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The Alphabet Soup: 

Reforming the World System.
The world’s economic high table now seats only countries belonging to the G-7
 and NATO groupings, which acting in concert advance the economic and political interests of the well heeled and economically developed nations of the world. These nations have common underlying fabric of western European culture binding them together. Japan is the only exception, being non-European. But Japan, way back in the mid 1800’s in the aftermath of the Meiji restoration determined to westernize, and after its post WWII resurgence became an “honorary white” nation. Nothing symptomized this better than the fact that Japanese were officially designated just that in apartheid South Africa. And the Japanese were quite comfortable with that status.

The post Cold War era has seen the economic and political rise of a host of nations, Brazil, China and India being foremost among them. Since 2000 and the advent of Vladimir Putin, Russia has with some help from soaring oil prices made impressive economic gains. The new South Africa, based equally on the industrial inheritance of the robust but unequal and exploitative apartheid regime and the bounty of nature, now finds itself as an advancing economic power. Unlike Nigeria which has frittered its oil wealth and has been looted by its native kleptocracy, South Africa has been a relative symbol of responsible government and probity in public life. Each one of these nations is now a major economic player and some already have bigger GDP’s than many in the G-7. Together, in the quarter of a century or so the BRIC’s will outstrip the G-7. (See table below)
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With the advent of new world economic and political powers, logic would demand that the global high table be expanded. But there is an inherent problem with exclusive clubs. Expansion means they become less exclusive and with it goes the attendant risk that some already in will become less important. On the other hand those who get admitted will find that their admittance has made it somewhat less exclusive. Groucho Marx captured this paradox when he said: “I don't care to belong to a club that accepts people like me as members.” If the G-7 were to remain an exclusive and powerful club, then the only way to ensure it would be to relegate some of the present members like Italy and Canada to some lesser league. Similarly, if the UN Security Council were to become a truly representative and powerful body than Britain and France might have to be seen out and countries like Brazil and India brought in. Neither Britain nor France have the global economic reach of Germany, till this year the world’s leading exporting nation. Britain’s global power status is kept afloat by leased US nuclear submarines and missiles.

But this is not happening nor is it likely to happen in a hurry. In the meantime the world is changing. So the countries knocking on the doors are trying combinations and these combinations are many. On the basis of economic potential, and thanks to Jim O’Neill, the Goldman Sachs head of global economic research who coined the now familiar and catchy acronym BRIC’s, Brazil, Russia, India and China have come together to form a forum called just that.
 Phonetically BRIC’s has a constructive ring about it and works well. On the other hand it could have just as well been CRIB’s, which in English means a cot for a baby and in the colloquial as discards on a card table.

But the fact of the matter is that there is nothing of binding commonality between these four countries. Brazil is far in the west and is a middle income and middle industrialized country with vast natural resources and a land mass to boot. Like Russia. Russia however is still a colossal military and nuclear power with a global reach. But the Russian main is in Europe and it is largely a westernized country. China and India are low income Asian countries with gargantuan populations and an entirely different set of problems. But they are the giant economies of the future. Not only do they have not many cultural affinities but also are locked in a difficult territorial dispute. Then China is a totalitarian one party and authoritarian state, and does not have in place market economy structures like liberal labor laws and stringent environmental regulations like the other BRIC’s. So would these countries ever have come together if Jim O’Neill did not conjure up them as a group?

Now there is a veritable cornucopia of alphabet soups
 being conjured up. There is BASIC – Brazil, South Africa, India and China- which was very much in the news in Copenhagen as a ginger group that forced the western and industrialized nations, including Russia, to water down their growth constricting agenda. India, Brazil and South Africa as the three democratic, fast growing and non P-5 countries are coming together, presumably to force an expansion of the UN Security Council? China, already in the P-5 is opposed to any new permanent membership of the UNSC which includes Japan. There is already in existence a RIC’s grouping consisting of Russia, India and China that views with askance the meddlesome activities in Central Asia and the blatant partisanship of the USA in the Middle East.

Last week I was in a conference funded by the German foreign ministry for a GIBSA grouping to somehow inveigle Germany into the equation. Of late the new Hatoyama government in Japan has been signaling desire for a life outside the US umbrella and would like to have a grouping built around democratic countries like Japan, India and Australia. Nearer home there is a grouping called BIMSTEC to mean Bangladesh, India, Myanmar, Srilanka and Thailand Economic Co-operation. And so it goes on.

Clearly the world is in a churn. The new global players are clearly unhappy with the management of the global system. What we need is a true power shift that reflects the emerging economic, political and military realities. But the multitude of agendas only serves to preserve the status quo – for the foreseeable future. Only when Brazil, Russia, India, China, South America, Japan and Germany, give or take some, come together and determine what the future world system must be, can we expect a new world order.

II

Even though the UN was fashioned by the victors of WWII, its birth had its origins in the darkest days of that period when leaders of nine occupied countries in Europe – Belgium, Czechoslovakia, France, Greece, Luxembourg, the Netherlands, Norway, Poland, and Yugoslavia - met with representatives of Britain and Commonwealth nations in London on June 12, 1941 and signed a declaration pledging to work for a free world, where all nations could live in peace and security. This was called the Inter-Allied Declaration and was the first step towards the establishment of the UN.
 Two months later, US President Franklin Roosevelt and British Prime Minister Winston Churchill announced the Atlantic Charter
, not only expressing similar hopes, but also eventual disarmament and full economic co-operation. On January 1, 1942 the nations consulted signed what came to be known as the Declaration of the United Nations, approving the aims of the Atlantic Charter. 

More interestingly this was the first time the phrase “United Nations” was used. But the creation of the United Nations organization for preserving world peace had to wait till October 30, 1943 when Britain, China, the Soviet Union and the USA signed the Moscow Declaration
 on General Security. The signatories to the Moscow Declaration then met continuously from August to October 1944 in Washington DC and fashioned a basic plan for an international peacekeeping organization. The centerpiece of this plan was a Security Council in which the USA, USSR, Britain, China and France would be permanent members. Fifty nations then met in San Francisco on April 25, 1945, twelve days before Germany surrendered and four months before Japan was defeated, to consider this plan. After much deliberation the differences, mostly over the veto power demanded by the Big Three - US, USSR and UK, were papered over and on June 26, 1945 all the fifty nations present signed the charter and the UN formally came into being.

The UN has grown much since then reflecting the changes in the world mostly due to de-colonization, fragmentation of the USSR, and the division of some founder member states like Yugoslavia. The UN now has 191 members. Switzerland, a notable holdout despite housing so many UN agencies, joined in September 10, 2002. The world has also changed in other significant ways. But most significant of all was the demise of the USSR and the end of the Cold War. The Cold War and the balance of power between the two super-powers ironically enough served as a guarantor of peace and the security of nations that came under accepted spheres of influence. With the world poised a button push away from Armageddon the UN, and especially the Security Council
, became a ready forum to facilitate constant dialogue between the super-powers and it admirably served this purpose. 

True, it did not prevent regional wars from erupting constantly, but it did prevent a general war of ruinous dimensions. Both super-powers usually heeded the UN because the other was there. The veto powers ensured that one bloc could not override the interests of the other one. The veto thus came to be used 252 times since 1946. It was used the maximum in the first decade of the UN between 1946-55 when it was exercised 83 times and with the USSR alone using it 80 times. This dropped off to 31 and 26 respectively from 1956 to 1965. The West led by the USA came to use the veto more often since 1966 using it 115 times as opposed to 15 by the USSR. Since 1996 Russia has not exercised the veto even once whereas the USA has used it six times and China twice. This presumably reflects the shape of the world order to come?

As an immediate response to a destructive world war, the UN reflected the reality and ethos of that age. Nothing reflected this more than the composition of the permanent members of the Security Council. Four out of the five were “white” nations. Two, China and France, were utterly defeated nations. Two, Britain and France, were colonial powers. The other ten members of the Security Council are elected members from the various regions. These are members are without the veto and with little voice or clout. Their plight is best illustrated by the admission of the former Colombian representative, Ambassador Jaramillo, that even as President of the Security Council he was “forced to stand outside the chamber where the Permanent Five were meeting and beg for pieces of information as a personal favor from the permanent representatives as they were leaving.”

Thus, it is very ironical that while the Cold War assured relevance of the UN and masked the basically flawed nature of the Security Council, its end seems to have made the UN increasingly irrelevant. The decision of the USA and UK to bypass the Security Council and seek the disarmament of Iraq on their own underscores this irrelevance. It is even more ironic that the threat of France to use its veto has forced the USA and UK to bypass the Security Council, where the USA had the support of the majority despite it being an unpopular course of action the world over.

Most members of the UN, including long time US hangers on like Australia and New Zealand, would like to see the veto go. On the other hand by doing so and by equating tiny countries like Seychelles (pop. 79,000) with India (pop. 1.2 billion), it will end up making the unequal equal, which is as undesirable as making the equal unequal. While the single veto does not reflect a desirable level of democratization, to have a Security Council of elected equals will only render it more ineffective and irrelevant. The richer countries for one will find themselves even more represented than now. Some years ago Japan defeated India’s bid to become an elected member of the Security Council by offering Toyota limousines to Foreign Ministers and Ambassadors of voting countries. Many accepted. On the other side the pursuit of support took the then Indian Prime Minister, PV Narasimha Rao, as far afield as Burkina Faso. We don’t know how it voted. Even within the Security Council the ability of some countries to have their way will make it vulnerable to unwise choices. In the early 2000’s the US Ambassador to the UN, Thomas Pickering, snarled near an open microphone at the Yemeni Ambassador al-Ashtal after his country voted against the US on Resolution 678 “that is the most expensive vote you ever cast.” The following week the USA suspended its $100 million aid package to Yemen.

Thus, while a Security Council of a smaller number of countries is desirable to make the UN effective, it must also reflect world realities and be more representative of its diversity. For instance Africa and Latin America are not represented in the Permanent Five. Likewise the Islamic world does not find a place. India, which has a fifth of the world’s population, does not find a place. The biggest economy in Europe, Germany, does not find a place. On the other hand with two members, UK and France, Western Europe is over represented. With Russia added Europe has three members. Clearly this is not a satisfactory arrangement.

Indian diplomacy during the past few years has centered more on securing a permanent membership of the UN Security Council. Partly in response to this and similar pressures from Japan, Brazil and Germany, we now and then hear of a proposal to make some of these larger nation’s permanent members but without veto powers. It seems that our leaders are so desperate for some international recognition that they are quite willing to accept even a second class permanent membership. This would be unfortunate, as rather than making the UN more democratic; it will make it even more stratified. What we need to seek is the reform of the UN, by eliminating single vetos, while at the same time ensuring that the Security Council does not become victim to the tyranny of a simple majority.

The first step would be to make the Security Council more representative by accommodating nations reflecting the economic, geographical and cultural diversity of the United Nations, as well as relative power and size. Thus, the major political and economic groupings such as the European Union (EU) or North American Free Trade Association (NAFTA) or Association of South East Asian Nations (ASEAN) or South Asian Association of Regional Countries (SAARC) or Organization of American States (OAS) or the Organization of African Unity (OAU) or Asia Pacific Union (APU) or even the Organization of Islamic Countries (OIC) could each chose its member in the Security Council. Instead of a single veto being able to derail its intentions, a certain minimum threshold, say of three or four members should only thwart the Security Council’s majority. This will prevent the P-5 from insisting that world affairs only are shaped to their liking. But of course they will veto this. That’s why the various alphabet soups are being dished out all so often these days. A new acceptable soup will take time, but the world can afford to wait.

III

But there is still another reform that we cannot afford to delay. The international financial system is in a shambles. The world barely escaped a melt down when bank after bank either failed or were on the verge of failing in the USA. The US Administration of President Barack Obama fashioned out a rescue by pumping in almost a trillion dollars to shore up the banks and save the giant US automobile industry, which is still that country’s major industrial driver. This money was made available by putting the printing presses of the various US Federal Reserve Bank’s on overdrive. Little wonder then that the UD dollar is devaluing against most world currencies. But the problem is that the US dollar is the world’s preferred currency. Today almost 70% of the world’s reserves are held in US currency. Most of the rest is held in Euros. This clearly indicates that the USA is the world’s preferred banker. On the other hand if the USA continues with its profligate ways and keeps adding to the supply of dollars, they value of dollar reserves will keep dwindling.

Now lets turn to have the system actually works. Countries like China and India produce goods and services at low cost for consumption in the USA, which in turn pays them in dollars, which they in turn deposit in US banks. Give or take a little. Since money cannot sit still, this money in US banks is then lent to Americans, who today have the highest per capita indebtedness in the world, to splurge on houses, cars, plasma TV’s, computers and play stations which they can often ill-afford. This was well understood, but like the people who kept investing with Bernard Madoff, countries like China, Russia, Japan, Kuwait, India and others keep investing in US securities at interest rates mostly between 1-2%.  Thus, in effect the rest of the world was plying the USA with cheap credit, encouraging it to splurge even more. Unfortunately there was and is no global regulator to caution the US on its profligacy or force it to mend its ways.

The Bretton Woods Conference of July 1944 took place under the fast receding shadow of the WWII and when the US was literally the last man standing. All other prewar powers including the victors were in shambles. The US was then much more than now the world’s dominant economy and military power. The economists John Maynard Keynes of Britain and Harry Dexter White of the USA led the teams to draft plans to set up a system of rules and institutions to regulate and manage the international monetary system. The immediate result was the establishment of the IMF and the World Bank. 
Lord Keynes had in mind a more elaborate scheme that called for the establishment of an international reserve currency but this had to be shelved in the face of American obduracy. Keynes' proposals would have established a world reserve currency
 (he proposed it be called "bancor") to be administered by a Central Bank. This Central Bank would have been vested with the possibility of creating money and with the authority to take actions on a much larger scale.

In case of balance of payments imbalances, Keynes recommended that both debtors and creditors should change their policies. As outlined by Keynes, countries with payment surpluses should increase their imports from the deficit countries and thereby create foreign trade equilibrium. Thus, Keynes was sensitive to the problem that placing too much of the burden on the deficit country would be deflationary.

But the United States, as a likely creditor nation, and eager to take on the role of the world's economic powerhouse, baulked at Keynes' plan and did not pay serious attention to it. The U.S. contingent was too concerned about inflationary pressures in the postwar economy, and White saw an imbalance as a problem only of the deficit country. 

Although a compromise was reached on some points, because of the overwhelming economic and military power of the United States the participants at Bretton Woods largely agreed on White's plan. As a result, the IMF was born with an economic approach and political ideology that stressed controlling inflation and introducing austerity plans over fighting poverty. But the fact that the US has been the world’s biggest deficit country for several decades and seemingly least concerned about it seems to have eluded the IMF. This and the fact that the US dollar has become the world’s preferred reserve currency (63.9%) is now the root of the world’s economic problem.

This international system was unilaterally abrogated when in 1971 US President Richard Nixon US delinked the dollar from the gold standard
. In the absence of a standard and a useful regulatory function for the IMF, coupled with the Reagan/Thatcher era that followed, the great private banks were given a license to run amok. We are now reaping the bitter harvest.  With the US dollar as the world’s preferred reserve currency, the US and its even more profligate citizens have an apparently endless access to easy credit to satiate their sundry appetites. In this way the ever growing annual US trade deficit becomes the defacto engine of growth for many economies, such as China and the Asean countries.
The G-20 earlier this year met under this backdrop. It’s a very different world now. For a start there is no towering visionary economist like John Maynard Keynes on the scene. Keynes said after the conference: “We have had to perform at one and the same time the tasks appropriate to the economist, to the financier, to the politician, to the journalist, to the propagandist, to the lawyer, to the statesman-even, I think, to the prophet and to the soothsayer." How can there be one like him when the world economic and financial elite lionized the likes of Alan Greenspan for so long? Or when the world’s economic agenda making was privatized and handed over to dubious NGO’s like the World Economic Forum?
 There are no tall leaders like Franklin Roosevelt or Winston Churchill either. 

In the past few decades the GWP has been growing at a much faster rate. In 1985 it was growing at 2.76%. In 2005 it grew by 3.56%. Much of this is due to the changing of gear in countries like China and India which began their great leaps forward. China’s growth in particular has been truly astounding. The growth trajectory of these countries has made people to review long held notions about how this century is going to shape up. It seems that in 2050 it will indeed be a very different world economic order. The firm of Goldman Sachs, the major survivor of the Wall Street shakeout has made projections of major GDP’s and this is how the picture is.

This may be or may not be. But the world is a rapidly changing place. The economic balance of power is shifting towards Asia. Like Communism the ideology of the Washington Consensus rammed down the world’ throat has been proved to be a failure. It is time we begin to think differently. Many think that the world’s four fastest growing economies Brazil, Russia, India and China (BRIC’s) must now become the basic building bricks of the new order. That’s why they are now meeting at the highest levels so often. But it does seem that they have a plan or agenda. Interests often conflict. If the USA reins in its deficit, China has much to lose. The 2009 slowdown cost it over 22 million jobs. India’s GDP dropped two points. Russia’s oil revenues dropped off dramatically.

Yet it devolves upon these four growth engines to bring more order into the world system. Casino capitalism can no longer be the guiding ideology. It must be swiftly discarded and a more responsive and intelligent system best suited to all and not just the USA is the need of the day. It is time we revisited Lord Keynes’ proposal for a global reserve currency and consider to establish a system to regulate and manage it. 

The USA and even the Euro zone will not want to relinquish the duopoly they have established whereby 91.4% of the world foreign reserves are held in their currencies. The dollar alone accounts for 63.9% of reserves. While the USA’s own foreign reserves stand at a measly $74 billion the rest of the world has $7910 in reserves. China’s reserves alone stand at $1905 billion while Russia’s is $485 billion. India is way behind here with only $253 billion, but this is still twice those of Germany and France and three times that of Britain. Clearly the time has come when we must put to work our money for ourselves and not be vulnerable any more to the gambling and speculative predilections of the so-called and over paid professionals in Wall Street.

Mohan Guruswamy

Email: mohanguru@gmail.com
April 21, 2010

� The G-7 is the meeting of the finance ministers from a group of seven industrialized nations. It was formed in 1976, when Canada joined the Group of Six of the USA, UK, France, Germany, Italy and Japan. The finance ministers of these countries meet several times a year to discuss economic policies. Their work is supported by regular, functional meetings of officials. It is not to be confused with the G-8, which is the annual meeting of the heads of government of the aforementioned nations, plus Russia. In 2007 Spain which had overtaken Canada in terms of GDP requested a place on the high table. But it still waits.





� The acronym was prominently used by Jim O’Neill of Goldman Sachs in 2001. According to a paper published in 2005, Mexico and South Korea are the only other countries comparable to the BRICs, but their economies were excluded initially because they were considered already more developed. Goldman Sachs argued that, since they are developing rapidly, by 2050 the combined economies of the BRICs could eclipse the combined economies of the current richest countries of the world. The four countries, combined, currently account for more than a quarter of the world's land area and more than 40% of the world’s population.





� Alphabet Soup is a metaphor for an abundance of abbreviations or acronyms, named for a common dish made from alphabet pasta. Use dates at least as far back as Franklin D Roosevelt’s alphabet agencies of the New Deal. In the USA, the Federal Government is described as an alphabet soup on account of the multitude of agencies that it has spawned, including the NSA, CIA, FBI, USSS, BATF, DEA, NCIS, and INS. This phrase is especially used to describe the alphabet agencies of the New Deal during the Great Depression.


� The Inter-Allied Declaration (London Declaration) of 12 June 1941. In a dark hour of World War II, representatives of the UK, Australia, Canada, New Zealand, and the Union of South Africa and of the governments-in-exile of Belgium, Czechoslovakia, France, Greece, Luxembourg, the Netherlands, Norway, Poland, and Yugoslavia assembled at St. James's Palace in London. It was there that each pledged not to sign a separate peace document and declared: "The only true basis of enduring peace is the willing cooperation of free peoples in a world in which, relieved of the menace of aggression, all may enjoy economic and social security…. “Ten days later, Hitler launched his attack against the Soviet Union.


� The Atlantic Charter was a published statement agreed between Britain and the USA. It was intended as the blueprint for the postwar world after WWII, and turned out to be the foundation for many of the international agreements that currently shape the world. The General Agreement on Trade and Tariff. (GATT), the post-war independence of British and French possessions, and much more are derived from the Atlantic Charter.


It was drafted at the Atlantic Conference (codenamed Riviera) by � HYPERLINK "http://en.wikipedia.org/wiki/Prime_Minister_of_the_United_Kingdom" \o "Prime Minister of the United Kingdom" �Winston Churchill and Franklin Roosevelt�, aboard warships in a secure anchorage in Ship Harbor in Newfoundland. and was issued as a joint declaration on 14 August 1941. This statement was drafted and agreed while the British were fighting in World War II against Nazi Germany; however, initially there was no formal, legal document entitled "The Atlantic Charter". The term "Atlantic Charter" was coined by the Daily Herald, a London newspaper, after the joint declaration had been published. The United States did not enter the War until the attack on Pearl Harbor on December 7, 1941.





� In the section Joint Four-Nation Declaration, the governments of the United States of America, United Kingdom, the Soviet Union, and China, in accordance with the declaration of the United Nations of January, 1942, and subsequent declarations, to continue hostilities against those Axis powers with which they respectively are at war until such powers have laid down their arms on the basis of unconditional surrender. They also recognize the necessity of establishing at the earliest practicable date a general international organization (the United Nations), based on the principle of the sovereign equality of all peace-loving states, and open to membership by all such states, large and small, for the maintenance of international peace and security.





� There are 15 members of the Security Council, consisting of 5 veto-wielding permanent members (China, France, Russia, Britain and the USA) and 10 elected non-permanent members with two-year terms. This basic structure is set out in Chapter V of the UN Charter. Security Council members must always be present at UN headquarters in New York so that the Security Council can meet at any time. This requirement of the United Nations Charter was adopted to address a weakness of the League of Nations since that organization was often unable to respond quickly to a crisis.





� Members of the UN are particularly offended by the Council's method of doing business behind closed doors. Part of the problem is a traditional practice of "informal consultations" that are not public and produce no minutes or reports. Worse still, the Permanent 5 often meet privately, excluding other Council members, while they work out resolutions and effectively decide most of the rest of the Council's business. Sometimes, there is little consultation after a proposal leaves the U.S. mission. Amb. Keating said that during his Council term, members of the General Assembly came to him to express outrage at these practices. Many complained that they had no advance notice of Council resolutions, even when the resolutions have had a great impact on their countries. Keating reminded them that the non-permanent members, including even those acting as President of the Council, often have virtually no advance notice either.


� For an extensive analysis of the functioning of the Security Council read James Paul: Security Council Reform - UN Security Council - Global Policy Forum - UN Security Council - Global Policy Forum





� Also known less frequently, as “anchor currency,” the world reserve currency is more like a vehicle or container – like a 401(k) or RRSP – which can hold a certain currency inside.  In other words, there is no essential or necessary world reserve currency.  It could be any currency – even one that does not exist yet. Right now the reserve currency happens to be the US dollar.  It has been since the Bretton Woods agreements of July 1944.  This was when the U.S. was a creditor nation and the fastest-growing world economy.


� After the WWII, a system similar to a Gold Standard was established by the Bretton Woods Agreements. Under this system, many countries fixed their exchange rates relative to the U.S. dollar. The U.S. promised to fix the price of gold at $35 per ounce. Implicitly, then, all currencies pegged to the dollar also had a fixed value in terms of gold. Under the regime of the French President Charles de Gaulle up to 1970, France reduced its dollar reserves, trading them for gold from the U.S. government, thereby reducing U.S. economic influence abroad. This, along with the fiscal strain of federal expenditures for the Vietnam War, led President Richard Nixon to end the direct convertibility of the dollar to gold in 1971, resulting in the system's breakdown, commonly known as the Nixon Shock.


� The WEF was founded in 1971 by Klaus Marin Schwab, a German-born business professor at the University of Geneva. Originally named the European Management Forum, it changed its name to the World Economic Forum in 1987 and sought to broaden its vision further to include providing a platform for resolving international conflicts. The WEF is funded by its 1000 member companies, the typical company being a global enterprise with more than five billion dollars in turnover, although the latter can vary by industry and region. In addition, these enterprises rank among the top companies within their industry and/or country and play a leading role in shaping the future of their industry and/or region. As of 2005, each member company pays a basic annual membership fee of CHF 42,500 and a CHF 18,000 Annual Meeting fee which covers the participation of its CEO at the Annual Meeting in Davos. Industry Partners and Strategic Partners pay CHF 250,000 and CHF 500,000 respectively allowing them to play a greater role in the Forum’s initiatives. 
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