
                   

 
Policy Statement: 11 November, 2008 

Global Financial Crisis: 
How can we prevent a major social crisis? 

 
The financial crisis that began in the United States in the summer of 2007, and then quickly 

spread to Europe, has now become global and increasingly serious.  Governments and central banks 

around the world have taken extensive measures, but have not yet been able to contain the crisis.  As the 

sharp economic downturn makes itself felt in the real economy, skyrocketing grain prices threaten food 

security in developing countries, while rising foreclosure and unemployment rates in developed countries 

punish their poor and working poor with disproportionate intensity.  Especially in the global South, even 

less developed countries, with well-managed economies, high-levels of foreign exchange reserves and 

banking regulations that prevented excessive risk-taking have also been adversely affected, although they 

did not cause the crisis.  These and other dire social consequences of the slowdown make reform of the 

global financial architecture and regulatory system an urgent necessity. 

 

While the specifics of necessary reforms are not yet agreed upon, there is a global consensus that 

serious steps must be taken.  Numerous calls for the upcoming G20 summit on November 15th in 

Washington D.C. to become a “Bretton Woods II” show that the world has high expectations of this 

gathering.  The challenge facing G20 members on November 15th is therefore twofold.  First, what – 

precisely – should constitute the agenda of a Bretton Woods II?  Second, how is the process to be made 

inclusive of all countries and not merely those of the G20 – or the G7 that gave rise to it?  Fundamental, 

global reforms – whether short-term measures to stabilize the current situation or long-term measures that 

attempt to prevent future financial meltdowns – are unlikely to be enacted if they do not arise from a 

process that includes both industrial and developing countries, and in which both large and small 

countries are represented.   

 

As the political window of opportunity for introducing far-reaching regulatory changes may be 

narrow – and the task urgent – we should remember that just such an inclusive, agenda-setting process is 

already in place.  The United Nations’ Follow-up International Conference on Financing for 

Development, a review of the Monterrey Consensus adopted in 2002, convenes in Doha just two weeks 



after the G20 summit.  The G20 should seize the opportunity to address its November 15th outcomes 

directly to the review conference in Doha, a process that already has the backing and close collaboration 

of the UN General Assembly – the “G192” – and the Bretton Woods Institutions. 

 

The present crisis has shown that markets alone cannot be relied upon to deliver systemic 

economic stability.  Furthermore, what is good for financial markets is not necessarily good for the real 

economy and the people who depend upon it.  Social justice in the present juncture is not an extreme idea: 

there is global agreement that we need to try our best to prevent the recurrance of devastating economic 

crises and to ensure an international monetary and financial system capable of supporting sustained and 

equitable development for all. 

 

There are three key principles for regulatory reforms that should be embraced.  1.) Regulation 

must be comprehensive, covering all financial activities, instruments, institutions and markets, including 

off-balance sheet activities and offshore centers.  Otherwise it will be impossible to avoid the massive 

loopholes that led to the current crisis.  After all, grave problems have been created by those very 

unregulated markets and instruments – such as Structured Investment Vehicles, Credit Default Swaps and 

Collateralized Debt Obligations.  2.) It is essential that regulatory reforms have a strong counter-cyclical 

focus to prevent the excessive buildup of leverage during booms.  Industry-wide reliance upon the same 

internal models, the major focus of Basle II, should also be discouraged, as it has made financial markets 

more homogenous and therefore dangerous in a crisis, a phenomenon which the devastating herd-

behavior revealed by de-leveraging has shown.   

 

3.) The governance of such a system would likely be be based on a well-functioning network of 

national and regional authorities supervised by a global financial regulator.  The creation of such a global 

regulator should be studied urgently.  A substantially reformed Financial Stability Forum is one candidate 

for global regulator, but its membership and representation would have to be significantly broadened and 

democratized to include representation of developing countries.  The future of the IMF will also certainly 

be debated.  Any reform of existing or creation of new institutional bodies should flow directly from 

consideration – within international institutions with broad political legitimacy – of what functions need 

to be fulfilled by the new system.  For this reason, the United Nations – as the most representative global 

institution – should have a governing role in any new global regulator.  The General Assembly, working 

with the Economic and Social Council and other agencies in the UN family, such as the International 

Labor Organization, should take a lead role in monitoring these multilateral financial institutions and 

bodies in order to assess the broad social and economic impacts. 


