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Abstract: The year 2024 marks the 80th anniversary of the Bretton Woods Con-
ference, which created the World Bank, the International Monetary Fund (IMF),
and the postwar economic order. This article argues that it is time for fundamen-
tal reform of the international financial architecture to enable the expansion and
improvement in finance flows for sustainable development in the Global South,
encompassing reform of the multilateral development banks (MDBs) and IMF, and
new arrangements for debt, international taxation, carbon and nature markets and
the mobilization of private capital. As Presidency of the G20 this year, Brazil has the
opportunity to drive this agenda.
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A SIGNIFICANT ANNIVERSARY

ighty years ago, in July 1944, the soon-to-be-victors of the Second World War
gathered in a small town in the Northeast of the United States to redesign the
global economic architecture. Forty-four countries sent representatives to the
Bretton Woods Conference, but in practice it was dominated by just two of them:
the British delegation was led by the brilliant economist John Maynard Keynes,
whose 1deas had already revolutionized economic policy thinking; the Americans,
by a wily Treasury official, Harry Dexter White. Together their vision shaped the

postwar economic order.

The Bretton Woods Conference had one overarching purpose: to ensure that
the global economy never again experienced a period as devastating as the one which
had just ended. Post-First World War reparations had contributed to hyperinflation
in Germany and the rise of the Nazis; the Wall Street Crash in the U.S. led to the
Great Depression and mass unemployment throughout the developed world; com-
petitive currency devaluations had resulted in a trade war and widespread economic
losses. For Keynes and White the solution was imperative: only multilateral economic
cooperation could ensure that all countries were able to achieve full employment and
social wellbeing at home with stable exchange rates and financial flows abroad.

The Bretton Woods Conference famously created two new international insti-
tutions, the International Bank for Reconstruction and Development, which subse-
quently became known as the World Bank, and the International Monetary Fund
(IMF). The Bank’s aim was to help countries’ postwar recovery, financing invest-
ment and providing technical assistance for economic development. The Fund’s
objective was to maintain currency and financial stability: holding exchange rates
within a predictable band, reducing barriers to trade and capital flows, and inter-
vening directly if countries fell into system-threatening financial trouble. Four years
later the U.S. established the Marshall Plan to further support economic recovery in
Western Europe: a total of US$ 13.3 billion in aid and lending over just four years,
equivalent to a staggering US§ 173 billion today.

Eighty years on from the Bretton Woods Conference, the global economy
looks very different. In 1944 the U.S. produced more than half of the world’s
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manufactured output. Today it 1s 16%. International trade represented less than
20% of global GDP; today it is over 50%. China has grown from a largely feudal
rural economy to an industrial powerhouse dominating global commodity and
manufacturing production. In 1944 Brazil didn’t grow any soybeans; today it is
the world’s largest producer.

Yet there are also similarities. As

[ he Bretton Woods
Conference had one
overarching purpose: to ensure
that the global economy

never again experienced a
period as devastating as the
one which had just ended.

(...) [And] famously created

in 1944, the world today is seeking to
recover from a series of major shocks.
The Covid-19 pandemic of 2020-22
was followed by a huge spike in energy
and food prices after the Russian inva-
sion of Ukraine. The subsequent rise
in the dollar as the U.S. sought to deal
with inflation has left countries facing a
flight of foreign capital and unsustain-
able debt. And an accelerating crisis of
global warming, nature depletion and

air and ocean pollution has generated
new fragilities. Climate change and con-
flict are leading to migration and rising
political tension almost everywhere.

As in 1944, the world is geopo-

{fwo new wnternational
mstitutions, the International
Bank for Reconstruction

and Development, which

litically divided. Then, the U.S. and
the Western world were on the verge
of cold war conflict with the Soviet
Union and China. Today, the U.S.
and the Western world are in a post-

subsequently became
known as the World Bank,
and the International

Monetary Fund (IMF).

cold war conflict with Russia, and ten-
sions with China have been rising. But
today there are other major powers on the scene as well. The European Union
is a powerful and independent part of the Western world not wholly tied to the
U.S. India, Brazil and the Gulf States each now play an independent role in
global affairs. Where once it was the British Empire, whose trading and political
networks among African and Asian countries dominated the diplomacy of the
developing world, today it is China, whose huge Belt and Road investments have
given it political and financial leverage.

As we approach the 80th anniversary of the Bretton Woods agreement, the
parallels suggest an obvious conclusion. The time is ripe for a fresh agreement on mul-
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tilateral economic cooperation. Deep
global problems, huge unmet social and
humanitarian needs, a shifting geopo-
litical landscape: there is a strong case
for a “Bretton Woods 2.0” and a “New
Marshall Plan™ fit for today’s world.

In these circumstances, it 1s fortu-
itous that Brazil holds the key global lead-
ership position in 2024 as presidency of
the G20. While the G20 cannot in itself
reform the Bretton Woods institutions or
the wider global financial architecture,
it 1s the key multilateral forum in which
this can be discussed and agreed. Brazil
assumes its leadership under a President
anxious not just to put the country back
on the world stage, but to use the coun-
try’s global leadership status to advance
the cause of sustainable and equitable
global economic development.

THE GEOPOLITICS

Is a new international economic
agreement possible? Rising diplomatic
tension over recent years has made
multilateral governance more difficult
in many ways. But it has also created
opportunities. Both the U.S. and EU
have now embarked on a new economic
and geopolitical mission. Their eco-
nomic goal 1s decarbonization through
industrial strategy: reducing their green-

As we approach the 80th
annwersary of the Bretton
Woods agreement, the
parallels suggest an obvious
conclusion. "I he time 1s
ripe for a fresh agreement
on multilateral economic
cooperation. Deep global
problems, huge unmet social
and humanitarian needs,

a shifting geopolitical
landscape: there is a

strong case for a “Bretton

Woods 2.07 and a “New
Marshall Plan”™ fit for
today’s world. (...) While
the G20 cannot in itself
reform the Bretton Woods
institutions or the wider
global financial architecture,
it 15 the key multilateral
Sforum in which this can

be discussed and agreed.

house gas emissions while building new green sectors for employment and growth.

The geopolitical goal is to reduce their supply chain dependence on China, and to

counter their political influence in Africa, Latin America and Asia.

There has been a lot of international commentary about the effective “protec-
tionism” embodied in the U.S. Inflation Reduction Act (Tucker 2023), which offers
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major subsidies to green industries and products, but only if they are mainly manu-
factured in the U.S. Developing countries have been rightly concerned that this will
penalize their exports. The introduction of the Carbon Border Adjustment Mecha-

nism (CBAM) (EU 2023) in the EU, under which high-carbon imports in key sectors
will be taxed, has equally raised alarm (Ulgen 2023).

But there 1s another side to this. Neither the U.S. nor the EU can build green
industries from purely domestic resources. Their new manufacturing sectors need
global supply chains. The most obvious need is for critical minerals such as cop-
per, lithium, nickel, cobalt and rare earth elements, key components of renewable
energy systems, batteries and electronics. But the need goes well beyond these: it
includes green steel, cement, hydrogen,
timber, plastics, chemicals and manufac-
tured components. This has given the Is a new nternational

U.S. and EU new and Powerful reasons CCONOMic agreement possible?
to develop trade and investment part-

nerships with emerging and develop- RZSZﬂg dZ])ZOﬂ’ldl‘ZC lension

ing economies (EMDEs). And many of over recent years has made

those countries have noticed. Today the lilateral
majority of minerals mined in Africa are muciiiaterat governance more

shipped to China for refining. Already a dgﬁicult n many ways. But it
number of African countries are seek- has also created opportuniz‘ies

ing Western support to build their own
refining and manufacturing capacity.

Indeed, some are clearly playing off this newfound Western interest against
continuing Chinese trading relationships. As President William Ruto (2022) of
Kenya has pointed out, for the first time in many decades, the world now needs
Africa, and Africa is not going to let the opportunity pass.

This newfound sense of agency has been accompanied by much more vocal
criticism of the Global North by leaders from the South. There has been open and
justified anger at the failure to keep past financial promises, such as the target to raise
the level of overseas development assistance (ODA) to 0.7% of national income, and
to provide US$100 billion in climate finance; at the hoarding of Covid vaccines and
the failure adequately to finance the Pandemic Fund; at the global economic impact
of the Russian invasion of Ukraine and the sanctions which have followed it; and at
the West’s apparently unlimited ability to provide resources to Ukraine and Israel but
unwillingness to increase development assistance or offer debt relief to the poorest
countries even in the face of increasing debt distress, poverty and hunger. Presidents
Lula and Ruto have become leading global spokespeople for this widespread view.
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None of this has yet resulted in any significant addition to the resources which
high-income countries are making available. Inflation, fiscal constraints and the
widespread voter support now being given to far right political parties have made
this a very difficult time for progressives in domestic politics. But there 1s no doubt
that, among the more outward-focused leaders, there is a recognition that the West’s
geopolitical security, economic interests and moral obligations are converging—and
that action will have to follow.

And time 1s short. President Biden will only certainly be in office till January
2025. Presidents Scholz of Germany and Macron of France next face elections in
October 2025 and April 2027. Though the EU has elections in June 2024, Commis-
sion President von der Leyen will most probably be re-clected if she stands again,
and the EU’s stance is unlikely to significantly change even if she does not. The UK
is likely to have a Labor government by October 2024, joining Canada and Austra-
lia among the other G20 members with broadly progressive administrations.

None of this makes significant reform of the international financial architecture
easy, let alone likely. The obstacles to be overcome remain huge. But it does provide
reasons to think that the next two years offer a rare opportunity to make progress.

MOMENTUM

Indeed, the process has already started. Over the past two years, a num-
ber of new international initiatives have sought to galvanize reform. They have
different emphases, but each seeks to increase the scale and quality of finance
flowing to the Global South for sustainable development. A number also seeks

to change the way the major institutions—particularly the World Bank and the
IMF—are run.

Perhaps surprisingly, this wave of reform efforts was kicked off by one of
the smallest countries in the world. The Prime Minister of Caribbean island Bar-
bados (population 281,000), Mia Amor Mottley, took the 2021 UN climate con-
ference by storm when she called for a US$ 650 billion annual issuance of Special
Drawing Rights, the reserve currency of the IME, to help developing countries
recover from Covid and tackle climate change. Over the subsequent year, she
developed her proposals into the Bridgetown Initiative (Barbados 2022), extend-
ing beyond SDRs to demands for greater lending by the Multilateral Develop-
ment Banks (MDBs), enabling climate-vulnerable countries to access World Bank
and IMF finance, and the introduction of “catastrophe resilience clauses” in sov-
ereign debt contracts, allowing countries to stop debt repayments for two years
when struck by a natural disaster or pandemic.
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Mottley’s charismatic presence on the global stage saw her 1deas picked up
by a range of countries and civil society organizations. In December 2022, French
President Emmanuel Macron announced that he would host a leaders’ meeting to
take them forward. The Summit for a New Global Financing Pact (Pacte de Paris 2023)
in Paris, in June 2023, brought together a wide agenda of reform proposals. Chief
among them was an “evolutionary roadmap” (United Stated 2022) for reform of
the World Bank, now being vigorously promoted by the Biden Administration in the
U.S. (Yellen 2022). Under its new President Ajay Banga, the U.S. wants the Bank
to become more effective, to borrow more from its existing resources and to better
promote climate-compatible development in the Global South.

Other countries took up the theme. The V20, a grouping of 68 of the
world’s most vulnerable countries, published an Accra-Marrakech Agenda set-
ting out a wide-ranging series of reforms to international financing mechanisms
(V20 2023). Sixteen indebted countries formed the Sustainable Debt Coalition' to
draw attention to unsustainable debt and promote more effective arrangements.
The Africa Climate Summit in September 2023 issued the Nairobi Declaration
(African Union 2023), calling for a new “climate-positive” growth model for
Africa, for which the African Union would seek investment support from devel-
oped and emerging economies and the global private sector (2023). Meanwhile
four Just Energy Transition Partnerships (JE'T-Ps) had already been announced, in
which the governments of South Africa, Indonesia, Vietnam and Senegal would
receive investment support from Western donor countries, MDBs and the pri-
vate sector to shift from coal to renewables (IDDRI 2023). Over at the UN cli-
mate negotiations, GOP27 in December 2022 saw agreement on the creation of

a new Loss and Damage Fund, though no one was yet ready to put any money
in it (UNCC 2022).

How much money 1s needed? A recent report for the G20 estimates that
around US$ 3 trillion of additional spending is needed per year in emerging and
developing economies (other than China) by 2030 to meet the sustainable develop-
ment goals (G20 India 2023). Of this, US§$ 1.8 trillion represents additional invest-
ments in climate action (a four-fold increase in adaptation, resilience and mitigation
compared to 2019, mostly in sustainable infrastructure), with US§ 1.2 trillion in
additional spending to attain other SDGs (including a 75% increase in health and
education). Most of this will have to be raised domestically in EMDEs, mobilizing
savings and taxation. But around US§ 1 trillion a year will need to be in the form of
external public and private financial flows.

1. See: https://sustainabledebtcoalition.org/
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So this 1s the goal around which reform efforts are now gathering: a conve-
niently memorable number. US$ 1 trillion in additional international financial flows
is a lot, but it equates to just 1% of global GDP.

THE AGENDA

The agenda for international financial architecture reform that has emerged
over the last two years has many different components, but they essentially divide
into six. These represent, in effect, six sources of additional finance and the institu-
tional changes that will be needed to generate them.

1) The first and most developed—due to U.S. backing—is reform of the multi-
lateral development banks. For President Biden, funds provided to the World Bank
and regional MDB:s offer both the most likely means of gaining support in Congress
(which he needs for almost all expenditure commitments) and the best value for
money: MDBs can leverage a dollar of capital up to ten times by borrowing on the
back of it in the international markets.

MDB reform now has a bible. This comes in the form of the two reports of
the Independent Experts Group on Strengthening Multilateral Development Banks
(G20 India 2023) commissioned by the government of India under its 2023 G20
Presidency and chaired by Indian economist N. K. Singh and former U.S. Treasury
Secretary Larry Summers.

The reports call for a tripling of MDB lending by 2030. This would be funded
by a general capital increase, an increase in overseas development assistance chan-
neled through the banks, the more effective use of balance sheets, and the use of gov-
ernment guarantees. At the same time, the reports argue, the MDBs should become
more efficient and effective. They should impose fewer social and environmental
conditions on borrower countries, they should focus more on impact than simply the
volume of lending, and they should cooperate more in individual countries. Greater
total lending capacity will enable them to provide more for climate action while not
reducing their commitments to poverty reduction.

This agenda—for both “bigger” and “better” MDBs—has not yet been
fully accepted by the major developed country shareholders of the World Bank
or other MDBs. To put it simply, they want to see the MDBs become better
before they are willing to make them bigger. But President Biden would not have
appointed Summers to co-chair the expert group if he had not been prepared to
put U.S. money—if he can get it through Congress—behind his recommendations.
The UK has already announced it 1s prepared to contribute to a capital increase

Year 2 / No. 8/ Oct-Dec 2023 - 119



Jacobs

if the World Bank makes sufficient progress with reform. Privately, France and
Germany have said the same.

If MDB reform focuses on one of the institutions created at Bretton Woods,
the second item on the international finance reform agenda concerns the other. The
IME, which has long been attacked for imposing free market or “Washington con-
sensus” reforms on its loan recipients, 1s now facing criticism for making it too diffi-
cult for many poorer countries to access its money. A new facility, the Resilience and
Sustainability Trust (RST), has been created to provide assistance to climate-vulner-
able countries, and has so far attracted over US$ 40 billion in donor funding. But it
has so far disbursed very little cash, because the IMF insists that recipient countries
rein back their public spending and accept new and often onerous conditionalities

(Miller, Pudussery & Rosenfeld 2023).

The RST 1is funded from the last issuance of Special Drawing Rights (SDRs),
which the IMF made during the Covid-19 pandemic. The package was very large:
US$ 650 billion worth of new reserves. Yet under the IMI’s rules, SDRs go to
countries in proportion to their shareholdings. So the largest economies of the G20,
which needed them the least, got US$ 500 billion between them, while the whole
of Africa, which needed them the most, got just US$ 33 billion, or 5%. In 2021 the
G20 agreed to “rechannel” a total of US§ 100 billion for development lending. But
this figure has still not been reached, and even when provided back to the IME, very
little has actually yet been delivered to any least developed country. So the original
call from Barbados’s Prime Minister Mottley is being revived. The IME it is argued,
should issue a new round of SDRs, and this time they should be specifically for low
and middle-income countries. Only this, it is argued, can provide the level of finan-
cial resources matching the scale of need.

2) Unsurprisingly, the World Bank and the IMF are the focus for much of
the financial reform effort. But as yet little of this has sought to remedy what many
would regard as their main deficiency—namely that they are still controlled by the
post-colonial powers that created them eighty years ago. President Lula has made it
clear that he wants the governance of these institutions, not just their size and effec-
tiveness, to change (as well as “bigger” and “better,” it might be said, he wants them
“broader”). Put simply, he wants the emerging and developing economies to have a
greater say in how the World Bank and the IMF are run. It will shock no one to hear
that the U.S. and the other G7 powers are very reluctant to concede any power—not
least because it 1s China (already a major financial contributor to both institutions)
which would be the main beneficiary. But with Brazil and South Africa holding suc-
cessive Brazilian G20 Presidencies, and the African Union now a full member too,
the clamor for reform 1is only going to grow louder.
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3) The third item on the agenda is debt. As U.S. interest rates have risen over
the last two years, many countries have found their debt becoming unsustainable.
The IMF estimates that 60% of low-income countries, and 25% of middle-income
countries, are now in or at risk of “debt distress,” meaning that they are unable to
meet their debt commitments. Many are now paying far more in debt repayments
than they are spending on health and education. Sri Lanka and Ghana have already
defaulted. It 1s feared that the next two years will see others do so.

The G20 has established a “Common Framework” for dealing with debt dis-
tress, under which all creditors—including governments, MDBs and private finance
interests—can agree restructuring packages, under the guidance of the IMFE. But,
where it has been used (such as in Zambia over the last year), the Framework has
proved very cumbersome and slow, and few countries now want to enter into its
complicated processes. So there are calls for reform. At the same time proposals
have been made for new ways of arranging debt which would help entrench sus-
tainable development strategies. “Sustainability-linked” bonds, for example, tie
repayments to the achievement of climate and environmental policy goals: if the
government does not achieve these, the creditors get a higher yield. Uruguay has
already issued such a bond, and others are following suit. Elsewhere debt 1s being
“swapped” in return for commitments to protect nature: Ecuador recently did such
a deal, exchanging US$ 1.6 billion in debt into a commitment to spend at least US$
12 million a year on wildlife conservation efforts in the Galapagos islands. An Expert
Review established by Colombia, Kenya, France and Germany is now exploring the
wider possibilities of linking debt to stronger climate and nature policy.

4) Fourth, there are new efforts underway to mobilize private sector capital.
This has always been something of a holy grail in this field: everyone knows that
the sums provided by developed-country governments—even if they deliver what
they promise—will never be enough to finance the scale of sustainable development
needed. For some years now the mantra has been that the world needs to move
“from billions to trillions” in investment dollars—which in turn means mobilizing
large-scale private flows. But getting the international finance sector to invest in
emerging and developing economies has proved very difficult. Across their portfo-
lios, the MDBs have leveraged just 70 cents on every dollar they lend (Attridge &
Gouett 2021). Where what 1s needed 1s for the private sector to come in with multi-
ples of the MDBs’ own lending, in fact it 1s just a fraction.

Various efforts are now under way to try to change this. World Bank Pres-
ident Banga has launched a Private Sector Investment Lab of finance business
leaders to examine the barriers to greater investment in emerging markets and

how they can be overcome (World Bank 2023). Chaired by Mark Carney, for-
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mer Governor of the Bank of England, and Shriti Vadera, chair of global insur-
ance company Prudential, the initiative will look at a wide range of issues, from
financial regulation in developed economies to the shortage of investment-grade
projects. A key focus will be on the high cost of capital in emerging market econo-
mies—often three times that of developed economies—and methods of reducing it.
It’s clear that there isn’t a single reason why—outside a few major emerging market
economies and sectors—the money doesn’t flow at sufficient scale; and therefore no
“silver bullet” policy solution which will get it to do so. But it is equally clear that
unless some meaningful measures can be put in place, the financial reform agenda
will never reach the scale of lending required.

5) The fifth item on the agenda 1s tax. If countries are finding it difficult to
spend more from existing public revenues, are there any new sources of revenue
they could tap? There is a range of different proposals in this field. Some focus on
new international taxes. The International Maritime Organization, for example, is
examining an emissions levy on the shipping sector, on what are currently untaxed
fossil fuels. European countries and small island States have proposed that some of
the revenues from such a levy could be used to finance climate adaptation and loss
and damage. But the levy idea is rejected by most of the world’s larger economies,
including Brazil, and looks unlikely to succeed. A related proposal to tax aviation
emissions—another untaxed use of fossil fuels—has made even less progress. Other
international tax proposals include a windfall levy on oil and gas sector revenues,
and a levy on financial transactions. But none seem to have sufficient support among
the countries where they would mainly need to be levied.

A different focus is on taxing multinational companies better—particularly
the giant digital platform companies (such as Google, Meta, and Amazon), and
the many global corporations which move their accounting profits between juris-
dictions to minimize their overall tax bill. The OECD has made some progress
in this field on behalf of the high-income countries; but many emerging and
developing markets remain angry at how little tax the multinationals pay, particu-
larly when operating in their territories. They are now pushing for the 1ssue to be
moved into the United Nations rather than the OECD, which would give them a
greater say over this policy field.

6) The sixth and final area of financial architecture reform is that of nature
and carbon markets. These are the mechanisms under which developing coun-
tries “sell” nature conservation and carbon saving measures to countries or com-
panies in the Global North which wish to contribute to emissions reduction and
biodiversity protection. This 1s a highly controversial field. There is no doubt that
significant finance could flow through the development of such markets: there is
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a lot of nature to be conserved and carbon to be saved in the Global South, and a
lot of demand for relatively cheap climate action in the North. But there are also
severe doubts whether any system can be established with enough environmental
and social integrity to be acceptable. How can current conservation or carbon
saving be guaranteed into the future? Do such markets mean selling indigenous
peoples’ rights? These and other questions have dogged the UN climate talks,
which have been unable for over a decade to reach agreement on the role of
carbon markets and if and when they should be allowed under the international
regime. But efforts continue to define a “gold standard” which might allow regu-
lated nature and carbon markets a role in the future.

BRAZIL'S G20 PRESIDENCY

Discussion in these six areas of financial architecture reform is occurring
at different speeds and with varying levels of commitment by different countries.
Some have obvious institutional “homes”—notably for MDB and IMF reform. In
others—such as taxes and nature and carbon markets—part of the dispute is over
where the issue should be housed. But increasingly it is being accepted that the
whole agenda needs to be considered

together, as part of an overall reform . .

effort aimed at increasing and improv- [ T}leﬁ nancial archutecture

ing the financial flows for sustainable reﬁ)rm] whole agenda needs

development in the Global South. to be considered z‘oget/zer, as
And in this process the G20 Pres- part (yr an overall 7’?]%777’5

idency has a critical role to play. Of all . . .

the world’s international forums, it is éﬁ?)ﬁ aimed at increasing and

only in the G20 that the whole finan- iﬂZp?’OUi?’lg the ﬁﬂdﬂCid[ ﬂOZUS

cial agenda can be considered. Brazil’s

task, then, is two-fold, matching the two ﬁ r sustainable develop ment un

tracks of the G20 process. the Global South. And in this
The Finance Track is where most 1{)7’ ocess the G2 0P 7’65id€72@2

of the detal.le(.i work 1in the G20 oc.curs. has a critical role to pl@/ Of

Finance Ministers meet several times , -

during the year, agreeing incremental all the world’s international

reforms in a variety of areas. Finance forum s, i s 072[)/ wmn the G2()

Minister Fernando Haddad has set out that th ol al

the fields on which Brazil wishes to make a ¢ who 6ﬁ ﬂd?Z.CZCZ

progress, and they cover five of the issues dgé?’ldd can be considered.
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above: MDB reform, IMF reform, debt, tax and private sector mobilization (Brazil
sees carbon markets as the preserve of the UNFCCC). The Finance Ministry is now
working with other countries to identify the tangible progress they can make in each.

But the Leaders’ Track is where the larger vision can be articulated. The G20
heads of State and government will meet in Rio in November. Lula will command
the stage. From it, he has the opportunity to demand a new global compact for sus-
tainable development, a historic redesign of the international financial architecture
capable of mobilizing US§ 1 trillion a year for people and the planet. Such a com-
pact will not be finalized in 2024. But the plan could be set in train.

Call it Bretton Woods 2.0, or a New Marshall Plan. Or maybe the Rio Agree-
ment. Whatever the label, there is a huge prize within reach. =

London, November 17, 2023
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