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CHAPEAU

The challenges that we are facing can be
addressed only through stronger international
cooperation. The Summit of the Future, to be
held in 2024, is an opportunity to agree on multi-
lateral solutions for a better tomorrow, strength-
ening global governance for both present and
future generations (General Assembly resolution
76/307). In my capacity as Secretary-General, |
have been invited to provide inputs to the prepa-
rations for the Summit in the form of action-
oriented recommendations, building on the
proposals contained in my report entitled “Our
Common Agenda” (A/75/982), which was itself a
response to the declaration on the commemora-
ujpo!pglui FitfwFouz. AguilboojwFstbsz!pglui fIVojufe!
Nations (General Assembly resolution 75/1). The
present policy brief is one such input. It elabo-
sbuft!polui fljefbt!Astulgspgptfe!jo!Pvs'Dpnnpo!
Agenda, taking into account subsequent guid-
ance from Member States and over one year of
intergovernmental and multi-stakeholder consul-
tations, and rooted in the purposes and the prin-
djgnft! pgtui FI Dibsufs! pg!ui ! Vojufe! Obujpot-uif!
Vojwfsthbn Efdibsbujpo!pg! I vnbo!Sjhiut!boe!puifs!
international instruments.

PURPOSE OF THIS POLICY BRIEF

Uil joufsobujpobn Aobodijbr! bsdi jufduvsf-! dshgufe!
in 1945 after the Second World War, is undergo-
ing a stress test of historic proportions — and it is
gbjnjohlui fluftu/'Eftjhofe!cz!boe!gpsiui Fljoevtusj-
alized countries of the post-war period, at a time
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a) Bjhifs! cpsspxjoh! dptut! gps! efwfipgjoh!
dpvousift! jo! Aobodjbrt nbslfut! fwfo!
after taking into account default risk
and market volatility; many governments
dedicate a high share of revenue to debt
service payments while being unable
up! tvAdjfouz! jowFtu! jo! uif! efijwfsz! pg!
fundamental rights in health, education
and social protection;

b) Vast variation in countries’ access to
liquidity in times of crisis, with only a
small share of special drawing rights
)TESt*'bmpdbufelup!efwipgjoh!dpvousjftd
for example, the continent of Africa, home
to 1.4 billion people and more than 60 per
cent of the world's extreme poor, received
only 5.2 per cent of the latest issuance of
TESTt

c) Esbnbujdivoefsjowftunfoujohpcbnigvend!
goods, including pandemic preparedness
and climate action;

d) Wpnbujrf! Aobodjbnt nbslfut! boe! dbgjubn!
Apxt! sfafbufe! hipchbi! Aobodijbr! dsjtft!
and recurring sovereign debt distress,
with dire consequences for sustainable
development.

Similarly, the international tax architecture has
not kept pace with a changing world. While coun-
tries ultimately need to rely on national resources
up! Aobodf! jowFtunfou! jo! uifjs! tvtubjoberf! boe!
equitable development, global tax evasion and
avoidance restricts their ability to do so.

A two-track world of haves and have-nots holds
clear and obvious dangers for the global economy
and beyond. Without urgent, ambitious action to
change course, this gap will translate into a last-
ing divergence, economic fragmentation and
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geopolitical fractures. It is in the interest of all
developed and developing countries to reform
ui fljoufsobujpobntAobodjbnibsd i jufduvsFljo!psefstup!



What is the international fnancial
architecture?

Ui f!joufsobujpobrt Aobodijbi! bsd ijufduvsF! sfgfst!up!
the governance arrangements that safeguard
the stability and function of the global monetary
boe! Aobodjbr! tztufFnt/! lu! ibt! fwpwFe! pws!ujn !
often in an ad hoc fashion, driven by the policy
preferences of large economies in response to
fdpopnijd! boe! Aobodjbr! tipdlt! boe! dsjtft/! Uif!
term “non-system”™ has sometimes been used
up'eftdsjcFlui Fifyjtujoh! tfulpgljoufsobujpobilAobo-
cial frameworks, rules, institutions and markets
ui buluphfui Fs! nbIF!vglui F joufsobujpobr! Aobodijbn!
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Cbol! upebz*/! Eftqjuf! sfgfbufe! dpnnjun”
meaningfully adapting the system, anr’
standing some improvement betwer
2015, the representation of develr

e
f jo! joufsobujpobr! Aobodjbr! jot
s development banks and star

J- has remained largely unck
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bekvtu! ui ! pwFsbm! rvpub! tj{f! up! sFafdul efwfipg-
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WORLD BANK GOVERNANCE REFORM

1jtupsjdbmz-! ui ! Xpsne! Cbol! boe! ING! hpwfsobodf!
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Lower the cost of sovereign
borrowing and create a lasting
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Efculdsjtjt! gsfwFoujpo! boe!uiflgbjs! boe! FggFdujwf!
resolution of sovereign debt crises when they
do arise have been long-standing concerns of
ui fljoufsobujpobn dpnnvojuz/! Efcu! tvtubjobcjnjuz!
is addressed in both the Monterrey Consensus
of the International Conference on Financing for
Efwfipgnfou!)3113*'boe!ui f!Beejt!Bcbcb!Bdujpo!
Agenda (2015), in which it is noted that both debt-
ors and creditors share responsibility for prevent-
ing and resolving unsustainable debt situations.

To prevent debt crises from arising, principles
for responsible borrowing and lending highlight
three common areas: responsible spending and
debt management by borrowers; transparency by
both debtors and creditors; and due diligence and
enhanced risk management by creditors. Credit
rating agencies and IMF/World Bank debt sus-
tainability analyses, which provide information
and analysis to creditors, play an important role
in this area.

When debt crises do occur, both the Monterrey
Consensus and the Addis Ababa Action Agenda
call for debt resolutions to be timely, orderly,
effective, fair and negotiated in good faith. Yet,
in the absence of a rules-based international
architecture, debt resolution has typically been
upp! njuurf-! upp! nbuf/! SFtusvduvsjoht! bsf! pgufo! opu!
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ACTION 3: REDUCE DEBT
RISKS AND ENHANCE
SOVEREIGN DEBT MARKETS
TO SUPPORT SUSTAINABLE
DEVELOPMENT GOALS

e Vgebuf! gsjodjgrft! pg! sftgpotjcrf! cpsspxjoh!
boe! rfoejoh! up! sFAFdu! ui f! dibohjoh! hipchn! fo-
vironment and the human rights obligations
of States.

¢ Increase debt management and transparency.

e Improve debt sustainability analysis and
credit ratings.

e Improve debt contracts, including by incorporat-
ing State-contingent clauses.

Gjstu-! ui ! jouFsobujpobi! dpnnvojuz! tipwie! gviAn
the long-standing commitment to work towards
a global consensus on guidelines for sovereign
debtor and creditor responsibilities. As noted in
the Addis Ababa Action Agenda, this effort can
build on existing initiatives by bringing together
existing principles of responsible borrowing and
lending and updating them to incorporate the
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Tvtubjoberf! Efwfipgnfou! Hpbi! Aobodjoh! offet!
cz! jodpsgpsbujoh! Atdbn! tabdf! gps! jowFtunfout! jo!
the Goals (in essence changing from a system
of seniority that prioritizes payments to external
creditors to a system in which seniority is given
to social protection obligations and payments
related to other domestic needs). Although this
change would have the effect of increasing the
estimated risk of default, it would more accu-
sbufiz!sFAfduli px!nvdi!pgbixsjuf.epxoljtiofdft-
sary when defaults do occur.

Complementary reforms are needed in credit
assessments by private credit rating agencies.
The international community should regularly
review and update the transparency of sovereign
rating methodologies and should continue to
reduce reliance on credit ratings in regulations,
building on the peer review published in 2014
by the Financial Stability Board on its principles
for reducing reliance on credit rating agency
ratings. Credit rating agencies should also pub-
lish longer-term ratings and clearly distinguish
between the model-based and discretionary
components of sovereign ratings to help inves-
tors to better assess the objectivity of ratings. In
parallel, public institutions should transparently
publish comparable debt sustainability analyses
for all sovereign issuers, which investors could
then use as a benchmark to distinguish between
model-based ratings and the judgments of credit
rating agencies.”

Fourth, debt contracts should be improved.
Financial instruments that tie debt service to
economic conditions and non-economic shocks
could reduce the likelihood of future crises.
Lendersshould consistentlyinclude force majeure
clauses and State-contingent contractual clauses
that automate debt service relief in the case of
external shocks, such as disasters or pandemics,.
UijtifggpsultipvrelcFirfelcz!p£djbilirfoejohlcviie-
joh!po! fyjtujoh! fggpsut!)F/n/!GsFodi! Efwfipgnfou
Bhfodz! Joufs.BnTsjdbo! Efwfipgnfou! Cbol! boe!
some export-import banks). Such clauses can be

net-present-value neutral to have no or minimal
gsjdjoh! jngbdu/! I pxfwfs! uifz! dboopu! beesftt!
larger solvency problems, and countries may still
require debt restructuring. For debt crisis resolu-
tion, it is also important to incorporate enhanced
collective action clauses in bond contracts and
majority voting provisions in loan agreements,
along with additional measures discussed below.

In addition, the international community should
promote the greater use of debt swaps for the
Tvtubjoberf! Efwfipgnfou! Hpbrt! boe! gps! uii ! dnj-
mate, in particular for climate change adaptation,
with a focus on making debt more affordable
and investing savings into climate resilience and
the Goals, for example by developing a refer-
ence framework for debt swaps-for-Sustainable
Efwfipgnfou'Hpbrt/

ACTION 4: ENHANCE DEBT
CRISIS RESOLUTION THROUGH
A TWO-STEP PROCESS: A
DEBT WORKOUT MECHANISM
TO SUPPORT THE COMMON
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There is a need to urgently address well-recog-
nized shortcomings of the Common Framework,
including eligibility, timeliness and comparability
of treatment, in a systematic manner. For exam-
ple, the Common Framework does not have a
mechanism to address comparability of treat-
nfou cfuxffo!boe! bdsptt! dsfejups! dibttft!)pA-
cial and private creditors). A dt
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Massively scale up development
and climate fnancing

THE CASE FOR REFORM

Bt! ijhinjhiufe! jo! uif! Tvtubjobenf! Efwfipgnfou!
Goals stimulus, the international system must
scale up both concessional and non-conces-
tjpobi!bggpseberf!boe!npoh.ufsn!Aobodjoh!gpstui f!
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development banks have operational challenges
beyond the need for tailored lending.9 T 3055c.1 (4s (t )0.7 .(k)1.8 (s 955ct )t(d)10.6r4 (s (0)-0.7 (n15.5 se)10.4 s )TJE
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ACTION 6: CHANGE THE
BUSINESS MODELS OF
MULTILATERAL DEVELOPMENT
BANKS AND OTHER PUBLIC
DEVELOPMENT BANKS TO
FOCUS ON SUSTAINABLE
DEVELOPMENT GOAL IMPACT,
AND MORE EFFECTIVELY
LEVERAGE PRIVATE

FINANCE FOR SUSTAINABLE
DEVELOPMENT GOAL IMPACT

e Vgebuf! efwfipgnfou! cbol! njttjpot! gpnjdz!
practice, metrics and internal incentives to
gpdvt!po!Tvtubjobenf! Efwfipgn foulHpbnljngbdu!

16 OUR COMMON AGENDA POLICY BRIEF 6: REFORMS TO THE INTERNATIONAL FINANCIAL ARCHITECTURE



OUR COMMON AGENDA POLICY BRIEF 6: REFORMS TO THE INTERNATIONAL FINANCIAL ARCHITECTURE



FIGURE Il
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Strengthen the global fnancial
safety net and provide liguidity to
countries in need

THE CASE FOR REFORM

Ui hipcbr! Aobodijbn! thgfuz! ofu! ibt! hspxo! jo!
wpnvn f! tjod flui F13119! xpste! Aobodjbn boe! fdp-
nomic crisis but has remained relatively steady
since 2012. With IMF at its centre, the global
Aobodijbn' tbgfuz!ofulbrtpljodiveFt!sFhjpoblAobod-
ing arrangements, bilateral swap arrangements
and countries’ own foreign exchange reserves.
Eftgjuf! ui f! nvijibzfsfe! obuvst! pg! uif! hnpchbn!
Aobodjbn'thgfuzlofu-lbdd Ftt!jtivofwfo/

Uif! ofx! bmpdbujpo! pg! TESt! jo! Bvhvtu! 3132!
helped to bridge some of the gaps in the safety
ofu/! Ipxfwfs! uif!l Nnfdibojtn! gps!' bmpdbujoh!
TESt!jo!gspgpsujpo!up!dpvousjFt!l rvpub! tibsft!jo!
IMF meant that developing countries received
only about one third of the 2021 allocation, with
the most vulnerable countries receiving much
et tFf AhvsFIW* X i jrfl cpuiH8!boe! H31! i bwf!
called for a voluntary rechannelling of $100 billion
xpsui!pg'vovtfe! TESt-b!gsbdujpo!pgluibulovncfs!
has actually been rechannelled, with about $30
billion made available to IMF as at the end of
January 20231
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Few countries turned to regional arrangements in
3131!bului flujnf! pglui FIDPWJE.2: ! tipdl-jo! gbsu!
because the amount of liquidity in most of the
facilities is low and the conditions for access are
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Reset the rules for the fnancial
system to promote stability with
sustainability

THE CASE FOR REFORM
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ACTION 12: STRENGTHEN
REGULATION AND SUPERVISION
OF BANK AND NON-BANK
FINANCIAL INSTITUTIONS TO
BETTER MANAGE RISKS AND
REIN IN EXCESSIVE LEVERAGE

o Sthwvibuf! bddpsejoh! up! ui ! gsjodjgnf! pg! dtbnF!
activity, same risk, same rules” to address
Aobodjbi! tubcjijuz! boe! joufhsjuz! st t! gspn! cpui!
chol!boelopo.cbol!Aobodjbrljotujuvujpot/

e Address short-term incentives through tax
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Redesign the global tax
architecture for equitable and
Inclusive sustainable development

THE CASE FOR REFORM

Epnftujd! uby! tztufnt! bsf! gpvoebujpobn! up! ui f!
social contract in which taxpayers contribute to
society and Governments provide valuable pub-
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ACTION 15: STRENGTHEN
GLOBAL TAXNORMS TO
ADDRESS DIGITALIZATION AND
GLOBALIZATION THROUGH

AN INCLUSIVE PROCESS,

IN WAYS THAT MEET THE
NEEDS AND CAPACITIES OF
DEVELOPING COUNTRIES AND
OTHER STAKEHOLDERS

e Explore options to make international tax coop-
eration fully inclusive and more effective.
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Conclusion

The reforms outlined in the present policy brief

OUR COMMON AGENDA POLICY BRIEF 6: REFORMS TO THE INTERNATIONAL FINANCIAL ARCHITECTURE 31



32

FIGURE VI

OVERVIEW OF PROPOSED REFORMS TO THE INTERNATIONAL FINANCIAL ARCHITECTURE

Massively scale-up multi-
lateral development banks
Large volumes of finance with
better terms
Operations aligned with Sustainable
Development Goals

Allocations by need and Coherence ZrmCoherence Zed with rence e withplumes of fit wiB&als

Transform international
financial instituton governance
Reform IMF quotas and
voting rights
Delink allocation and access;
allocations be based on need and
vulnerability

Improve transparency, leadership
selection

Representative apex body for
economic coordination
Coherence of all rules and

frameworks with the Sustainable

Development Goals
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Endnotes
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