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Chapter 9

JUSTICE IN GLOBAL FINANCIAL GOVERNANCE

Jens van 't Klooster and Marco Meyer

INTRODUCTION

In 2015, the Nigerian government awarded grants of around $50,000 to over
seven hundred randomly selected small firms (McKenzie, 2017). In the years
that followed, these firms did dramatically better than those who did not
receive the grants. The firms hired more workers, made new investments, and
increased profits on average by 25 per cent. One winner pivoted from sell-
ing paint from the trunk of her car to setting up a small factory producing
paint. Access to money expanded the possibilities for these entrepreneurs.
The grants made Nigeria a richer country, yielding ample returns on the initial
investment.

Low-income countries, the experiment illustrates, are rife with opportu-
nities for economic growth, which go unrealised in the absence of finance.
Most low-income governments cannot finance large budget deficits. The
benefits of a grant could also be achieved through private credit, but assess-
ing creditworthiness is difficult and costly. Global financial regulation often
prioritises financial stability over financial inclusion. Therefore, the global
financial system today lets many investment opportunities go to waste.

Over the last decades, governments have agreed to international rules and
created institutions to regulate the global financial system. Looking at these
regulatory efforts through the lens of global justice yields a mixed picture. The
structures of global banking governance seek to facilitate access to finance. To
this end, regulators have set up a global financial architecture that allows for
cross-border financial flows. However, regulators have also come to acknowl-
edge the risks of financial crises.

In the first section, we discuss the goals of global financial regulation.
Currently, global financial regulation is focused on enabling cross-border
financial flows and safeguarding financial stability. Yet we argue in favour of
looking beyond financial stability to global priorities that finance can help
advance. The following three sections focus on three such priorities: socio-
economic justice, political justice and intergenerational justice, respectively.
The final section outlines a reform proposal to shift the priorities of global
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Justice in Global Financial Governance 109

financial regulation from an exclusive focus on financial stability to a broader
focus on financial priorities.

GLOBAL BANKING AND FINANCIAL STABILITY

As the Bretton Woods system of strict capital controls slowly unravelled dur-
ing the 1970s, a tight-knit network of central bankers and globally active
banks built a predominantly dollar-denominated global financial order (Hel-
leiner, 1996).

Although the objectives of policy-makers have evolved, their efforts can
be described as focused on balancing two types of regulatory objectives. The
first is that policy-makers seek to facilitate the creation of a global banking
system. In the 1970s, international banks came to increasingly offer services
of financial intermediation to the global economy. They started lending to
governments and large firms in the developing world with little in the way
of regulatory oversight — often to low-income countries that imported oil.
These same banks would also offer dollar-denominated deposits — to large
multinational companies and oil-exporting countries. The financial sys-
tem that facilitates such flows is situated primarily offshore in those banks
outside the jurisdiction of the USA issuing new dollar deposits in the act
of granting loans. More minor offshore banking activities also exist for
other currencies.

Enabling offshore and otherwise international banking activities requires
extensive collaboration between regulators and banking supervisors. To this
end, the Basel Committee and a host of other transnational standard-setting
bodies came into being to coordinate rules. Equally important is the support
from jurisdictions that issue core currencies such as the US dollar. Already
in the 1970s, offshore banks received emergency credit in foreign curren-
cies through global collaboration between central banks. Today, the world’s
largest central banks lend to each other via so-called swap lines. The Inter-
national Monetary Fund (IMF) and the World Bank provide credit directly to
governments but have also taken up various roles to intermediate between
low-income countries and the global financial system.

Global finance, properly regulated, has a clear potential to improve pros-
perity by advancing economic development. A sound and effective financial
system can play an important role in helping to reduce poverty and advance
economic development (Beck, 2011). As Elizabeth Anderson has remarked,
trade credit has been necessary for nearly every occupation in the trans-
atlantic economy since the nineteenth century (Anderson, 2004, p. 349).
Cross-border finance plays an important role in enabling international trade.
Alexander Hamilton, one of the founding fathers of the United States, argued
that‘banks were the happiest engines that ever were invented for advancing
trade’ (Cowen & Sylla, 2018, p. 33).
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110 Jens van 't Klooster and Marco Meyer

This harmonious conception of the financial system, however, is only part
of the story. A global financial system, where money flows across jurisdic-
tions, is not easy to regulate. Hence, where regulators have gone beyond
merely facilitating free capital flows, their efforts have been focused on what
is today described as financial stability; the absence of financial instability —
at a minimum, the absence of financial crises (Allen & Wood, 2006). In fact,
global financial regulation largely developed through regulatory cooperation
in response to crises and banking failures. In 1974, the messy liquidation of a
German bank briefly brought down the global payment system. This resulted
in the creation of the Basel Committee for Banking Supervision in the same
year. During the 1980s, Latin American countries defaulted on the loans they
received to import oil resulting in the infamous‘lost decade’. It led the IMF to
develop its structural adjustment programmes and the Basel Committee to
issue the Basel rules. The Basel rules set global minimum standards for bank
capital requirements, that is, the amount of capital banks must hold to protect
against becoming insolvent. Basel II, created in 2004, updated the Basel I rules
with a more sophisticated risk modelling approach. The new risk modelling
approach could not prevent, and may even have contributed to, the financial
crisis of 2008/9 (Green et al., 2011). Basel III, adopted in 2010 and regularly
updated since then, attempts to correct the deficiencies of Basel II, with a
focus on ensuring financial stability by introducing higher capital require-
ments — if not nearly as high as demanded by some important voices in the
debate (Admati & Hellwig, 2013). The jury is still out as to whether Basel III
and other regulations introduced by central banks and governments are suf-
ficient to ensure financial stability.

The goal of financial stability can be justified by appealing to the no-harm
principle. Financial crises cause enormous wreckage to economies, leading
to job losses, poverty and the destruction of wealth at an enormous scale
(Kindleberger, 2011). Along these lines, Aaron James uses a powerful anal-
ogy to drive home the importance of financial stability (James, 2012, p. 253).
James invites us to imagine a powerful bio-agent that is the source of cheap
power and therefore economic savings. But the technology is also dangerous.
At regular intervals, the use of the bio-agent breaks out into highly conta-
gious diseases with serious social and economic costs, leading to unemploy-
ment, the shrinking of economies, and the explosion of public debt — in a
way that hits the least well-off hardest. The contagion does not stop at coun-
try borders, and as a result, even countries that do not use the dangerous
technology suffer its downsides. Over time, we got better at managing the
dangers of the technology. By introducing stringent regulation, we had kept
outbreaks at bay for nearly three decades. Yet recently, after undoing much of
the regulation that had kept outbreaks at bay, we were subject to one of the
worst outbreaks we have ever witnessed. James invites us to conclude that
using this bio-agent is far from morally innocent. In the very least, we would
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Justice in Global Financial Governance 111

be foolish to not re-establish the regulation that worked well in the past. This
hypothetical bio-agent is a lot like global finance. Between 1945 and 1970,
there were only three banking crises (India 1947, Brazil 1963, and Uruguay
1971). Between 1970 and 2017, there were 151. There were also 236 currency
crises and seventy-nine sovereign debt crises (Laeven & Valencia, 2020). To
date, bank capital requirements have not stopped repeated crises, nor have
the IMF and the World Bank been particularly effective in resolving them.

James’ analogy suggests that financial stability is a really important goal
from the perspective of global justice — insofar as the point and purpose of
global justice is on global well-being. He takes a contractualist approach to
global justice, asking whether citizens can reasonably reject the imposition
of risks of unemployment and other financial disadvantages on citizens. He
argues that lax regulation does not afford most global citizens advantages
that make the harms of financial crises justifiable. Yet we should not con-
clude that financial stability should be the exclusive focus of global financial
regulation. It is clear why advanced economies would take financial stability
to be the main concern for global banking activities: they do not want their
banks to make losses that necessitate bailouts. But, as we now show, this
narrow focus on financial stability sidelines a range of other considerations
of justice. We will use the three components of global justice introduced in
this volume to assess to what extent global financial regulation is heading
in the right direction: socioeconomic justice; political justice; and intergen-
erational justice.

GLOBAL FINANCIAL REGULATION AND SOCIOECONOMIC JUSTICE

Global socioeconomic justice concerns the reduction of poverty and exploi-
tation, as well as reducing global economic inequality. The hierarchical struc-
ture of the existing financial system hinders such efforts and confronts states
with the risk of financial stability as the price of accessing credit. Financial
globalisation does not impact all countries equally. For one, the impact of
global finance on inequality is mediated by state-level institutions. A financial
system where firms and states can access credit under favourable conditions
is likely to decrease inequality between countries. It enables less-developed
economies to grow faster than advanced economies, which means that
inequality between countries trends downwards (Beck et al., 2007). Yet how
global finance impacts inequality within countries is contingent on domestic
institutions such as the tax regime (Claessens & Perotti, 2007).

How global finance impacts domestic justice is also intimately tied up
with the broader distributive effects of globalisation. Because the primary
benefits of globalisation are concentrated in some parts of the population
and not others, inequality within countries can increase. In advanced econo-
mies, there is increasing evidence that the negative impact of globalisation
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112 Jens van 't Klooster and Marco Meyer

falls disproportionately on the ‘middle class’as certain types of jobs shift to
less-developed economies (Rodrik, 2017; Klein and Pettis, 2022).

Turning to the financial system itself, how financial flows affect the lives of
people depends crucially on the position of states within the global financial
system. Today’s monetary system is one of market-driven monetary competi-
tion, where states compete to ensure widespread usage of their national unit of
account (Herzog, 2019; Svartzman & Althouse, 2020; Murau & van 't Klooster,
2022). Some currencies are widely used as a means of payment and store of
value. The United States, in particular, has a pivotal role as the US dollar serves
as the world’s reserve currency (Bernes et al., 2014). Roughly half of all cross-
border loans and international debt securities are denominated in dollars
(Davies & Kent, 2020). Other key currencies are the euro, the UK pound and
the Japanese yen. Issuers of core currencies can more easily deal with shocks
and offset fluctuations in their trade balance as they can borrow at low rates
from international lenders. A major reason for their ability to borrow at low
rates is that lenders are confident in the creditworthiness of governments that
issue core currencies. Their central banks can issue more currency to repay
loans and there will always be demand for these currencies.

Towards the periphery of the global financial system, we find currencies
that investors are much more reluctant to hold; usually, they do so with an
eye to yields when converted back into a core currency. For states issuing
debt in these currencies, or borrowing in core currencies themselves, being
embedded in the global financial system increases the risk of financial and
economic crises (Korinek, 2011). Because trade and key financial flows are
denominated in dollars, their domestic economic and monetary policy is
generally tightly constrained by the need to stabilise their currency against
the dollar.

The global banking system reflects the hierarchy of currencies (Jones,
2020). Its main financial institutions are almost exclusively located in core
currency areas. These institutions play an important role in determining
which states are creditworthy, and which are forced to default. When returns
in core currencies are low and appear to be higher elsewhere, money flows
into the rest of the world looking for higher yields; so-called ‘hot money’
flows. As financial conditions in the core improve, these flows often reverse,
leaving recipient countries vulnerable to crises (Naqvi, 2019).

The risks that come with global funding raise clear questions of justice. The
dangers of global credit flows can be mitigated, but often only by reducing
the availability of funds for investment. One way to ensure financial stability
would be to prohibit them entirely. Such an extreme measure would be dif-
ficult to implement in a world of global trade flows, and would itself require
regulatory cooperation. If successful, the measure would exclude large parts
of the world from access to finance and thereby reduce their development
prospects.
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Justice in Global Financial Governance 113

Another way to stop hot money flows, which is what many countries do
today, is to hold large foreign exchange reserves. Consider Bangladesh, not
long ago one of the poorest countries in the world, which holds foreign cur-
rency reserves valued at over $43 billion (Bangladesh Bank, 2021). To build
such reserves, it must run large trade surpluses, that is, export more than it
imports in goods and services. Holding reserves means that the country lends
to the USA and other core jurisdictions. Because of the pressure to ensure
financial stability, Bangladesh is hindered from investing in the productive
capacity of its economy. The Nigerian grants programme mentioned in the
introduction could be funded hundreds of times from its current reserves.

The issue of hot money flows illustrates that the structure of the global
financial system today is skewed against large parts of the world. The under-
lying problem is that focusing on financial stability alone is myopic. A finan-
cial system is desirable to the extent that it is stable and furthers rather than
hinders global justice. Any solution to hot money flows and other forms of
financial instability cannot just be to reduce access to finance for the Global
South.

GLOBAL BANKING REGULATION AND POLITICAL JUSTICE

States at the periphery face financing conditions subject to foreign rules and
decisions made by actors outside their jurisdiction. What should we make of
this situation from the perspective of political justice?

The first observation to make is that existing structures of global banking
governance are anything but democratic (Jones, 2020). Consider the Basel
rules as crafted by the Basel Committee. When the Basel process started in
the 1970s, the committee was constituted exclusively by representatives of
countries with advanced economies. By now, the Basel Committee consists
of forty-five members from twenty-eight jurisdictions, with South Africa the
only member from Africa. Proponents may argue that the rules crafted by
the committee are only binding on its members, who are all represented
in the committee. The Basel standard’s demanding reporting requirements
ensure that banks meet minimal capital standards, which is not a concern
in most developing countries. Sophisticated enforcement of capital require-
ments is much less of a concern towards the periphery of the financial sys-
tem. Moreover, the Basel Committee has crafted a governance mechanism
to engage with non-members through the Basel Consultative Group, ensur-
ing the voice of non-members in the standard-setting process. Hence pro-
ponents may argue that the governance of the Basel Committee ensures the
creation of financial stability as a global public good, in a way that imposes
the regulatory burden exclusively on affluent member countries.

But even if no obligation exists to implement the rules, this assessment
leaves out two key concerns. First, many non-members decide to implement
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Basel standards anyway, due to concerns about reputation and regulatory
competition. Put simply, non-members face a choice: either, to implement
rules that are ill-suited to their regulatory environment. Or, to signal to global
investors that they are less than full members of the global financial system
(Jones, 2020). Second, even if states do not implement the rules for their
own banks, it will still affect them. Periphery states and their domestic firms
are often dependent on lenders outside their jurisdiction. Hence, they access
funds under market conditions that they cannot shape. In a globalised world,
non-members cannot simply watch from the sidelines.

Other institutions at the heart of global financial regulation are subject
to the same shortcomings. The IMF and the World Bank are dominated by
the issuers of core currencies. The monetary policy of the US Federal Reserve
and other core central banks set the pace for the world economy, but do so
serving the narrow priority of domestic price stability (Mishra & Rajan, 2016).

Despite ample room for improvement, the root causes of these democratic
deficits are not easy to fix. They reflect a fundamental mismatch between a
financial system that is global and democratic institutions tied to local juris-
dictions. Cross-border financial flows by their nature involve economic activ-
ities regulated in multiple jurisdictions. The struggles to create a European
public sphere illustrate the limits of supranational democratic participation
(van Parijs, 2019). Hence, there may be no simple way to make global bank-
ing governance democratic.

Political justice, however, does not only require democratic global regula-
tion. It also mandates supporting democratic decision-making domestically.
The global legal order is based on formal sovereignty, that is legislative self-
determination without outside interference (Murau & van 't Klooster, 2022).
Most states retain ‘monetary sovereignty’ understood as the ability to issue
and regulate a national currency. However, for societies to make meaning-
ful democratic choices they also need effective sovereignty understood as
‘the substantive problem-solving capacity of states and ... their ability to
make meaningful and genuinely discretionary choices on a range of political,
legal and socioeconomic issues’ (Ronzoni, 2012). The hierarchical structure of
global finance limits states” democratic self-determination by making their
economic policy dependent on global capital markets.

Global banking regulation can further democratic self-determination
by supporting the effective sovereignty of democratic governments. One
way in which global banking regulation can do this is to develop regulatory
regimes that apply better across a range of stages of economic development.
The current system of financial governance is not set up with an eye to less-
developed countries. Rules are crafted with advanced economies’interests in
mind; they are designed for complex, large banks at the core of the financial
system. Widely accepted Basel standards that fit a broader range of stages of
development would help less-developed countries attract more long-term
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investment. It would allow banking regulation to be geared toward domestic
priority, hence improving the scope for self-determination. However, doing
so will require broadening the objectives of global banking governance,
which to date remain limited to facilitating cross-border financial flows and
ensuring financial stability.

GLOBAL BANKING REGULATION AND INTERGENERATIONAL JUSTICE

Global financial regulation is a key determinant of the economic and natural
resources we transmit to future generations. John Rawls proposed the‘just sav-
ings principle’to determine how much economic and natural resources current
generations minimally ought to transmit to future generations (Rawls, 2001,
1591t.). The principle requires that current generations should leave future gen-
erations enough to meet the material preconditions of living as free and equal
citizens under just institutions.

The just savings principle has implications for global justice. By failing
to support sustainable development in the Global South, advanced states
endanger the living conditions of future generations. The economic effects of
climate change are likely to be disproportionately larger in developing coun-
tries, both because they are likely to experience the strongest increase in tem-
perature, and because they are more vulnerable to extreme weather events
and sea-level rise. Higher vulnerability to climate risks is expected to have
a significant impact not only on political development but also on political
stability in developing countries, which threatens the capacity of developing
countries to set up or maintain just institutions (Volz et al., 2020).

For global banking regulation to contribute to socioeconomic, political,
and intergenerational justice, it must also promote decarbonisation. The Basel
rules require banks to accurately monitor risk and hold sufficient capital to
offset potential losses. Potentially, merely asking banks to effectively screen
transition risk could already make a major contribution to offsetting climate
change (Carney, 2015; Mercure et al., 2018). Still, overall bank lending is to
date far from sustainable as billions still flow to coal plants and other invest-
ments incompatible with the objectives of the Paris Agreement (Mercure et al.,
2018). Since the Paris Agreement was signed, the largest sixty globally active
banks have still provided $3.8 trillion in loans to new fossil fuel infrastructure
(RAN, 2021).

These enormous financial flows are only possible because the risk man-
agement techniques at the heart of Basel II and III fail to take climate impact
sufficiently into account (Smolenska & van 't Klooster, 2020; Chenet et al.,
2021). Being narrowly focused on financial stability, environmental and
climate-related considerations have no role in setting bank capital require-
ments. However, Basel rules do badly even when judged on the criterion
of financial stability. The Basel standards rely on historical default rates to
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estimate future potential losses. Because they are in this sense backward-
looking, they ignore the risk that has not historically occurred. Fossil fuels
remain at the heart of advanced economies, resulting in high and reliable
profits to date. Extreme weather events are defined as those at the extremes
of historical observations. In the absence of techniques to assign a probability
distribution to future outcomes, the Basel rules mostly lead supervisors to
ignore the climate impact of bank lending.

Meanwhile, the hierarchical structure of global finance exacerbates ecological
imbalances (Svartzman & Althouse, 2020). Today, fast-growing economies are
often focusing on ecologically unsustainable industries, as in China. Or, return-
ing to the example of Nigeria, focusing on fossil fuel extraction. These industries,
we hope, will soon be either transformed or replaced by less carbon-intensive
modes of production. That, in turn, will require major global investments, which
even advanced economies are currently struggling to pull off. The fight against
climate change will require more global capital flows, rather than less.

In sum: a more just financial system today is a key precondition for the
well-being of future generations. To that end, global banking regulation must
move beyond its narrow focus on enabling cross-border capital flows and
financial stability.
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