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Some Reflections on the Reform of the International Financial Architecture

by Leon Podkaminer

Summary

This note dwells on the reform principles  as contained in the G-20 Summit Declaration. 
Some of the Declaration’s directions seem very important and long overdue.  Development of 
global financial accounting standards, elimination of pro-cyclicality in regulation, isolation of 
‘heavens’ of broadly defined illicit financial activities are worth of being pursued. And all of 
these goals seem capable of being actually reached – provided there is strong enough political 
will. However, the Chapter on Reinforcing International Cooperation appears to be rather 
empty of actions that can be expected to contribute positively to the new global financial 
architecture. The Chapter on Strengthening International Financial Institutions, although 
correctly stressing the need for stocking up the IMF and making it more responsive to the 
needs of the emerging and developing countries, on the whole appears to be rather enigmatic 
(in some parts also problematic).
The Declaration is mute on supranational regulatory/supervisory authorities to police the 
global financial system. Virtually nothing can be expected to change as far as the formal 
regulation/supervision (and also eventual bailout) of major financial institutions active 
globally (i.e. in different jurisdictions) is concerned. The failure to propose the setting up of 
such authorities is neither surprising, nor to be deplored. The idea seems impracticable even at 
the EU level.
Even if the restructuring of international financial architecture does not result in 
revolutionary changes, the global financial system may become much more resilient – at least 
for a couple of years. This forecast assumes that at the national level there will a radical 
overhaul of regulation and supervision in all major countries. The re-regulation could be 
expected to restrict all these corrupt practices that the policy allowed in the recent past. One 
could expect the scope of regulation to be much increased, standards (such as relating to 
leverages) properly modified, improvements in accounting for the systemic risks, etc. At the 
same one may hope for the return of the narrow banking based on  the traditional principles. 
Some more fundamental issues may need to be given some consideration. For example, 
should the authorities continue to applaud the progressing conglomeration of various types of 
financial activities? Or, should one be happy about the frenzy of mergers and acquisitions in 
the banking sector?
Finally, one should perhaps reflect on some deeper, structural developments behind the 
current financial crisis. One of these is the ballooning of the financial wealth which, finding 
investment in the productive activities unattractive, propels all sorts of hardly productive 
activities – as well as speculative booms and busts.

Introduction

The financial turmoil that started in the USA more than a year ago has produced reverberating 
effects throughout the globe. But it is only recently (following the collapse of Lehman 
Brothers) that the severity of  the crisis – and its global scope – have been seriously 
acknowledged. The reform of the international financial architecture is again1  becoming a 
                                                       
1 Interest in reforming (or “strengthening”) the international financial system fluctuates itself. Intense interest in 
the subject follows major international crises – only to abate later on. The previous major international crisis (in 
Asia, with its contagious repercussions in Russia and Latin America) of the late 1990s gave rise to many  
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topic for discussion (if not exactly for real action).  As on the past occasions, there is currently 
no shortage of reform proposals – both general and quite specific. In this note I shall dwell on 
the reform principles contained in the Declaration of the Summit on Financial Markets and 
the World Economy, which was issued following the G-20 Summit held on 15 November.  
Because of the weight of that Declaration  - and of the Body behind it - the principles  are, 
presumably, more likely to be eventually followed in practice than other reform proposals 
circulating around.

The  Summit participants pledged to implementing policies consistent with five common 
reform directions: (1) Strengthening Transparency and Accountability; (2) Enhancing Sound 
Regulation; (3) Promoting Integrity in Financial Markets; (4) Reinforcing International 
Cooperation; (5) Reforming International Financial Institutions. 

Transparency, Regulation, Integrity

The first three directions address the issues to be tackled primarily at the national level -
which does not rule out some involvement of international bodies (e.g. playing consultative, 
advisory or standard-setting roles), or some international (or regional) cooperation. As 
signalled by the very names of these directions, the goal here is to achieve the very same 
things - better regulation at the national levels, better disclosure, transparency, risk 
management, enhanced morality etc - which all proved elusive despite heavy efforts (e.g. by 
the Basle Committee) of the last 20 years. Of course, one should hope that this time over 
significant improvements in national regulation, transparency etc will be achieved. But it must 
be noticed that some of the specific actions projected in these directions, and some 
recommendations formulated therein, sound rather hollow. One senses a good measure of 
wishful thinking here, that is unlikely to produce specific improvements. To get the flavour of 
many of these empty or banal actions/recommendations proposed, let me quote just two such 
immediate2 actions, described as follows: “Banks should exercise effective risk management 
and due diligence over structured products and securitization”, or “Regulators should 
develop and implement procedures to ensure that financial firms implement policies to better 
manage liquidity risk, including by creating strong liquidity cushions”).    

Apart from preoccupation with the national issues, the directions 1-3 also touch upon some 
international issues. 

As far Transparency and Accountability direction is concerned, the medium-term action 
stipulates, among other actions, that the key global accounting standards bodies work on 

                                                                                                                                                                            
proposals and to some real initiatives. These were described by Professor Barry Eichengreen as follows: 
“Official efforts to strengthen the international financial architecture are organized around four pillars: 
international standards for financial management and regulation, Chilean-style taxes on short-term foreign 
borrowing as a form of prudential regulation to be imposed until countries have brought other forms of banking-
sector supervision up to a world-class levels, greater exchange-rate flexibility…, and collective-action clauses to 
create an alternative to ever-bigger IMF bailouts. All four elements would have to be adopted to make the world 
a safer financial place…While constructive steps have already been taken…, the new table on which the system 
will rest remains rickety. It has at best three legs, not four. And without all four legs, stability will be lacking”. 
In: ‘Strengthening the International Financial Architecture: Where Do We Stand?’, ASEAN Economic Bulletin, 
August 2000.  One wonders now, which First-World country’s banking supervision should then have been 
named as  representing a world-class level. (US? Swiss? UK?).   
2 Actions to be taken by the relevant bodies in individual  (presumably G-20)  countries , and by various 
international bodies are either immediate actions (which are to produce results by 1 April 2009), or medium-term 
actions (with undefined deadlines).
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creation of single high-quality global (i.e. presumably to be obeyed universally) accounting 
standards (e.g. for valuation of e.g. securities).  

The Enhancing Regulation direction stipulates rather intensive involvement of the IMF, 
Financial Stability Forum (FSF) and other regulators and bodies which should develop, by 31 
March 2009, ‘recommendations to mitigate pro-cyclicality, including the review of how 
valuation and leverage, bank capital, executive compensation, and provisioning practices 
may exacerbate cyclical trends’. In plain language, the primary aim here seems to be to 
urgently correct the revealed fatal deficiency of  the currently prevailing regulatory models 
(including the ones following the Basle-II rules). ‘Mitigating against pro-cyclicality in 
regulatory policy’  is also  the first specific priority of rapid actions to be taken by the Finance 
Ministers. Other actions within that direction follow quite closely the common (by now) 
opinions (e.g. on the necessity ‘to do something’ about the private rating agencies which did 
contribute significantly to the current mess). 

The Integrity direction hints at implementation of ‘international measures that protect the 
global financial system from uncooperative and non-transparent jurisdictions that pose risks 
of illicit financial activity’.  Moreover, the direction envisages efforts to promote tax 
information exchange: ‘lack of transparency and a failure to exchange tax information should 
be vigorously addressed’.

Overall,  some of the (international in scope) concerns expressed in the directions 1-3 seem to 
me both very important and long overdue. The specific goals enumerated above (i.e. 
development of global financial accounting standards, elimination of pro-cyclicality in 
regulation, isolation of ‘heavens’ of broadly defined illicit financial activities) are all worth of 
being vigorously pursued. And all of these goals seem capable of being actually reached –
provided there is strong enough political will to succeed.  

Reinforcing International Cooperation

The direction 3 stipulates two immediate and two medium-term actions. 
The first immediate action requires national supervisors to collaborate in establishing 
supervisory colleges for all major cross-border financial institutions. Then, ‘major global 
banks should meet regularly with their supervisory college for comprehensive discussion of 
the firm’s activities and the assessment of the risks it faces’. In my opinion this is a vision 
unlikely to ever materialize. Or, if it materializes, it is unlikely to produce any good. (At best, 
the red tape involved could perhaps encourage some cross-border financial institutions to 
withdraw from some activities abroad. And that could constitute a positive contribution to the 
international financial stability).

The second immediate action stipulates that regulators take ‘all steps necessary to strengthen 
cross-boarder crisis management arrangements, including on cooperation and 
communication with each other and with appropriate authorities, and develop comprehensive 
contact lists …” etc, etc. Of course this ‘action’ is sufficiently ambiguous to be of any 
practical significance. 

The first medium-term action stipulates that authorities should collect information on areas 
where convergence in regulatory practices ‘is in need of accelerated progress, or where there 
may be potential for progress…’ I am not sure this ‘action’ properly belongs to the realm of 
the direction on Reinforcing International Cooperation. Moreover, I am not sure whether any 
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national authority in charge of financial sector regulation has to be reminded – by the leaders 
of the G-20 – of the usefulness of collecting information in question.   

The second medium-term action specifies that ‘authorities should ensure that temporary 
measures to restore stability and confidence have minimal distortions and are unwound in a 
timely, well-sequenced and coordinated manner’. I have two remarks to this. First, the 
implied goal of having well coordinated unwinding of the temporary measures is certainly 
very important. But it would be much more important to have efficient international 
coordination  of such measures while they are being introduced in response to a crisis. During 
the current crisis the actions taken by the authorities of individual countries have shown very 
little, if any coordination. (The concerted cut in the major central banks’ interest rates 
executed on 8 October appears to be an exception). Rather, one observes a kind of ‘non-
cooperative games’ being played, with actions of some national authorities possibly 
worsening the situation elsewhere. In the end, the lack of proper coordination of the 
individual countries’ emergency moves is likely to harm all. Second, given the importance of 
avoiding unsound international competition likely to emerge during financial crises, it would 
be important to work out some effective international mechanism (a binding Convention?) 
guaranteeing at least some minimal degree of cooperation on the matters considered.  The 
present postulate that the authorities ‘should ensure coordination’ does not seem sufficient.   

Reforming International Financial Institutions  

There are six immediate actions to be taken to reform the international financial institutions, 
followed by three medium-term ones. 

The first three of the immediate actions are about (i) the Financial Stability Forum (which 
should expand its membership of emerging economies); (ii) the sharing of 
tasks/responsibilities between the IMF and the FSF. 

Of course it may be useful to make the FSF somewhat more representative (without making it 
another general assembly of all nations). But the proposed division of tasks between the FSF 
and the IMF is rather sketchy and quite (perhaps purposefully) ambiguous. This would not 
seem to be of vital importance as the two institutions are expected to strengthen their 
collaboration ‘in drawing lessons from the current crisis’  - while also ‘enhancing efforts to 
better integrate regulatory and supervisory responses into macro-prudential  policy 
framework’ (whatever that may mean). More importantly, I am not sure that the two parties 
have been consulted over their marriage arranged at the Summit. In any case I do not see the 
advantages of chaining the FSF to the IMF. Each should mind its own business – even if there 
seems to be some overlap of duties. Some competition between the two (e.g. on the provision 
of specific recommendations on, and assessments of, the financial system) should only be 
welcome.     

The remaining three immediate actions are essentially about (1) increasing the IMF (as well 
as the World Bank and other multilateral development banks’) resources and the revision of 
their lending roles in the light of the current crisis; (2) exploring ways to restore emerging 
countries’ access to credit; (3) ensuring the provision of necessary financing from the 
multilateral development banks in cases where severe market disruptions have limited access 
to the necessary financing.

These actions go into the right direction. However, one could perhaps be more specific in 
recognizing the scale of the inadequacy of the IMF resources – and, importantly, about the 
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ways of making up for that deficiency3.  Besides, one would expect more direct and open 
commitment on the part of the major G-20 countries to instructing the IMF and other 
international financial organizations to make funds available quickly and generously4 (in the 
first place to the emerging and developing countries should these suffer heavily from the 
collateral damage to the crisis engineered in the USA and propagated by the European banks).  
A mere commitment of that sort could stop, or weaken, the contagion suffered by weaker 
countries. One should perhaps consider rendering the IMF a sort of international lender of last 
resort5. It may be added that the actual material help to the emerging economies (should they 
actually need it) would eventually help to contain crisis also in the advanced countries.  

The three medium-term actions are, essentially, about a comprehensive reform of the Bretton 
Woods institutions. Nothing new under the sun. The necessity to reform these institutions has 
been acknowledged for good 20 or more years. But the actual changes, though substantial in 
some areas, are still considered insufficient. Therefore one could remain a bit sceptical. Of 
course the intention to give the emerging and developing countries greater voice and 
representation in these institutions is to be applauded, as this may enhance these institutions’ 
legitimacy and credibility. Similarly, one cannot object to the proposed upgrading of the 
IMF’s competencies in e.g. providing macro-financial policy advice, supporting the 
implementation of new regulations etc. However, the Declaration’s outline of the reform of 
the IFI lacks any meaningfully specific details. It is all full of buzzwords. That’s a pity. The 
leading experts in the field have formulated many thoughtful, and reasonably specific, 
proposals for the reform of the IMF6. These proposals  agree on quite many concrete issues. 
Virtually nothing of that has found its way into the Declaration. Thus, whether or not the 
medium-term actions reforming the international institutions will bring genuine and 
meaningful improvements remains an open question7. 

No supranational regulatory/supervisory authority in sight

The Declaration may have been a major disappointment to those who dreamt of creation of 
supranational regulatory/supervisory authorities effectively policing the global financial 
system. This is not on the agenda. Moreover, virtually not much can be expected to change as 
far as the formal regulation/supervision (and also eventual bailout) of major financial 
institutions active globally (i.e. in different jurisdictions) is concerned. The failure to propose 
the setting up of such authorities is neither surprising, nor to be deplored. The idea is 
impracticable – as shown by the fact that so far even the European Union has failed to 
develop such authorities for policing the integrating national financial systems of the member 
states8. 

                                                       
3 Professor Eichengreen has recently suggested an agreement to top up the IMF resources by tapping reserve-rich 
countries on an exceptional basis as the best solution currently. 
4 And without imposing any of their infamous conditionalities. 
5 As discussed a decade ago (see e.g. S. Fischer: ‘On the Need for an International Lender of Last Resort’,  The 
Journal of Economic Perspectives, No. 4, 1999).
6 See e.g. the booklet edited by B. Eichengreen and R. Baldwin : ‘What G20 leaders must do to stabilise our 
economy and fix the financial system’, www.voxeu.org, 10 Nov.2008. 
7Reforming of the IMF  may collide with the entrenched interests of  countries which at present dominate it. The 
fact that the individual EU member states guard their separate voting rights at the  IMF (and that they are not 
replaced by a single EU representation) illustrates the difficulties inherent in reforming international institutions.  
8 It is not  clear at all what role the ECB should play in the restructured international architecture. But, it is also 
not quite clear what role the ECB should be playing as far as the strengthening of European financial system(s) 
is concerned. Currently the ECB does not have powers and responsibilities in the field of the European (of even 
euro area) financial sector supervision and crisis prevention. 
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Concluding observations  

Even if the restructuring of international financial architecture does not result in revolutionary 
changes, the global financial system may none the less become much more resilient – at least 
for a couple of years. This pretty optimistic forecast assumes that at the national level there 
will a radical overhaul of regulation and supervision in all major – and most minor –
countries. The international architecture will be strengthened because its constituent country 
‘bricks’ will be more solid.  The trend towards deregulation which set in in the 1970s most 
likely will be reversed. The re-regulation could be expected to restrict all these corrupt 
practices that the policy allowed (if not encouraged) in the recent past. One expects the scope 
of regulation to be much increased, standards (such as relating to leverages) properly 
modified, improvements in accounting for the systemic risks, etc. At the same one may hope 
for the return of the narrow banking based on  the traditional principles. Some ‘innovative’ 
practices may need to be forbidden, application of some ‘drastic’ measures9 may be 
(conditionally) accepted. 

Some more fundamental issues may need to be given some consideration. For example, 
should one continue to applaud the progressing conglomeration of various types of financial 
activities? Or, should one be happy about the frenzy of mergers and acquisitions in the 
banking sector? (I don’t think so, if only because the emerging financial sector mammoths are 
prone to blackmailing the authorities – on the ‘too big to fail’ principle).

Finally, one should perhaps reflect on some deeper, structural developments behind the 
current financial crisis. One of these is the ballooning of the financial wealth which, finding 
investment in the productive activities unattractive, propels all sorts of hardly productive 
activities – as well as speculative booms and busts. The second (and related) development is 
the pretty universal tendency for the reduction of the labour share in the national income. This 
tendency is directly related to the ballooning size of directly unproductive wealth. Indirectly, 
the secular stagnation of the labour income contributed  to the present crisis. The overall 
growth of the GDP (and profits) has been led (at least in the USA) not by the consumer 
demand out of rising personal incomes – but has depended on rising, unsustainable, debt of 
the working-class households.    

18 Dec. 2008

                                                       
9 Such as temporary obstruction of cross-country flows of some sorts of capital. 
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