers, specifically the U.S.)
and the perceived lack of legitimacy of new global club IGOs.

The more realist revisionist model specifically incorporates power differentials
amongst state actors in bargaining processes. It therefore aptly explains the trend of
the great powers to pour their resources into more exclusive institutions made up of
like-minded states, and that are therefore more favourable to their interests based on
the view that opposition from those with higher adjustment costs would block the
agreement in a universal IGO like the IMF (Drezner 2007). However, this model is
based on the assumption that preferences are formed in the domestic political economy
and that international cooperation aims at achieving maximum efficiency without taking
into account other possible influences on preference formation such as ideological
outlook (e.g. ideas of “grand strategy”) or legitimacy concerns. As critics point out,
the purposive element of rational choice theory in using such narrow assumptions tends

to simplify actors’ intentions even though they “may be operating from a much more
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complex set of motivations,” (Hall and Taylor 1996:952). It therefore neglects the fact
that the two great powers in today’s world political economy, the U.S. and the EU
have a closely interrelated history and culture based on common political and economic
ideological foundations that might also serve to explain their penchant for close
cooperation that developed under conditions of bipolarity. What is also missing from
this theoretical model is any kind of reference to the existence or absence of a wider
macrostructure that might have an effect on the strategic outlook of state actors, as for
example bipolarity serves to explain the close relationship Western powers developed
in the transatlantic alliance where clearly security issues in combination with domestic
economic conditions played a part in international cooperation within the multilateral
system. The revisionist model, while adding new insights into the workings of regimes
and bargaining outcomes that are attributed to the distribution of power and interests
in the world political economy, is too focused on the great powers. It is also limited
in that it only explains their influence on and interest in cooperation in terms of
economic market power. In his analysis Drezner (2007) concludes that “the presence
of a bargaining core among the great power concert is a necessary and sufficient
condition for effective governance” (Drezner 2007:36). Based on his interpretation, this
can only be taken to mean effective in the sense that it has successfully been brought
into existence, i.e. it receives its legitimacy purely based on the fact that coordination
has been achieved. What it does not take into account though is that, because this
outcome has been determined by an exclusive group of actors, perhaps in opposition
to the majority of members of the wider multilateral system, this is likely to create
opposition or discontent. This in turn might create counter-dynamic tendencies, such
as in the case of East Asia, where frustration with the inadequacy of the IMF and
the role of the U.S. led to regional arrangements in a move to increase the region’s
standing in the wider international financial and economic system.

Since the voice options in multilateral organisations like the IMF are still limited
due to inherent structural constraints, those countries that have the capacity, capability
and the political will, seek to strengthen their voice in the new global financial
architecture through regional institutions. Regionalism is thus not only a response to the
inadequacies and constraints of the multilateral system, but also to the perceived lack
of legitimacy of the G-7-based institutions. This means it is intended for both hedging
and leverage (Grimes 2006). Regional arrangements thus form part of a strategy to
encourage broader participation, establishing a globally agreed-on system of rules, and
sharing more equally in the adjustment costs regarding global financial governance (Sohn,
2005:501). Grimes (2006) identifies this as a strategy of regional nesting within the
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multilateral system. Although East Asian financial regionalism may be seen as an
emancipation process away from dependency on U.S. influence, it is “still generally
supportive of stated U.S. goals and of the existing global financial architecture” (Grimes
2006:357). This may be attributed to the openness or “porous nature” of the East
Asian region due to the influence of internationalisation and globalisation (Katzenstein
2005). However, neither RCI nor the revisionist model offers any explanation for this
regional “counter-strategy” and its specific nature of regional nesting. Neither do they
offer any insights into the sustainability of these trends towards exclusive arrangements
on global and regional levels in the long-run or the impact these will have on the
future of the IMF.

Conclusion

While rational choice theory has the advantage of providing a “highly generalisable
set of concepts that lend themselves to systematic theory-building” (Hall and Taylor),
it is often criticised for being too deductionist in the exogenous specification of
actors’ preferences. These are seen to be derived from a few very narrow, elementary
assumptions that do not take into account individuality or cultural aspects in actors’
preference formation, thus “replacing political actors with calculating automatons” (Hay
and Wincott 1998:952). A weakness especially of the revisionist model is that the two
great powers that feature in its empirical evidence, the U.S. and the EU, are in fact
so closely interlinked or related through their history, political economy and culture,
that this might affect the model’s usefulness in making more general hypotheses.
Furthermore, one might argue that originally the G-5/7 process received a large part
of its legitimacy from the fact of bipolarity, as this particular macrostructure implied
a linkage between security and economic issues and left participants of the Western
international system with little choice. Today, in the absence of such a macrostructure,
or the transition toward a new, perhaps multi-polar, world structure, the requirements
for achieving legitimacy might therefore also have changed. This would explain why
it is now, that the IMF is facing a legitimacy crisis. Even though inefficiencies and
discontent with the influence of the dominant powers in the organistion might have
existed before, the fact that the parameters of the world political economy have
changed, might have contributed to a greater push by other members to increase their
standing and influence within the organistion and the wider international financial
system via a regional strategy.

As has been shown, both rational choice approaches incorporate a fairly narrow

concept of legitimacy based on the efficiency gains created for the system’s participants.
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In the real world the trade-off between efficiency derived from coordination and
inclusiveness through wide participation in multilateral bargaining processes may be
seen to have led to a situation where the general trend is toward exclusive decision-
making processes. On the global level these are the G-7 based minilateral institutions,
whereas on a regional level new arrangements have emerged in East Asia in response
to the perceived lack of legitimacy of G-7 leadership. Both though come at the
expense of universal multilateral organisations like the IMF and thereby not only
destabilise the multilateral organisation, but also seem to have mutually reinforcing
impact on each other. In face of the instabilities theses dynamics might produce in
the overall global governance system, the question is how much longer these strategies
might be sustainable. This outlook hardly supports the idea of a stable equilibrium
according to rational choice based institutionalism or Drezner’s (2007) conclusion
that agreement amongst the great powers is not only necessary but also sufficient
for effective governance. Effective it might be, but what this model does not take
into account is, at what cost, i.e. how sustainable is this governance outcome in the
long-run? The concept of legitimacy provided by these two rational choice models
therefore seems too narrow and limited to draw such a “positive” conclusion on
global governance. This indicates that the concept of legitimacy needs to be expanded
to include a greater variety of legitimacy-creating aspects, in order to provide a
more accurate view of the interaction and interrelation of different state-actors and
institutions in global financial governance. For example Cohen (1988) in his study
“state formation and political legitimacy” proposes the use of a comprehensive concept
of legitimacy that includes the system’s “coercive capacities, the benefits derived from
compliance, the moral validity of governmental practices, and the continuing evaluation
of these practices by the polity members,” (p.16). He thus combines aspects of
legitimacy from a range of theories by arguing that “an eclectic perspective looks at
substantive problems holistically,” (p.15). Although rational choice theories offer at
least a partial account of the institutional dynamics in the global financial architecture,
it is nevertheless incomplete. Based on the outcomes of the analysis of this paper, I
therefore propose that such a broad concept of legitimacy, adapted to the international
context, would serve well as the basis for developing a more comprehensive theoretical
framework to understand the complex interactions and institutional changes in the
global financial system.

One last question that remains is what does the future hold for the IMF in light
of these developments? Although multilateralism seems to have been pushed to the

sidelines in global decision-making, there is no sign that the great powers (e.g. the
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commitment to at least minimal quota changes) or regional players (e.g. the IMF
link in the CMI) are able or willing to actually abandon the IMF. Currently the
multilateral organisation seems to be somewhere in the middle of this tug-of-war
game between regional and global arrangements, which is likely to further impact on
the perceived lack of legitimacy of the IMF amongst its various members. As this
analysis has shown, legitimacy cannot be merely based on efficiency gains, but also
needs to include aspects of inclusiveness and acceptability for all members. Therefore,
the organisation needs to find a way to address and re-establish its legitimacy based
on this broad concept in order to regain its relevance and ensure its future in global
governance. Perhaps one perceivable way of doing this would be for the IMF to take
on a role of linking, coordinating and facilitating financial governance on all levels
to create a more multi-dimensional global governance network. I believe bridging the
gap between regionalism and globalism would thus enable the development of a more

sustainable, sagacious global governance approach.
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