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In autumn 2008, the world economic system stood at the edge of an abyss. The
international community was confronted by the biggest financial and economic crisis
since the Great Depression of the 1930s. The leading industrialised and emerging
countries, within the framework of the newly formed »Group of 20« (G-20), reacted
to the first global financial and economic crisis of the twenty-first century with a
series of world economic summits, at which, among other things, economic support
measures on an unprecedented scale were agreed in order to rescue the global
economy. What began as an ad-hoc meeting of heads of states and governments
for the purpose of crisis management seems to have developed into an established
leaders’ forum. At the same time, the G-20 seems to have to superseded the G-8 as
the premier forum for global economic governance.

Can the G-20 deliver what is expected of it and really become the central coordinating
body for steering the world economy, an effective kind of »global economic govern-
ment«? Noted political economists Andrew F. Cooper and Eric Helleiner examine this
issue in their policy paper in the first part of this publication and develop specific
recommendations on the further development of the G-20. The second part of
the publication consists of brief fact sheets on individual G-20 member states,
assessing the importance and the role of the G-20 from the point of view of each
member state.

The main thesis of this publication is that the G-20 must extend its mandate beyond
economic crisis management if it wishes to establish itself permanently as a key
global governance body. With this publication, the Friedrich-Ebert-Stiftung would
like to contribute to the debate on the further development of the G-20 in the run-
up to the G-20 summit at the end of June in Toronto, Canada.
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Preface
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In autumn 2008, the world economic system stood at the edge of an abyss. The international
community was confronted by the biggest financial and economic crisis since the Great
Depression of the 1930s. However, the reaction of governments was different this time:
cooperation instead of isolated pursuit of national strategies. The international community
reacted to the first global financial and economic crisis of the twenty-first century with a series
of world economic summits, at which, among other things, economic support measures on
an unprecedented scale were agreed in order to rescue the world economy. What was special
about this was that in this crisis the heads of state and government of the Western industrial-
ised countries could no longer decide the fate of the world economy on their own. For the first
time, the leaders of ten emerging economies sat at the negotiating table on an equal footing.
A new forum was born: the summit of heads of state and government of the so-called »G-20«,
which met for a crisis summit for the first time in Washington in 2008. A first assessment of
the crisis gives grounds for optimism that, through coordinated action, the outcome will be less
dramatic than at the time of the Great Depression.

What began as an ad hoc summit for the purpose of crisis management seems, in the mean-
time, to have become an established institution. The G-20 is likely to supersede the G-8 as
the most important world economic coordination forum and to take on the role of a »world
economic government.

Naturally, the G-20 must first prove that it is not merely a paper tiger. In the event, the laud-
able summit resolutions on world economic crisis management and reform of the world
financial order have so far not been followed up by deeds. Financial market reforms at
national and EU level are progressing slowly; the USA, Europe and Japan are in the throes of
a public debt crisis, and large banks and hedge funds are once more registering profits in the
billions. In other words, the G-20 has yet to face its severest test.

Can the G-20 perform what is expected of it and really become the central global coordi-
nation forum, in the sense of an effective »world economic government«? Noted political
economists Andrew F. Cooper and Eric Helleiner examine this issue in their policy paper in
the first part of this publication. They analyse the G-20’s achievements so far, pointing to
successes, threats and possible fault lines for and within the G-20. They also investigate the
question of the G-20’s mandate, as well as the problem of legitimacy and primacy in relation
to the G-8 and the UN. The policy paper ends with specific recommendations on the further
development of the G-20, which are summarised below.

The second part of the publication consists of brief country fact sheets. Experts analyse the
post-crisis economic situation in a particular country, as well as the significance of G-20
resolutions for national economic policy, the country’s interests in the G-20 process and the
role it attributes to the G-20.

With this publication, the Friedrich-Ebert-Stiftung would like to contribute to the debate on the
further development of the G-20. The G-20 summits in Toronto at the end of June 2010 and
in Seoul in mid-November 2010 will be decisive with regard to whether the G-20 can establish
itself permanently as a credible and effective global coordination and negotiation forum, with
the role of an informal »world economic government«. We therefore hope to arouse consider-
able interest and would like to thank all participating authors for their involvement.

Christoph Pohlmann, Stephan Reichert, Hubert René Schillinger?

1. The fact sheets went to press on 14.5.2010. More recent developments therefore could not be taken into account.

2. Christoph Pohlmann is a Political Analyst in the Department for International Policy Analysis at Friedrich-Ebert-Stiftung
(FES) in Berlin, Stefan Reichert is a Trainee in the Department for Global Policy and Development at FES, Hubert René
Schillinger is the Coordinator of the Dialogue on Globalization Programme in the same department.
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Policy recommendations for strengthening the G-20 as a global governance
body (as proposed by Andrew F. Cooper and Eric Helleiner in their policy paper)

G-20 leaders should continue to push for a forward-looking regulatory reform
agenda. In that regard they should embrace a broader principles-based approach
to international standard-setting, with a view to speeding up implementation of
agreed reform measures at the national level by allowing considerable national
policy space.

The international regulatory reform agenda needs to be widened to address the
macro-prudential role of capital account restrictions, sovereign debt restructuring
mechanisms, environmental risk disclosure and the risk of private sector capture.

In order to overcome global economic imbalances, the G-20 should not expect
too much from the new Framework for Strong, Sustainable and Balanced Growth.
Alongside the Framework, global imbalances could be addressed in a more concrete
and durable manner by continuing to boost the SDR's role as a reserve currency.
Also important is the task of re-cultivating trust in the IMF among large reserve-
holding countries through significant reforms to the governance of that body.

The Financial Stability Board (FSB) must address the legitimacy problems created by
its narrow membership if it is to take on the role of a fourth pillar of global economic
governance.

Institutionally, the relationship between the G-20 and the G-8 should be mutually re-
inforcing. Rather than pushing to tighten the organisational format the best approach
may be to increase the looseness, encouraging the engagement of a number of other
external groupings.

In the post-crisis era, the G-20 needs to ambitiously expand its mandate as the
window of support for tackling a wider set of global problems beyond economics
may be short-lived. At the next G-20 summits in Canada and South Korea, the G-20
must go on the offensive and show that it has the functional capability to deal with
pressing global issues.

By targeting a key set of global public goods — climate change, food security and
global health — the G-20 can deepen the nature of its policy networks beyond the
ambit of states. As the global economy reorients itself, the G-20 is in a strong posi-
tion to develop innovative forms of financing and encourage transfers of knowledge,
wealth and technology.
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Introduction: Challenges of the Global Financial
and Economic Crisis

The global financial and economic crisis that began in
2007 has been the worst the world has experienced
since the Great Depression. It has presented the world
community with a number of difficult challenges.

Atthelevelofcrisismanagement, policy-makershavehad
to take decisive action to provide liquidity to institutions
and markets in distress, preferably in an internationally
coordinated manner because of the interconnected na-
tureofglobalfinancialmarkets.Emergencyinternational
assistance has also been required for countries — partic-
ularly poorer countries — experiencing balance of pay-
ments crises. In addition, international cooperation has
been needed to facilitate the orderly winding-down
of bankrupt international firms. As the impact of the
crisis spilled beyond the financial markets, the slump
in the real economy has had to be addressed with
monetary and fiscal stimulus programmes whose ef-
fectiveness could be bolstered if coordinated across
countries.

In addition to stabilising financial markets and the mac-
roeconomy, policy-makers have faced the challenge of
seizing the moment to launch international reforms that
would address the root causes of the crisis. The crisis
has highlighted severe weaknesses in existing national
and international financial regulatory and supervisory
practices that were supposed to safeguard financial sta-
bility. The financial crisis has also revealed the dangers
of the large global imbalances that had accumulated in
the years leading up to 2007; the US financial bubble
was fuelled by very large inflows of foreign capital from
countries, such as China, with high savings and large
current account surpluses.

Policy-makers have responded much more effectively
to these challenges than their counterparts in the era
of the Great Depression. Internationally coordinated
crisis management and stimulus activities have ensured
that the fallout from the crisis has been much less severe
than that in the early 1930s (or than what was pre-
dicted by many analysts when the current crisis began).
Governments have also proactively launched important
international reform initiatives to address the causes of
the crisis, such as regulatory failure and global imbal-
ances. The contrast with the failed international reform

Dr. Andrew F. Cooper is Associate Director and Distingu-
ished Fellow at the Centre for International Governance
Innovation (CIGI) and a Professor of Political Science at
the University of Waterloo, Canada.

initiatives in the early 1930s, such as the 1933 London
Economic Conference, has been striking.

What explains this contrasting experience? Key lessons
have been learned from the experience of the Great
Depression, of which the need for an international coop-
erative response to global financial and economic crises
has been one of the most important. The creation of the
new G-20 leaders’ forum in November 2008 has played
a central role in fostering this cooperative response.

Policy Measures and Reform Proposals
in Response to the Crisis within the G-20
Framework

G-20 crisis management

From the start, the G-20 leaders’ forum played a cata-
lytic role in fostering closer cooperation in crisis manage-
ment. At their first meeting in November 2008, the G-20
leaders (2008: 2) committed to using »fiscal measures to
stimulate domestic demand to rapid effect«. This com-
mitment helped to catalyse new fiscal initiatives in many
countries, including in emerging countries, such as China,
which announced a large fiscal stimulus programme at
this time.

At their second summit in London in April 2009, the G-20
leaders went much further, supporting not just national fis-
cal and monetary expansion, but also a 1.1 trillion US dollar
programme to help jumpstart the world economy. The lat-
ter involved a massive increase in the resources available to
the IMF for crisis lending, the largest ever allocation of the
IMF’s Special Drawing Rights (SDRs) (250 billion US dollars)
and new lending by the multilateral development banks
and support for trade finance. As the leaders put it at the
time, »together with the measures we have each taken
nationally, this constitutes a global plan for recovery on
an unprecedented scale« (G-20 Leaders 2009a: 1). At the
same time, the London summit communiqué announced
the commitment of the G-20 countries »to take all neces-
sary actions to restore the normal flow of credit through
the financial system and ensure the soundness of systemi-
cally important institutions« (G-20 Leaders 2009a: 2). At
their third summit, in Pittsburgh in September 2009, the
G-20 leaders (2009b: 5) reiterated their commitment to
»continue to implement our stimulus programs to support
economic activity until recovery clearly has taken hold«.

Dr. Eric Helleiner is a Trudeau Fellow and CIGI Chair in
International Governance and a Professor of Political
Science at the University of Waterloo, Canada.



Re-regulating the global financial markets

Alongside these decisive initiatives relating to crisis
management, the G-20 leaders immediately launched
a forward-looking international reform agenda. At the
first G-20 summit in Washington, most of the final com-
muniqué was devoted to the task of outlining a very
detailed roadmap for the reform of international pru-
dential regulation. Although this roadmap drew heavily on
an agenda that had been developed within the Financial
Stability Forum (FSF) earlier in the year, the G-20 lead-
ers prioritised key reforms and assigned strict deadlines
for national officials, international institutions and in-
ternational standard-setting bodies to follow. The G-20
leaders continued to give high priority to international
regulatory reform at their subsequent summits, driving
the reform process forward with new priorities and
deadlines for officials to meet.

A key objective of the G-20 leaders has been to strength-
en the regulation and supervision of banks, including
through new liquidity rules, improved risk management
and disclosure standards, stronger capital standards, as
well as the creation of new colleges of supervisors from
different countries to monitor the world’s largest finan-
cial institutions. They have also endorsed, for the first
time, a set of specific international principles for com-
pensation practices for significant financial institutions
that are designed to restrict excessive risk taking. In
addition, the leaders have backed the strengthening of
rules for accounting and credit rating agencies, as well
as new kinds of regulation governing hedge funds and
over-the-counter (OTC) derivatives.

All of these initiatives have been welcome, but their im-
plementation at the national level is still not complete.
Many of the agreements reached through the G-20
process require major legislative changes and thus the
support of domestic politicians, whose views do not
always correspond to those of officials involved in the
G-20 networks. Heated legislative debates are now un-
der way in the US Congress, European legislative bodies
and elsewhere that will determine the extent to which
the international regulatory initiatives backed by the
G-20 are actually implemented at the national level.

Debates are particularly intense relating to another aspect
of the reform agenda endorsed by the G-20 leaders: the
incorporation of »macro-prudential« concerns into inter-
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national financial regulatory standards. Before the crisis,
international financial regulation was focused primarily
on the stability of individual financial institutions. The
crisis highlighted the need to complement these micro-
prudential rules with macro-prudential ones that address
the stability of the system as a whole. The G-20 leaders’
support for this new macro-prudential regulatory philos-
ophy is extremely important, but they have yet to agree
on many of the details of its implementation.

For example, the leaders have backed the important
principle that »systemically important« financial insti-
tutions should be subject to special kinds of regula-
tion which are »commensurate with the costs of their
failure« (G-20 Leaders 2009b: 9). But there is little
consensus on precisely how these institutions should
be regulated. Some policy-makers favour size limits;
others prefer to restrict these firms from high-risk fi-
nancial activities; and still others argue that the insti-
tutions should simply be subject to tighter regulation
and supervision and be forced to prepare »living wills«
that outline how they will be wound down in times of
trouble. Disagreements also exist on the question of
whether these firms should be forced to pay for bail-
outs. There is a risk that policy debates on these top-
ics within and between countries may delay, or even
inhibit altogether, reform in this area.

The focus of the international regulatory reforms has also
been narrower than it might have been, in several re-
spects. The G-20's macro-prudential regulatory agenda
has not devoted much attention to the role that capital
account restrictions could play in preventing speculative
cross-border capital flows from exacerbating domestic
financial booms and busts, particularly in developing
countries. Also neglected has been the need for mecha-
nisms to facilitate more orderly sovereign debt restruc-
turing — a need that the Greek crisis of May 2010 has
made particularly evident. G-20 leaders have also failed
to link international regulatory reform to environmen-
tal issues; they could, for example, have engaged with
the calls of some investor groups and environmental-
ists to incorporate environmental risk disclosure in pru-
dential standards (Helleiner and Thistlethwaite 2009).
Finally, the G-20 leaders have not addressed squarely
the question of private sector »capture« of regulatory
policy-making, despite the fact that many analysts as-
sign considerable blame for the crisis to this phenom-
enon (Helleiner and Porter 2010).



Reducing global imbalances: a framework for
strong, sustained and balanced growth

Although the G-20 leaders focused their international re-
form agenda on regulatory issues during their first two
summits, they had also begun to address global imbal-
ances by the time of the Pittsburgh summit. The final
communiqué of that summit endorsed a new »Frame-
work for Strong, Sustainable and Balanced Growth«
that was described as »a compact that commits us to
work together to assess how our policies fit together,
to evaluate whether they are collectively consistent with
more sustainable and balanced growth and to act as
necessary to meet our common objectives« (G-20 Lead-
ers 2009b: 2). Under the Framework, the G-20 coun-
tries will agree on shared policy objectives and engage
in »mutual assessment« of each other’s medium-term
policy frameworks in light of those objectives, with the
IMF and World Bank helping to analyse how these fit
together. The results of the first mutual assessment will
be reviewed at the June 2010 Toronto summit, where
the leaders will be presented with a basket of policy
options to consider with a view to reaching shared ob-
jectives. The Framework is also underpinned by a set
of »Core Values for Sustainable Economic Activity,
which include a responsibility to adopt policies that
»help avoid unsustainable global imbalances« (G-20
Leaders 2009b: 20).

The Framework signals a welcome commitment to
strengthening international macroeconomic coopera-
tion and a move towards a more balanced pattern of
global growth. Whether it will achieve much, however,
remains unclear. There have been many failed initiatives
in the past to boost global macroeconomic cooperation,
including the 2006 IMF multilateral consultation exer-
cise. Those initiatives that have met with more success,
such as during the late 1970s or mid-1980s, were gen-
erally short-lived. Given the centrality of monetary and
fiscal policy within national political economies, policy-
makers are wary of international constraints on their
freedom of action in these policy spheres.

The G-20 leaders’ support at the London summit for the
allocation of 250 billion US dollars worth of new SDRs
provided a more concrete initiative to address the prob-
lem of global imbalances. One of the key causes of the
growth in global imbalances over the past decade has
been the growing demand for official dollar reserves in

ANDREW F. COOPER, ERIC HELLEINER | THE G-20: A »GLOBAL ECONOMIC GOVERNMENT« IN THE MAKING?

many developing countries (Mateos y Lago et al. 2009).
In the wake of the East Asian financial crisis of 1997-98,
many developing countries built up their reserves as a
form of protection against external shocks and depend-
ence on the IMF, whose actions in the crisis were widely
criticised as being counter-productive, too intrusive and
overly influenced by US goals. Under the dollar-based
international reserve system, this growing »precaution-
ary« demand for official reserves could be met only by
the United States running larger and larger current ac-
count deficits. By boosting the allocation of SDRs, the
G-20 leaders provided a new supply of reserves that
was no longer dependent on the balance of payments
position of the US. This new allocation, the first since
1981, boosted the share of SDRs in the world’s non-
gold official reserves from less than 0.5 percent to
around five percent overnight (Williamson 2009).

The G-20 need to follow up this one-off allocation of
SDRs with support for a more regular new supply. The
precautionary demand for reserves is likely to continue
to grow in the coming years because policy-makers have
seen that countries with large war chests of reserves
were less vulnerable to the crisis than those which had
not. If the G-20 backed a regular annual issue of SDRs, it
would help to meet this demand without reinforcing the
pre-crisis pattern of global imbalances (Bergsten 2009).
At the same time, the attractiveness of the SDR as a
reserve asset could be boosted if the G-20 governments
made more efforts to cultivate private markets for SDRs
through initiatives such as issuing SDR-denominated se-
curities (Eichengreen 2009).

Reforming the international economic and
financial architecture

Another mechanism for addressing countries’ demands
for »self-insurance« would be to restore confidence in
the IMF’s multilateral insurance mechanism. But the re-
building of trust in the IMF among many of the large
reserve-holding countries is dependent on the imple-
mentation of substantial governance reforms. The G-20
leaders have committed to reforming the governance
of the IMF in order to give emerging and developing
economies greater voice and representation by January
2011. They have already agreed that the heads and sen-
ior leadership of the Bretton Woods institutions should
be appointed through an open, transparent and merit-
based selection process (the London summit) and that



IMF quota shares will be shifted to emerging markets
and developing countries by at least five percent (the
Pittsburgh summit). The task of delivering on these and
other meaningful IMF governance reforms should con-
tinue to be a top priority of the G-20 leaders.

The reform of the governance of the Bretton Woods
institutions is not the only aspect of global financial
governance that has attracted the attention of the G-20
leaders. One of their most important governance initia-
tives was to transform the FSF into the Financial Stability
Board (FSB) at the London summit in April 2009. Like
the FSF, the FSB has been given a mandate to promote
global financial stability by strengthening international
prudential standards, assessing vulnerabilities affecting
the global financial system and encouraging coordination
and information exchange among national financial
authorities, international financial institutions and inter-
national standard setting bodies. It has also been given
a strong organisational structure and new functions
relating to early warning exercises, mandatory peer
review for members, strategic reviews of the work of
international standard-setting bodies and the creation
and guidance of supervisory colleges for all major cross-
border financial institutions. The international standard
setting bodies were also required to report to the FSB on
their work in order to provide »a broader accountability
framework« for their activities (FSB 2009: 3).

The most important improvement over the FSF, however,
concerns the FSB’s membership. While the FSF's country
membership had been restricted to the G-7 countries,
Australia, Hong Kong, the Netherlands, Singapore and
Switzerland, the FSB added all G-20 countries, along
with Spain and the European Commission. This wider
membership gives the FSB more legitimacy to play a role
as what US Treasury Secretary Tim Geithner has called a
kind of »fourth pillar« of the architecture of global eco-
nomic governance, alongside the IMF, the World Bank
and the WTO (US Treasury 2009). Although this change
is an improvement, the FSB’s membership remains very
narrow in comparison to the other three pillars of global
economic governance. Because the G-20 leaders have
encouraged the FSB to promote worldwide compliance
with the standards that it endorses, its legitimacy vis-
a-vis non-members remains problematic and needs to
be addressed. To meet the ambitions of its creators,
the FSB also needs to be given a larger secretariat
(Helleiner 2010).
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The G-20 as the Main Global Economic Body:
Opportunities and Limitations

Coordinating international economic and
financial policies

Experience so far indicates that the G-20 has a number
of opportunities to be a transformative forum for global
economic governance. At one level, it can provide ad
hoc and short-term measures to deal with the recession.
At another level, it can elevate itself from a recession-
beater to the premier hub of global economic govern-
ance. The short-term role hinges on a limited technical
agenda, keeping up the momentum of the stimulus
packages and then winding them down through a co-
ordinated exit strategy. The sustained role is far more
open-ended, centring on the G-20's ability to act as a
new form of »steering committee«. In terms of substan-
tive and institutional ambition, the mandate of the G-20
would be widened considerably.

Indeed, abundant risks exist for the G-20 if it does not
ambitiously expand its mandate for coordination and de-
livery. Arguably the greatest is the emergence of another
economic or social crisis, brought on by one of the mul-
titude of global challenges lingering on the sidelines. As
the economic crisis recedes, and without a reinvigoration
of the agenda, an exit strategy will be implemented not
only with regard to the stimulus spending but also with
regard to the leaders’ involvement with the G-20.

The relationship between G-8, G-20 and UN

The emerging G-20 nexus of multilateralism, with hub
and spoke institutions, has privileged the IMF and the
re-configured FSB in a manner far superior to that of
other international bodies. The United Nations had ini-
tially embraced the notion of a G-20, including appar-
ent signs that Secretary General Ban Ki-Moon would
offer the UN's New York headquarters as the summit
site. However, even after another such invitation, this
overture was declined. Instead of establishing itself as
a central component of the G-20 model, therefore, the
UN was gradually marginalised from the process.

Although Secretary General Ban did attend the Washing-
ton G-20, a considerable distance appeared between
the UN and the G-20 approach on the eve of the Summit.
In a news conference on 11 November (the G-20 be-



ing on 14-15 November), Ban focused his attention on
the need for »inclusive multilateralism«, with a focus on
protecting the well-being of the developing countries,
as well as major UN development goals, including cli-
mate change, food crisis issues and financing for devel-
opment (Ban 2008). If laudable as an overall objective,
this strategy was overtaken by the items on the G-20
crisis committee’s agenda.

To some extent, this distancing trend was reinforced by
the response of specific members of the UN General
Assembly. Rather than working more systematically to
integrate its agenda into that of the G-20, the UNGA
became the main site of organisational resistance to the
G-20. In principle, the main source of contestation came
from the move by the GA President to convene a panel
of experts, chaired by Joseph Stiglitz, in contradistinc
tion to the G-20. Organisationally, the main alternative
focal point became the UN Conference on the Global
Economic Crisis at the end of June 2009.

The relationship between the G-8 and the G-20 can be
seen as competitive. The G-8 has many cultural attributes
of a like-minded club with a shared history, identity and
method of doing things. Although the agenda has be-
come increasingly stretched out, the G-8's style contin-
ues to be informal, with some considerable space for
unscripted policy discussions. By way of contrast, the
core of the G-20’s personality rests on the image of
crisis readiness and enhanced legitimacy via representa-
tion, including both the traditional world powers and a
cluster of »rising« states from the global South.

National interests in favour or against
strengthening the G-20

Up to the Pittsburgh summit the US was the strongest
supporter of the G-20. The G-20 pre-empted other de-
signs, including the G-13 or G-14, as favoured by France.
The G-20 allowed the US to be seen as rewarding allies.
In general geo-political terms, this meant the inclusion
of countries such as South Korea, Indonesia, Australia,
Turkey and Saudi Arabia. Functionally, it allowed a com-
position that included the MEM grouping, vital to Presi-
dent Obama’s approach to tackling the climate change
agenda. Since Pittsburgh, however, the US's position
has become more ambiguous — with support for the
G-20 on the economic agenda being balanced by more
open support for the »likemindedness« of the G-8. The
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G-8 is even more vigorously championed by Canada,
Italy, Japan and, to some extent, Russia.

Alliances and coalitions within the G-20

If the G-8 can be seen as one distinctive element within
the G-20, another potential coalition is the core group
of big »rising powers«, as defined by either the BRICS or
BICS (Brazil, India and China without Russia). Any hard-
ening of these categories could eventually lead to the
erosion of the centrality of the G-20.

There is an emerging debate about whether geograph-
ically-based caucuses should be established within the
G-20, notably an Asian caucus to develop united po-
sitions. Indeed, a similar caucus system has developed
informally through a South African initiative via the re-
gional »Committee of Ten« finance ministers to allow
a cluster of African countries at least indirect access to
the G-20.

The G-20 and its relationship with non
G-20 countries

The main opposition to the G-20 from outside the forum
is animated by concerns that the G-20 is a »concert« of
big countries that can dictate the new rules to all the
others. This attitude was expressed in the UN General
Assembly most vehemently by Venezuela, Bolivia, Cuba
and Nicaragua during the June 2009 »G-192 Summit«
on the financial crisis and international development.

Through some of its issue-specific targeting the G-20 re-
inforces this impression. The classic case is the »tax ha-
ven« controversy. Without representation, small states
concentrating on this type of offshore (or, in some cases,
onshore) activity found themselves in the firing lines of
efforts to name and shame. Thus, for both symbolic
(exclusion) and instrumental (eroding competitive ad-
vantage) reasons, a number of small states began to
combine in rival institutions.

Signs of mobilisation along these lines may be appar-
ent in groupings such as the Global Redesign Initiative
sponsored by Qatar, Singapore and Switzerland within
the World Economic Forum, as well as the Singapore-
driven Global Governance Group or 3G. Both tap into
a palpable sense of frustration that the G-20 does not
adequately reflect the concerns of small states that are



not members, even though these states face the same
challenges. Notably, the 3G scheme is made up of mid-
dle-sized and small states from a wide range of regions,
initially Singapore, Malaysia, Brunei, the Philippines,
Vietnam, Bahrain, Qatar, United Arab Emirates (UAE),
Sweden, Belgium, Ireland, Luxembourg, Switzerland,
Liechtenstein, Monaco, San Marino, New Zealand, Chile,
Uruguay, Costa Rica, Guatemala, Panama, Jamaica, Bar-
bados, the Bahamas, Rwanda, Senegal and Botswana.'

Notably, however, the 3G initiative does not reject the
G-20 outright but rather promotes a more inclusive and
consultative form of global governance. Links to the
G-20 have been promoted by South Korea through en-
hanced forms of outreach (for example, with ASEAN).

Strengths and weaknesses of the G-20 compared
with other international organisations

The main strength of the G-20 continues to be its com-
bination of efficiency (as against the UN) and legitimacy
(as against the G-8). Its weaknesses are its inability so
far to »finish the job« in terms of implementing a co-
ordinated approach beyond its original impressive per-
formance in offering combined stimulus packages. In-
ternal divisions continue to exist on regulatory issues,
preventing the move from being a recession-beater to a
steering committee.

Moreover, from the outset the G-20 suffered from some
deficiencies concerning its size and geographical make-
up. Although some have claimed that the make-up of
the G-20 more accurately reflects the structural shifts in
global power at the start of the twenty-first century, the
hold of Euro-centrism leaps out with regard to its com-
position. In addition to the big four established mem-
bers of the G-8 (the UK, France, Germany and ltaly),
the President of the European Commission also gained
entry. Moreover, since the first G-20 Summit at Wash-
ington, the door has been left open for other European
entrants. Spain has been the most successful of these
additional countries, eventually obtaining the status of
»permanent guest«.

1. For more information on the 3G initiative please refer to the Appendix
where we have reproduced an official letter dated 11.3.2010 from the
Permanent Representative of Singapore to the United Nations addressed
to the UN Secretary-General on behalf of the informal Global Gover-
nance Group (3G). The letter has a document entitled »Strengthening
the Framework for G-20 Engagment of Non-members« attached to it
(The editors).
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The issue of membership has been made even more sen-
sitive by the nature of ownership in the G-20 process.
Up to now, all of the major organisational decisions have
been taken by the G-8 members. US President George
W. Bush called the G-20 into action at the Washington
summit. US President Barack Obama orchestrated the
rationalisation of the G-20 at Pittsburgh, deciding to
have back-to-back G-20/G-8 summits in Canada at the
end of June 2010 plus a stand-alone summit in South
Korea in November 2010.

Recommendations

The G-20 leaders’ forum has shown its capacity for
fostering cooperation in crisis management since its
creation in late 2008, but it must continue to be alert
to new financial vulnerabilities and take the lead role
in fostering cooperative solutions to new sources of
systemic instability, such as the emerging sovereign
debt crises in Greece and elsewhere.

The G-20 leaders have also demonstrated their ability
to drive a forward-looking international regulatory re-
form agenda. But as time passes and momentum fades,
the G-20 leadership role in driving regulatory reform
is becoming increasingly constrained by the politics of
implementation at the national level. Differing national
perspectives on the details of implementing macro-
prudential regulation may compound the difficulties of
harmonising rules in a detailed manner. In these circum-
stances, the G-20 leaders should embrace a broader
principles-based approach to international standard
setting which allows for considerable policy space at
the national level but ensures that national distinctive-
ness is not used as a smokescreen for inaction. The
international regulatory reform agenda also needs to
be widened to address the macro-prudential role of
capital account restrictions, sovereign debt restructuring
mechanisms, environmental risk disclosure and the risk
of private sector capture.

The G-20 leaders’ new interest in addressing global im-
balances is encouraging, but expectations with regard
to the new Framework process should not be set too
high. Alongside the Framework, the G-20 leaders could
address global imbalances in a more concrete and dura-
ble manner by continuing to boost the SDR’s role as a
reserve currency. Also important is the task of restoring



trust in the IMF among large reserve holding countries
through significant governance reforms. The one insti-
tution that the G-20 has created so far — the FSB — must
also address the legitimacy problems created by its nar-
row membership if it is to grow into the role of fourth
pillar of global economic governance.

At the institutional level, more can be done to redefine
the relationship between the G-20 as a larger, more rep-
resentative and diverse grouping than the G-8. How-
ever, questions surrounding the relationship between
the G-20 and the G-7/-8 should not be treated in terms
of »either/or«. The G-20 will consolidate its leadership
mantle if it shows it possesses instrumental legitimacy:
that is to say, by working effectively. If the likeminded-
ness which might enhance the sustainability of a G-7/-8
is preferred, this may foster a competitive environment
which is unlikely to help to achieve greater efficiency.
If pragmatism trumps likemindedness as a basis for
position-taking then a cooperative rather than a com-
petitive environment is more likely to develop, which
will benefit the efficiency and effectiveness of summit
outcomes. Rather than pushing to tighten the organisa-
tional format, the best approach may be to increase the
looseness, encouraging the engagement of a number of
other external groupings.

While the crisis was brought on by successive policy and
regulatory failures, a concentration exclusively on these
issues may not solidify the G-20 as the hub of global gov-
ernance. First, many of the regulatory issues (including
bank bonuses, the regulation of hedge funds and deriv-
atives) continue to be disproportionately the preserve of
the Western members of the G-20. And second, these
issues stretch the limits of the leaders’ ownership of the
G-20 process. During moments of crisis, leaders pick up
on issues that would otherwise be under the purview
of cabinet ministers and their bureaucrats. The sustain-
ability of such an involvement is questionable. With a
return to »normalcy« (although that condition is likely to
be contested), leaders will, in turn, be attracted to tra-
ditional roles. That is to say, they will want to establish
themselves as strategic »steerers« of a small number of
pivotal issues, not as tactical »doers« with regard to a
range of complicated technical issues.

As the immediacy of the crisis subsides, a much longer
list of tasks and responsibilities has begun to emerge.
While very important, the attention paid to private greed

10

ANDREW F. COOPER, ERIC HELLEINER | THE G-20: A »GLOBAL ECONOMIC GOVERNMENT« IN THE MAKING?

in global commerce — through better regulation and in-
stitutional reform — has led to the overlooking of many
of the social challenges amplified by the crisis. At the
forefront of these ensuing priorities — more by default
than design —is climate change. In the post-Copenhagen
context, a number of state officials have looked to the
G-20 as an alternative forum. While negotiation of a
post-Kyoto framework should not be »forum shopped«
away from the UNFCCC, the composition of the G-20
(the US, the EU and the BASIC group) offers an alternate
venue for breaking the stalemate. Beyond emissions tar-
gets, the G-20 can flesh out strategies for the financing
of adaptation and mitigation in developing countries.

Next, arguably, is the issue of global food security. In
2008, both the G-8 and the United Nations targeted this
issue, but have suffered, respectively, from deficiencies
of restricted membership and organisational fragmen-
tation. Bridging the North and South, the G-20 offers
a credible forum for addressing the vacuum of leader-
ship on food security. Action at the leaders’ level creates
an opportunity for synergies in alternative energy policy
and agricultural management, limiting the unintended
consequences of the traditional »siloed« approach. Also
high on the list, and often neglected, is global health.
While still embedded in the sovereign system of states,
health challenges cross borders indiscriminately — one of
the classic »problems without passports«, as former UN
Secretary-General Kofi Annan termed them. Pandemics
such as HIN1 serve as a reminder of our collective vul-
nerabilities and the need for international coordination.
While the World Health Organization provides frontline
services, it has become dwarfed in terms of funds and
programmes by private institutions such as the Gates
Foundation (significantly, Korea plans to have Bill Gates
preside over the corporate social responsibility session at
the G-20 Business Summit, to be held immediately before
the leaders’ G-20 meeting). The G-20 can provide cata-
lytic leadership in global health governance, mobilising
efforts across agencies and sectors.

Abundant risks exist for the G-20 if it does not ambi-
tiously expand its mandate. Arguably the greatest is the
emergence of another economic or social crisis, brought
on by one of the multitude of global challenges hover-
ing on the sidelines. As the economic crisis recedes, and
without a reinvigoration of the agenda, an exit strategy
will not only take place from stimulus spending but is
also likely for the leaders’ involvement with the G-20.



The G-20 has at its potential disposal a variety of policy
instruments and, more importantly, a degree of political
momentum to implement widespread reforms. Its infor-
mal structure and near-limitless purview provides many
comparative advantages over the traditional interna-
tional institutions. The window of support for tackling
a wider set of global problems, however, may be short-
lived amid temptations to revert to normal practices in
which longer-term international commitments are sub-
ordinated to shorter-term domestic priorities.

Timely and innovative policy solutions, which signal a
break from business-as-usual approaches to international
development, are thus imperative. Incrementally, the
G-20 appears to be gravitating towards a wider set of
issues and policy options. At the November 2009 meet-
ing of finance ministers and central bank governors at St
Andrews, Scotland, support was given for replenishment
of international development assistance, termination of
fossil fuel subsidies and exploration of climate financing
options. The communigué advanced the coordination of
all »financing channels« to tackle climate change, em-
phasising public-private partnerships.

In areas of mutual interest and competencies, partner-
ships between governments, corporations and philan-
thropic foundations can yield results not possible when
each acts alone. Initiatives such as the Global Alliance
for Vaccines and Immunization have shown that public
donors can leverage significant private investment and
that cross-sector cooperation can work to fulfil foreign
policy objectives. Structured partnerships also produce
mutual accountability and hold the promise of efficient
delivery on commitments.

Moving forward towards the 2010 leaders’ summits —in
Canada at the end of June and in South Korea in Novem-
ber — the G-20 will face intense pressure to both resolve
the core economic concerns and clarify the G-20's role in
the post-crisis era. Passing this diplomatic »stress test« is
vital. The G-20 must go on the offensive and show that
it has the functional capability to deal with these press-
ing global issues. Moreover, by targeting this key set of
global public goods — climate change, food security and
global health — the G-20 can deepen the nature of its
policy networks beyond the ambit of states. As the global
economy reorients itself, the G-20 is in a strong position
to develop innovative forms of financing and encourage
transfers of knowledge, wealth and technology.
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Through its dual existence, first as a forum of ministers
and then as a leaders’ summit, the G-20 has shown it-
self to be capable of robust action. Rather than sticking
to a set formula, when the global financial shocks hit,
the G-20 capably re-invented itself. The challenge that
lies ahead is to not let its successful steps, especially its
role as a crisis committee, temper its ability to promote
an extended array of bold and original solutions.

As a crisis committee, the G-20 has made some head-
way. Faced with an economic emergency, the G-20
quickly established itself as the pivotal go-to forum for
collective response management. As a more extended
project, however, more work needs to be done by all
G-20 members to strengthen their own actions within
the G-20 so that it generates deeper and more signifi-
cant outcomes.
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ESTEBAN KIPER
Country Fact Sheet — Argentina

1. Argentina’s crisis-related challenges

Argentina has run current account surpluses consistently
since 2002. Hence, Argentina did not suffer a charac-
teristic »sudden stop« in capital inflows, in contrast to
emerging markets running current account deficits. Nor
was the balance sheet of Argentina’s financial sector ex-
posed to toxic assets prior to Lehman Brothers’ collapse.

Rather, as in other Latin American countries, the eco-
nomic and financial crisis hit Argentina in the form of
a trade shock, compounded by a record-high drought
which severely affected Argentina’s agricultural exports
in 2008-2009 (exports fell by 23 percent between the
first three quarters of 2009 and the same period of
2008; half of that fall is explained by declining agri-
cultural exports). The single most important challenge
that Argentina still faces, therefore, is related to the
uncertainty regarding the recovery of global aggregate
demand.

In connection with international financial markets and
the functioning of the international monetary system,
Argentina faces similar challenges to those faced prior
to the outbreak of the economic and financial crisis,
namely:

= Typical emerging market exposure to unstable inter-
national liquidity cycles (in order to dampen this volatil-
ity, Argentina has applied short-term capital controls to
inflows/outflows since 2005);

= The absence of an international lender of last resort
(Argentina’s policy of international reserve accumulation
is related precisely to this flaw: according to the Argentine
authorities, self-insurance in the form of international
reserve accumulation is still warranted despite the es-
tablishment of the IMF's Flexible Credit Line (FCL));

= |nsufficient finance from multilateral development
banks (the shortage in multilateral development lending
worsened with the sharp increase in demand after the
outbreak of the international crisis);

= |nstability of international commodity prices, includ-
ing the influence of derivatives markets on spot prices
(which, yet again, according to the Argentine authori-
ties, merit exchange rate intervention and international
reserve accumulation as a countercyclical device).

Dr. Esteban Kiper is Professor at the University of Buenos
Aires.
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2. Relevance and consequences of the G-20
outcomes for Argentina’s economic policy

Coordinated countercyclical actions increased global de-
mand and hence helped to boost demand for Argentine
products (as argued above, Argentina’s most vulnerable
point has been the fall in its exports).

The general SDR allocation approved in August 2009
(equivalent to one percent of GDP in the case of Argentina)
eased the government’s financial constraints and helped
to sustain domestic demand.

Argentina’s inclusion in the Financial Stability Board
(FSB), by engaging the Argentine authorities in interna-
tional dialogue, has also influenced their concern with
proper financial regulation.

More generally, the G-20 — as a more legitimate steering
committee with enhanced representation of developing
nations — helped to reaffirm the critical role of govern-
ment intervention in the economy. Against this back-
drop, Argentina’s authorities showed a more clear-cut
commitment to revamping and extending the perimeter
of financial sector regulation. For example, Argentina
strengthened the requirements of international finan-
cial transactions with non-cooperative jurisdictions to a
large extent relying on the renewed international drive
for increased regulation of offshore, non-transparent
financial activities. Also, Congressional support for the
renationalisation of private pension funds could not
have been achieved in different circumstances.

3. Argentina’s stance on the role of the G-20

Argentina attaches the highest importance to the G-20
process as the new »steering committee« of the global
economy. In particular, Argentina has sought to make the
most of G-20 meetings in order to deepen strategic alli-
ances with both advanced and developing countries with-
in the G-20, including the BRIC countries. Also, Argentina
has successfully championed the introduction of labour-
and employment-related issues, which had not previously
been considered in the discussions related to global institu-
tional reform. For example, Argentina struggled to prevent
the relaxation of labour standards in the midst of the inter-
national economic and financial crisis. At an institutional
level, Argentina’s head-start regarding labour market is-



sues led to the inclusion of the International Labour Or-
ganization (ILO) in G-20 summits and to the first meeting
of Ministers of Labour in Washington, in April 2010.

At the macroeconomic level, Argentina believes that
reforming the international monetary system is crucial
in order to prevent imbalances in global demand and
uncoordinated exchange rates from leading to another
international economic and financial collapse. The Ar-
gentine authorities consider the allocation of SDRs to
be a very positive measure, albeit a temporary one. A
more stable and systematic international liquidity allo-
cation system should be put in place — for example, the
periodic issue of SDRs — and a more coordinated effort
to harmonise the exchange rate policies of the major
economies should be sought more forcefully.

Argentina has had some success with short-term capital
controls. It therefore believes that the G-20 should pay
more attention to the regulation of international capital
flows, as recently acknowledged by the IMF itself. Ac-
cording to the Argentine authorities, for many develop-
ing countries —such as Argentina —damping the volatility
of short-term capital flows would increase policy room,
reduce the risk of asset price bubbles and exchange rate
misalignments and may eventually permit the slacken-
ing off of self-insurance reserve accumulation policies, a
growing concern among advanced economies.

At the financial level, the discussion on the need for
stronger regulation of uncooperative financial jurisdic-
tions and credit rating agencies was considered of the
utmost importance by the Argentine government. Tax-
ing the banking system could be another priority area.

Given Argentina’s unfortunate recent history with the
IMF, the Argentine authorities have welcomed the re-
newed discussion on the IMF's role, the efficacy of its
lending facilities and the shortcomings in its governance
structure, but still find the breadth of change and debate
to be somewhat limited. For instance, the inequitable
voting balance at the international financial institutions
(IFl) has not been revised sufficiently.

Concerning its engagement within the G-20, Argentina
is actively participating in all issues. An internal task force
has been created and periodic meetings have been tak-
ing place among Finance Ministry representatives, Central
Bank officials and other relevant authorities, including the
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Foreign Office and the Ministry of Labour. In particular,
Argentina was very active in the G-20 working groups re-
lated to IFI reform, especially governance issues, as well as
in working groups related to financial regulation, seeking
to provide a developing country’s view of the most chal-
lenging issues regarding macro-prudential regulation.

No formal alliances have been established with other G-20
members, but Argentina has strong links and common in-
terests with the BRICs. Informal coalitions have been agreed
with various countries on specific issues. For example, Ar-
gentina joined with the US and the UK in the promotion of
SDR allocation, and with the Eurozone countries in favour
of stronger financial regulation. G-20 meetings have facili-
tated bilateral coordination with Brazil at various levels.

The G-20 process has gained impetus and is opening up
in many areas. Its key feature is its high political engage-
ment and its capacity to deliver specific commitments
and policy actions jointly between advanced and devel-
oping nations. However, advanced countries within the
G-20 still seem to prevail in key strategic decisions and
in setting the group’s agenda. In that context, according
to the Argentine authorities, the lack of enforcement
capacity tends to play against developing countries.

As the global crisis recedes, the challenge will be to main-
tain the momentum for other critical reforms and ensure
continuous effectiveness and sufficient engagement
from all parties. There is a strong risk that, as the crisis
recedes, needed financial reforms will be postponed and
incentives for international coordination — which worked
well in the midst of the crisis — will fade away. The same
applies to the reform of the international financial insti-
tutions: the initial drive to improve developing countries’
representation and other governance issues seems to be
finding more resistance as deadlines come nearer.

However, it must be acknowledged that the G-20 has
agreed broad principles for reforming these institutions
and many of the commitments pursued have been made
operational by the IFls and are currently being discussed
within executive boards or among governors.

Concerning the relationship of the G-20 to multilateral
organisations, Argentina has championed the inclusion
of the ILO in the latest G-20 Summit. With this focus on
labour issues, it also hopes to mainstream the participa-
tion of Labour Ministers in the future.



PETER KENYON
Country Fact Sheet — Australia

1. Australia’s crisis-related challenges

Australia’s economy largely escaped a severe downturn
following the global financial crisis. Although growth in
the Australian economy faltered, Australia’s GDP fell in
only one quarter after the onset of the crisis.! Growth
is now 2.7 percent and is forecast by the Reserve Bank
of Australia (RBA) to rise to 3.25-3.5 percent through
2011.2 Also, although unemployment rose from 4.1 per-
cent in August 2008 to 5.8 percent in October 2009, it
has since steadily fallen to 5.1 percent.

Thus, unlike much of the G-20, the economic challenges
facing Australia do not revolve around recovery from the
financial crisis. Its official debt is very low compared to
the world’s major economies. It is expected to peak at
just under 14 percent of GDP, compared to between 60
and 80 percent of GDP in the UK, the EU and the USA .3
Its inflation rate, at about 2.5 percent, remains within
the official target range and RBA analysis predicts this
to remain so for the projected future.*

Australia’s major economic challenges revolve around
three major issues. These are:

= how it manages the likely surge in demand for its re-
sources as its major trading partners, principally China
and the countries of north and east Asia, recover from
the global financial crisis and return to very high rates of
economic development;

= the effects of climate change on both its cities and its
hinterland;

= jts need to balance the demand for labour with its sup-
ply, especially from immigration, in a sustainable way.

First, Australia has to be able to meet efficiently the likely
increased demand for its resources to maintain its com-
parative advantage. This requires substantial investment
in both physical infrastructure and human capital. These
requirements are a significant challenge for Australia’s

1. Australian Bureau of Statistics (ABS), Australian National Accounts,
cat 5206.0.

2. Reserve Bank of Australia (RBA), Statement on Monetary Policy, Feb-
ruary 2010, p. 3.

3. RBA, Statement on Monetary Policy, February 2010, p. 9, and Budget
Strategy and Outlook 2009-2010, Budget paper No. 1, pp. 3-9.

4. RBA, Statement on Monetary Policy, February 2010, p. 59.

Dr. Peter Kenyon is Professor of Economic Policy at the
Graduate School of Business, Curtin University, in Perth.
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governments: not only the Commonwealth government,
but the State and Territory governments that comprise
the Australian Federation. There are two interrelated
challenges here: improving the capacity to raise revenue
and spend efficiently, and doing so within the context of
the constraints of Australia’s federation.®

Second, Australia seems to be especially vulnerable to
the consequences of global warming. Its vast agricultural
hinterland, vital for food supply and agricultural exports,
depends critically on water flows in the Murray-Darling
basin. This region has now been suffering severe drought
(perhaps the severest in 1,000 years) for the better part
of ten years, with the lowest water inflows since records
commenced in the nineteenth century. Thus, the impera-
tive for governments (and, again, this is a problem that
involves Federal-State relations, given that four States
and the Commonwealth are all stakeholders in the Mur-
ray-Darling system) is to devise policies that address the
general problem of global warming.

This imperative is made worse by the fact that Australia’s
cities are very large relative to the size of the national pop-
ulation.® The urban sprawl that results generates a large
carbon footprint and puts enormous pressure on water
supply. The per capita carbon-intensity of Australia’s cit-
ies is amongst the highest in the world.” Australia is also
a major producer of carbon-intensive resources. As policy
remedies for these environmental issues lie as much in
international relations as in domestic policy, Australia
has a vital interest in multilateral negotiations on climate
change policy. Inevitably, this means the G-20.

Third, Australia has crucial population challenges.
Throughout its history since European settlement, it has
both been a target for international immigration and
has required immigration to exploit its economic poten-
tial. The current era is no exception. However, balanc-
ing the needs of the economy with environmental and
social sustainability is a severe challenge, made greater
by the rise in international terrorism. Added to this mix
is the demography of an aging population.

5. At present, an extensive inquiry is being conducted into Australia’s tax
system, Australia’s Future Tax System Review, under the chairmanship of
the Secretary of the Treasury, Dr Ken Henry. Dr Henry has canvassed these
issues recently in Treasury Economic Round-up, 1, 2010.

6. Over 60 percent of Australia’s population lives in its five largest cities.

7. US Energy Information Administration. Available at: http://tonto.eia.
doe.gov/cfapps/ipdbproject/iedindex3.cfm?tid=90&pid=45&aid=8&cid=&
syid=2004&eyid=2008&unit=MMTCD (last accessed on 13.4.2010).



Of course, these challenges are interrelated and progress
in meeting any one of them puts pressure on the others.
Australia’s mineral and natural resource wealth place
it at the forefront of countries in the G-20 to benefit
from the changing balance of economic power in the
developed and developing worlds, especially the shift of
economic power to the East and away from the North
Atlantic. As much of this change is occurring within the
G-20, it gives Australia an especially strong reason to
involve itself in the organisation with vigour, purpose
and strategic intent.

2. Relevance and consequences of the G-20
outcomes for Australia’s economic policy

Australia has been in the vanguard of countries that
support the development of the G-20. The Australian
government regards the organisation as pivotal because
of its size and reach.® It sees the G-20 as being of critical
importance in at least four areas of international policy
coordination:

(i) the coordination of economic responses to economic
crises, and especially responses to the global financial
crisis;

(i) reform of the international financial system in the
wake of the crisis;

(iii) the promotion of trade liberalisation and the com-
pletion of the Doha Round of trade negotiations;

(iv) achieving economic growth which is sustainable,
both financially and environmentally.®

The Australian Government sees the actions of the G-20
in coordinating major stimulatory fiscal and monetary
responses to the global financial crisis as the reason why
the crisis was addressed speedily and a longer and more
severe world recession avoided."

It also sees the G-20 as the best way of improving
the architecture of international economic and politi-
cal organisations that now, over fifty years after Bret-

8. See Prime Minister Rudd’s address to the Foreign Policy Association,
New York, 24.9.2009. Available at: http://www.pm.gov.au/node/6222
(last accessed on 13.4.2010).

9. These themes were stressed in Prime Minister Rudd’s address to the
General Assembly of the United Nations, 23 September 2009. Available
at: http://www.pm.gov.au/node/6223 (last accessed on 13.4.2010).

10. Prime Minister Rudd, interview in Pittsburgh at G-20 Summit, 25
September 2009. Available at: http:/Awww.pm.gov.au/node/6223 (last
accessed on 13 April).
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ton Woods, are in serious need of reform, due to the
changed economic and political circumstances, charac-
terised by post-colonialism, globalisation and economic
development in East Asia.

3. Australia’s stance on the role of the G-20

Australia sees the need for »a new »driving centre< of
global politics and the global economy - a group of
nations, both developed and developing, sharing a
broad commitment to make the existing institutions
of global governance solve the problems«' facing the
global economy and polity. It regards the G-20 as that
»driving centre«. It especially sees the G-20 as impor-
tant from a strategic point of view because it is the
first time that Australia has been represented at head-
of-government level on the world’s pre-eminent eco-
nomic council.’?

The interests Australia associates with its membership of
the G-20 are as follows:

Core economic issues after the global
financial crisis:

= completion and implementation of the financial mar-
ket reform programme to prevent future economic crises,
including:

— reform of the IMF to reflect changing economic struc-
tures and the increasing importance of Asia, especially
China and India;

— reinforcing the Basel Accords and other aspects of
the capital adequacy requirements of banks and major
financial institutions;

— reviewing the incentive effects of executive pay
structures;

= an agreement on a framework for the coordinated
withdrawal of the fiscal and monetary interventions car-
ried out in response to the global financial crisis; and

11. Prime Minister Rudd’s address to the Foreign Policy Association, New
York, 24.9.2009. Available at: http://www.pm.gov.au/node/6222 (last
accessed on 13 April).

12. »The G-20 provides Australia with a voice in the decisions of the
management of the global economy, which directly affects us — a seat at
the top table for the first time, which we have not had before at Head of
Government level, and a table where the decisions on the future of the
global economy are taken.« Prime Minister Rudd, interview in Pittsburgh
at the G-20 Summit, 25.9.2009. Available at: http://www.pm.gov.au/
node/6223 (last accessed on 13 April).



= the development of a coherent plan to achieve sus-
tainable economic growth.”

Other critical issues

There are also other key issues that Australia sees as cru-
cial to the agenda of forthcoming G-20 activities. These
include:

= the need to fashion a »Grand Bargain« between the
developed and developing countries to deal with the
immense problem of climate change and, especially,
reaching agreement on targets for and methods of
abatement of greenhouse gas emissions;

= curbing protectionist tendencies and furthering the
completion of the Doha Round of trade negotiations.'

With regard to the G-20 and Australia’s bilateral and multi-
lateral relations, although the Australian government sees
the organisation as one of its major multilateral initiatives,
it is by no means the only one. First and foremost, Aus-
tralia’s most important strategic ally is the United States.
The modern form of the alliance was forged during the
darkest period of the Second World War, when Australia’s
existence as a free country was in peril, and has continued
to this day. Importantly, it is not under any challenge in
Australian politics. This alliance is as much economic and
cultural as related to defence and foreign affairs.™ It con-
tinues to be the anchor of Australia’s foreign policy and is
likely to remain so for the foreseeable future.

However, since at least the 1950s, under Prime Minister
Menzies, but notably under former Prime Minister Paul
Keating and now under Prime Minister Rudd, Australia
is attempting to forge critical alliances in Asia and in
the Asia Pacific region. Primarily because of its economic
relationship and the importance of the Japanese market

13. Prime Minister Rudd, address to the General Assembly of the Uni-
ted Nations, 23.9.2009. Available at: http://www.pm.gov.au/node/6223
(last accessed on 13 April). See also Prime Minister Rudd, »A strategy for
sustainable economic recovery — the role of the G-20«, Berlin, 7.7.2009.
Available at: http://www.pm.gov.au/node/5056 (last accessed on 15
April) and interview with Prime Minister Rudd, Pittsburgh, 25.9.2009.
Available at: http://www.pm.gov.au/node/6224 (last accessed on 15
April).

14. Prime Minister Rudd, address to the General Assembly. Available at:
http://Awww.pm.gov.au/node/6223 (last accessed on 13 April).

15. This was made abundantly clear (yet again) by Australia’s current
Prime Minister in his address to the Foreign Policy Association, New York,
24.9.2009. Available at: http://www.pm.gov.au/node/6222 (last accessed
on 13 April).
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for Australia’s exports, but also as part of post-Second
World War reconciliation, Australia has sought and
largely achieved close relations with Japan. Although
not a part of the Association of Southeast Asian Nations
(ASEAN), Australia has long sought close ties with it.
However, these ties have never been formalised.’® In-
stead, they have been furthered through an outgrowth
of ASEAN, the East Asia Summit (EAS).

With regard to more recent regional initiatives, Australia
has been active in the formation of APEC (Asia Pacific
Economic Cooperation). Looming over the Asia Pacific
region is the rise of China and India as economic and po-
litical powers. It makes no sense for important world or
regional multilateral organisations not to have an impor-
tant role for these countries, and Australia has been very
active in regional associations and alliances that include
China and India. Of course, the same pressure was felt
by the G-7 and G-8 and thus the same pressures gave
rise to their evolution into the G-20.

Most recently, the Australian government has been can-
vassing the idea of an Asian Pacific community (APC).
Given the plethora of regional groupings and organisa-
tions, this may seem redundant. However, the Australian
government perceives that none of the existing organi-
sations or institutions has either the required breadth
of membership (none of them have all the regional and
global major powers as members: India, China, the USA,
Japan or Russia) or the mandate given by head of state-
level discussions to adequately do the job of coordinating
major policy issues across the region. The government
also recognises that the regional organisations field is
crowded and that an additional organisation would be
difficult to establish. For that reason, it appears to be
advocating an expanded role for APEC and/or the EAS."”
In many ways, the Australian government is advocating
a regional version of the G-20, with a similar reach and
mandate. Thus Australia sees its interests being served
not only by the G-20 but also through its often overlap-
ping multilateral and bilateral regional relationships.

16. There is an inherent tension between Australia and some of the
members of ASEAN who see Australia as not part of Asia. (And, indeed,
as a separate continent — at least geographically — it is not.) This tension
waxes and wains, but still probably prevents a more formal association
between Australia and ASEAN, despite close bilateral ties between Aust-
ralia and most of the members of ASEAN.

17. These issues were canvassed by Prime Minister Rudd in his address to
the Asia Pacific community conference in Sydney, 4.12.2009. Available at:
http://mwww.pm.gov.au/node/6368 (last accessed on 18 April).



DAVID SCHAFER, JOCHEN STEINHILBER
Country Fact Sheet - Brazil

1. Brazil's crisis-related challenges

While, in past decades, Brazil managed to become in-
fected by every stray financial crisis wandering around
the globe, it has now — with all due caution — passed its
economic school-leaving certificate at the very time that
the majority of the industrialised countries are flunking.
As one of the beneficiaries of the lending glut of re-
cent years, during the height of the crisis it had its fair
share of failures in terms of portfolio investments, but
the course of the crisis, with regard to both the financial
system and the real economy, was comparatively mild.

Brazil was better prepared than in previous crises. The
reduction of the inflation rate, the repayment of foreign
debt and the accumulation of foreign currency reserves
stabilised the country’s economic fundamentals. But
the structure and management of the Brazilian finan-
cial sector and, in particular, the strong position of the
public institutions, the banks’ modest liabilities abroad
and refinancing via the national market have helped to
shorten the transition out of the crisis. Public banks,
responsible for almost 40 percent of lending, play a
major role and only 30 percent of bank deposits are in
foreign ownership.

In contrast to previous crises, Brazil's healthy economic
fundamentals have allowed the government some scope
for action in the current crisis. There was a rather more
significant earthquake in Brazil’s monetary policy: in the
course of 2009, the so-called SELIC rate — the Central
Bank of Brazil’s overnight lending rate — was gradually
lowered from 13.75 percent to 8.75 percent, bringing it
into single digits for the first time since 1960. The fiscal
policy crisis strategy encompassed an extension of credit
lines by the state development bank, an intensification
in the already agreed economic stimulus programme,
the PAC, and tax cuts on the purchase of cars and con-
sumer durables. However, the costs of these countercy-
clical measures, at 1.5 percent of GDP, were significantly
lower than those in other countries. The deterioration
of the public debt ratio will, as a result, be somewhat
milder and even in 2010 the government has a certain
budgetary leeway, albeit very limited.

Based on the low proportion of exports in GDP — 13
percent — and the increasing export diversification with
regard to both products and trading partners, the global
fall in demand has affected Brazil less than other coun-

David Schafer worked as Research Assistant at the FES-
Office in Sao Paulo.
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tries. At the same time, the crisis of the domestic market
— primarily with regard to private consumption — finally
proved to be the locomotive of the Brazilian economy.
The stable labour market, the continuing increase in
the minimum wage and the massive social transfers all
helped consumer confidence to weather the crisis rela-
tively unscathed. Although Brazil, too, finally slid into
recession, the -0.2 percent growth predicted for 2009
changes little with regard to the positive overall scenario
and the favourable prospects for the coming years. Al-
ready for 2010 growth rates of between 4.5 percent and
5.5 percent are expected.

Confidence in the Brazilian economy appears to have
increased during the crisis. By mid-2010 foreign direct
investment is expected to reach 2008 levels, while ex-
ports are set to normalise by 2012. Investors, too, have
already bet on Brazil being one of the first countries to
exit the crisis: »hot money« remaining in the market
was directly attracted by Brazilian financial products.
Immediately after the crisis months, Itati/Unibanco and
Bradesco were among the world’s most highly capital-
ised banks, and even the stock exchange is already well
above its level before the crash of Lehman Brothers. One
consequence is the appreciation of the Brazilian real by
33 percent (between January and November 2009),
which is increasingly proving to be a headache for the
country’s exports. Given the attractive interest rates and
the stable economic development the flow of capital is
unlikely to ease off in the coming years. By means of
buying foreign currency and a new two percent tax on
short-term capital inflows the government is trying to
counter the appreciation of the real.

2. Relevance and consequences of the G-20
outcomes for Brazil’s economic policy

Given the favourable development of the crisis for
Brazil, the G-20 is of only secondary importance in
coping with it. The G-20's narrower agenda — res-
toration of credit flows, (fiscal) stimulus, preventing
protectionism, financial market regulation and special
assistance arising from the collapse of financial flows
in the emerging and developing countries — largely co-
incides with the stance of the Brazilian government.
From its standpoint, the first meetings were a success
and some of its key demands have already been met.
The regulation of the financial markets taken up by the

Jochen Steinhilber is Director of the FES-Office in Sao
Paulo.



G-20 was supported by Brazil — which can be consid-
ered an adherent of Keynesian regulation — but does
not represent a core concern. The domestic financial
market is already strongly regulated and after the crisis
of the 1990s the banking supervision and the central
bank kept it on an even shorter leash: the minimum
reserves and capital requirements are stricter and
rights of supervision more far-reaching than in most
other countries, not least with regard to hybrid finan-
cial instruments. The G-20's regulatory efforts have
so far led to few substantial changes in Brazil; only a
law limiting bankers’ bonuses is to be set in motion
by mid-year. The Brazilian government also supported
the recapitalisation of the IMF, itself making available
financial resources — albeit modest — for the purpose.
Above all, Brazil, as one of the main beneficiaries of
the dynamic south-south trade, has pushed for simpli-
fied loan allocation by the Fund, in order to underpin
its customers’ ability to pay. Given its narrow fiscal
scope, Brazil reacted very hesitantly with its own eco-
nomic stimulus packages, but benefited above all from
China’s spending programme, Brazil's most important
trading partner.

A long-running issue in Brazilian trade policy is the criti-
cism of growing protectionism on the part of the in-
dustrialised countries. In this connection, Brazil is trying
— also within the G-20 — to forge alliances with other
countries in order to increase the pressure on the EU
and the USA. Recently, the country was able to chalk
up a victory in its eight-year battle against US cotton
subsidies. However, like the majority of G-20 countries
Brazil has not abstained from protectionist measures
in the crisis and has initiated numerous anti-dumping
proceedings, for example, against shoes and synthetic
fibres from China or PVC from the USA. Finally, Brazil
seems in a sense to be the »last of the Mohicansg, still
energetically pursuing a conclusion to the elusive WTO
Doha Round. Although the members of the G-20 reaf-
firmed their interest in a continuation at the Pittsburgh
summit, there is little chance of this core demand of
Brazil being fulfilled. Brazil would also like to see inter-
national monetary policy on the agenda, although it
has so far been unable to make up its mind between
scepticism with regard to the dollar-based trade system,
mistrust of trade in local currencies and (mild) criticism
of the undervalued Chinese yuan. At the BRIC summit
in April in Brasilia the topic’s significance seems to have
receded somewhat. However, Brazil offered China and
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Russia, the most outspoken critics of the dollar, to in-
voice bilateral trade in future in the respective national
currencies.

3. Brazil's stance on the role of the G-20

More important for Brazil than the specific agenda, how-
ever, is the political significance of the forum. In common
with the other large emerging countries, Brazil's global
role is founded primarily on its integration in the global
trade and financial markets. The shaping of this new
trade map, in the form of a »diplomacy of development,
which brings Brazil's interests more decisively to the fore,
is a central aim of Brazilian foreign policy.

Brazil was one of the earliest advocates of an upgrade for
the G-20 of Finance Ministers, with a view to diminish-
ing the influence of the G-8 and burying the extremely
unpopular Heiligendamm process. Brazil therefore sees
in the Pittsburgh Declaration, in accordance with which,
in future, the G-20 will be the most important forum for
international economic policy, the G-20 process’s great-
est success so far. While the Heiligendamm process,
but also the G-20 of Finance Ministers, was always per-
ceived by Brazil as a vehicle for the interests of the G-7,
albeit with somewhat broader legitimacy, Brazil regards
the new forum as offering a real opportunity to further
establish itself as an architect of international trade and
financial markets.

The Brazilian government therefore has no desire to give
up the new instrument and is pressing for a further in-
stitutionalisation and deepening of the forum, for exam-
ple, in the form of a sub-committee at ministerial level,
convening at regular intervals. By means of the coordi-
nation between the BRIC countries driven decisively by
Brazil the idea is that the forum will become established
as a counterforce. The joint BRIC position paper in the
run up to the London Summit bore the hallmark of Brazil
above all. In Brazil, the G-20 is regarded as catalyst and
testing ground for the more balanced participation of
emerging countries in the formation of the international
economic order, the outcome of which is hoped to be
a roadmap for the reform of all international economic
institutions. Brazil regards its recent accession to the Fi-
nancial Stability Board, the anticipated reform of voting
rights at the IMF and the at least promised »opening
up« of the chairmanship of the Fund as a good start.
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At the second presidential summit of the BRIC coun-
tries Brazil fell in with the more aggressive course of the
other states, criticising the sluggish reform process and
demanding fundamental change in power relations at
the World Bank and the IMF, which will take place — and
here the country is in agreement with the USA — largely
at the expense of the smaller European countries.

However, it appears — also with regard to the G-20 -
that Brazil is finding it increasingly difficult simultane-
ously to be part of the rich countries’ club, the partner
of emerging countries, spokesman for South America
and advocate for the global South. For example, there
is a lack of coordination of positions with the other two
Latin American G-20 countries, Argentina and Mexico.
Brazil secured the support of its neighbours by accept-
ing Argentina’s bilateral import restrictions, which are
not permitted under WTO rules. Real coordination with
a view to a common strategy is something else alto-
gether. Brazil's preference for reform of the internation-
al financial institutions, moreover, is in sharp contrast to
the »Bolivarian block, led by Venezuela, which is calling
for the abolition of the IMF. Cooperation with the other
BRIC states is a priority, although it has already reached
its limits. There is still considerable agreement on the
question of reforming the Bretton Woods institutions.
With regard to trade policy, however, the differences are
greater, for example, between Brazil and India on the lib-
eralisation of the agricultural commodities market. The
Brazilian government is also keen on the development
policy passages in the Pittsburgh Declaration, although
the G-8 already had these in its programme at Glenea-
gles. It remains to be seen whether, with the admission
of the emerging countries and, above all, Brazil, to the
economic policy power centres, their policy will change
substantially, principally with regard to those which had
to remain outside.
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SIMON LANGLOIS-BERTRAND
Country Fact Sheet — Canada

1. Canada’s crisis-related challenges

In contrast to other G-8 and G-20 countries, the crisis
has had only a limited impact on Canada’s banking sys-
tem: the World Economic Forum and Moody’s Inves-
tors Service both ranked Canada’s banks as the world’s
soundest, and the IMF declared that Canada’s financial
sector has shown remarkable stability, bolstered in good
part by strong supervision and regulation. No major
Canadian financial institutions failed, and none required
bailouts from the government, so they are still entirely
in the private sector.

Despite this, Canada is still facing a few challenges re-
lated to the economic and financial crisis. First, unem-
ployment remains high, and the government recently
confirmed that it thinks it is too early to abandon stim-
ulus programmes. Second, the deficit hangover from
these stimulus programmes is a concern and, while the
programmes are still active, the government’s most
recent budget already included a plan to reduce the
deficit and return to balanced budgets in the medium
term. This is consistent with the government’s posi-
tion, ahead of the next G-20 meeting, which insists on
the need to continue the pursuit of stimulus measures,
while simultaneously starting to think about a strategy
to exit from them. Finally, raising interest rates from
their currently low levels is going to be difficult: which-
ever G-8 country does it first will inevitably run the
risk of currency appreciation. Since the Canadian dol-
lar is already at a high level, this is a challenge that the
country’s monetary authorities will have to face sooner
or later.

2. Relevance and consequences of the G-20
outcomes for Canada’s economic policy

Since Canada'’s financial sector has shown few flaws in
comparison to those of other G-20 countries, the rel-
evance and consequences of the related G-20 summits
with regard to its economic policy are limited. Canada’s
position is to push for reforms in other countries’ banking
systems. Canada opposes any new levy or tax increase,
presenting itself as a model of a privately owned, well-
regulated banking sector. The main consequences of
the summits for Canada’s economic policy will probably
be the commitments to ensure strong, sustainable and
balanced growth, according to the framework agreed

Simon Langlois-Bertrand is a PhD candidate at the Norman
Paterson School of International Affairs, Carleton Uni-
versity, in Ottawa.
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at the Pittsburgh summit. Part of this framework is the
eventual implementation of a system of peer review of
each member country’s economic policy.

3. Canada'’s stance on the role of the G-20

Canada has been very supportive of the G-20 since its
creation, and chaired or co-chaired the first three meet-
ings between 1999 and 2001. It saw in the G-20 a
broader and more formalised consultative structure that
was linked to other institutions, and in which the United
States’s control and preferences were less dominant,
compared to Canada’s perception of the earlier G-22.
Moreover, an important Canadian objective was to en-
sure that the group would not repeat the traditional
north-south divide, putting the focus on open discus-
sion instead of the assertion of hard positions.

With regard to the G-20 agenda, Prime Minister Harper
stated recently' that the discussions at the Toronto sum-
mit should be less about new agreements than account-
ability for existing ones. The theme for the summit is
»Recovery and New Beginnings«, and consequently
the focus is intended to be on recovery from the global
economic and financial crisis and on the implementa-
tion of earlier commitments. Canada'’s top priority is to
ensure that there is no premature withdrawal of stimu-
lus spending, while it will emphasise the need to start
considering strategies to exit them, as Canada itself did
in its last budget.?

Next, Canada wants to focus on the implementation of
the Framework for Strong, Sustainable and Balanced
Growth. This should enable countries to identify specif-
ic actions at the Seoul Summit next November. Along
with these discussions will be ones based on strength-
ening their financial and regulatory systems, by imple-
menting reforms already agreed upon. Prime Minister
Harper has said this has become a matter of urgency,
and must be done within the agreed time frame.? Also
on the agenda are reforms of the international finan-

1. Speech at the World Economic Forum in Davos, Switzerland. Delivered
on 28.1.2010.

2. Plans for the Fourth G-20 Summit. Jenilee Guebert, Director of Re-
search, G-20 Research Group, University of Toronto, 26.3.2010. Available
at: http://www.G-20.utoronto.ca

3. Statement at the G-20 Sherpas’ meeting in Ottawa. Delivered on
18.3.2010.



cial institutions. Canada wants the G-20 to work on
advancing quota and other reforms of international
financial institutions, and to make sure these bodies
are provided with the tools and resources they need to
do their work.

Finally, Canada continues to urge other countries to
resist protectionism and to promote trade and invest-
ment, as it itself did in its 2010 budget by lowering
tariffs. This echoes the concept of »enlightened sov-
ereignty«, presented by Prime Minister Harper at the
World Economic Forum in Davos, where he declared
that countries must be »enlightened« when pursing
their national interests, by considering the long-term
necessities of the global economy.

Concerning its engagement within the G-20, Canada,
along with India, chaired the Working Group on Enhanc-
ing Sound Regulation and Strengthening Transparency
in preparation for the London summit in 2009. In 2010,
Canada and India are co-chairing the Working Group
on the G-20 Framework for Strong, Sustainable and Bal-
anced Growth. But given Canada’s prominent role in the
coming Toronto summit, it is safe to say that it is actively
participating on all issues.

With a view to building coalitions or even alliances
within the G-20, Canada — along with the United States,
France, the United Kingdom and the Republic of Korea —
was co-signatory of the letter from five G-20 leaders,
published in late March 2010, which stressed the im-
portance of continued commitment to the objectives
agreed upon in Pittsburgh.* Moreover, its collaboration
with India on previous and current working groups, and
with Korea for this year’s two summits, has produced a
spirit of cooperation with these countries, with which
Canada is working closely.

Although prudence is needed when evaluating the im-
portance of informal alliances, the G-7 countries cer-
tainly represent an influential smaller group of which
Canada is part. Moreover, there is a natural alliance with
likeminded Anglo-Saxon countries that share similarities
in their economic structures, namely the United King-
dom, the United States and Australia. Finally, it needs to
be mentioned that the G-20 is still a new coalition. Since

4. Joint letter from G-20 leaders. Washington, DC: The White House,
Office of the Press Secretary, 30.3.2010. Available at: http://www.white-
house.gov/the-press-office/joint-letter-G-20-leaders
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it works by consensus, there is little chance for a group
within it to force a discussion.

When it comes to the scope and possible limits of the
G-20 as a governance body, the current Canadian gov-
ernment firmly believes in the utility and appropriate-
ness of the G-20 for dealing with economic recovery and
financial system reform, and stands behind the Frame-
work for Strong, Sustainable and Balanced Growth.
At the same time, Canada recognises that other bod-
ies should take care of particular issues instead of the
G-20. The Canadian Prime Minister, for example, stated
in January 2010 that the smaller G-8 will still be influen-
tial and should now focus on security concerns, human
welfare, nuclear proliferation and the environment.> As
President of the G-8 for 2010, Canada’s role in shaping
the agenda of both the G-8 and the G-20 meetings is
influential, and it has chosen, with regard to the former,
to champion a major initiative to improve the health of
women and children in the world’s poorest countries.

Finally, concerning the relationship of the G-20 to multi-
lateral and regional organisations, Canada’s position on
this issue is a direct consequence of the structure of the
G-20. Since the International Monetary Fund and the
World Bank have a seat at the table and participate in
meetings, the country sees little problem in allocating
them specific tasks related to issues on which they have
renowned expertise. Cooperation with these institu-
tions is seen as important for the smooth functioning of
the G-20 meetings.

5. Statement on Canada’s G-8 Priorities. Published on 26.1.2010.
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Country Fact Sheet - China

1. China’s crisis-related challenges

In order to counter the difficulties brought by the sharp
fall in external demand, China adopted an unpreceden-
ted fiscal stimulus package in early November 2008,
comprising a four-trillion yuan (585.3 billion US dollars)
government investment programme over two years.
China also relaxed its monetary policy, resulting in a sur-
ge of 9.59 trillion yuan (1.4 trillion US dollars) in new
loans in 2009, almost double the 2008 total. This com-
bination of strong measures effectively countered the
downward pressure on the Chinese economy and main-
tained growth at 8.7 percent in 2009.

However, as Premier Wen Jiabao declared, if 2009
was the most difficult year, 2010 would be »the most
complicated«. First, the biggest dilemma the Chinese
government faces in 2010 is when and how to exit its
stimulus package. The government has confirmed that
it will continue to implement a proactive fiscal policy
and moderately loose monetary policy in 2010, with the
the emphasis on »moderately«. The stimulus package
fuelled the surge in asset prices that had started be-
fore the global crisis. China’s Consumer Price Index (CPI)
rose 2.7 percent on an annual basis in February and the
National Statistics Bureau chief economist, Yao Jingyuan,
indicated that keeping the inflation rate under three
percent in 2010 would be a very tough job. Concerns
are mounting about whether the Chinese economy will
suffer a »hard landing« this year. Given the fact that the
crisis occurred, coincidentally, at a key time for China,
which was engaged in the structural adjustment of its
economy, the question of how to balance growth and
stability only becomes more challenging.

Second, the »complexity« of 2010 also derives from the
international markets. The pressure on China from trade
protectionism has intensified since the outbreak of the
global financial and economic crisis. In 2009, Chinese
exports declined by 16 percent, but still suffered from
116 trade remedy investigations, a third of the world
total. The world economy is now on the path of recove-
ry, but the improvement of the employment situation in
Western countries is likely to lag behind by more than a
year, according to past experiences. Therefore, the situa-
tion for China in the near future will continue to be very
difficult. The US domestic debate on the RMB exchange
rate is flaring up again, signalling the volatility of China-
US relations in the post-crisis era.

Dr. Jiemian Yang is President of the Shanghai Institutes
for International Studies (SIIS) in Shanghai.
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2. Relevance and Consequences of the G-20
Outcomes for China

In general terms, the past three G-20 summits in 2008
and 2009 aimed at achieving international policy coor-
dination on three major issues: stabilising and reforming
the financial system, countering recession in the real
economy and combating protectionism. The Chinese
banking system was largely immune to the subprime
mortgage crisis thanks to rigid regulation and its rela-
tively less developed financial derivatives market.

But as already mentioned, China’s real economy was
severely affected by the collapse in exports, even be-
fore the first G-20 Summit in Washington, when China
adopted its comprehensive fiscal and monetary stimulus
package, which was thought of as something of a »gold
standard«. China’s fiscal stimulus package was also the
largest among the major economies as a percentage of
GDP, which played a very positive role in bringing the
world out of recession. Despite its own difficulties, Chi-
na endorsed the G-20 proposal to recapitalise the IMF in
the amount of 50 billion US dollars. China also signed six
bilateral currency swap agreements with South Korea,
Indonesia, Malaysia, Argentina and others, totalling 650
billion yuan (95 billion US dollars).

China has been the largest victim of various forms of
protectionism for many years. Therefore, China has more
than welcomed the G-20's repeated pledges to resist pro-
tectionist pressures. However, China was also accused of
breaching this commitment. A notable example was the
Circular co-issued by the National Development and Re-
form Commission (NDRC) and seven other authorities in
early June 2009, calling for a »Buy Chinese« policy with
regard to government expenditure. This was thought to
be retaliation to the »Buy American« clause in the US
stimulus bill. China was embarrassed by this complaint,
although the document was issued to curb the prevailing
discrimination against domestic products in government
procurement. Nevertheless, given the sensitive circum-
stances, the document did appear at the wrong time.

3. China’s Interests and Positions in the G-20

President Hu lJintao attended each of the three G-20
summits and for the first time expressed publicly China’s
views on how to improve the world economic system,



indicating a very positive attitude toward the new forum.
For China, the G-20 is a more equal and amenable forum
than the G-8+5 for exchanging views on international
economic policy coordination. China hopes that the G-20
can mobilise top-level political resources to improve,
rather than replace, the global economic institutions, such
as the IMF, the World Bank and the World Trade Organi-
sation. In addition, China believes that regional economic
cooperation is a necessary complement to global econo-
mic governance. Therefore, motivated by the crisis, China
is also actively pushing East Asian financial and economic
cooperation within the framework of ASEAN +3.

Three structural facts are essential for understanding
China’s interests in the G-20. China is often referred to
as the second largest economy in the world, but it is not
in the top 100 in terms of per capita GDP. China became
the largest exporter of commodities in 2009, but mostly
supplies labour-intensive manufactured goods with very
low value-added, and therefore suffers most from va-
rious forms of protectionism. China is also the largest
holder of foreign reserves, of which 70 percent are in
US dollars. Indeed, China has enjoyed a sharp rise in in-
fluence and reputation during the crisis, due to its ab-
undant resources, although it still puts development at
the top of its agenda rather than global leadership. Exit
strategy coordination is undoubtedly China’s immediate
interest. Besides, China has extensive long-term deve-
lopment interests in the G-20 due to its deep integration
in the global economic system.

First, China would like to see real progress in internatio-
nal monetary system reform, particularly the fulfilment
of the G-20’s promise to transfer at least five percent of
IMF quotas and three percent of the voting rights at the
World Bank assembly from overrepresented countries to
underrepresented ones. A more fundamental goal being
pursued by China is greater diversification of international
reserve currencies and less dependence on US dollars. But
China does not want the G-20 to infringe its sovereignty
on the exchange rate issue. The US and some European
countries had been pressing for RMB appreciation long
before the crisis, both unilaterally and through multila-
teral mechanisms such as the IMF and the G-7 meeting
of finance ministers. Temporarily becalmed by the crisis,
this issue is now rising again and is set to be a matter of
long-term disagreement. The US Treasury Secretary Tim
Geithner has expressed his intention to put the issue on
the agenda of future G-20 meetings.
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Second, China hopes that the G-20 will push through the
Doha Round negotiations and combat trade protectio-
nism. China has global trade interests and believes that
the process of globalisation is irreversible. Promoting do-
mestic consumption and rebalancing the world economy
do not mean eliminating international trade. The current
Chinese tariff rate is less than 10 percent, on average,
lower than most developing countries. China has opened
up more than 100 service sectors under the GATS agree-
ment, which is close to the level of developed countries.

Finally, China is calling for more attention to be paid to
the developing world and promoting more equal world
development at the G-20 — for example, by promoting
more efficient IMF and World Bank lending in emergen-
cies. China is of the opinion that the real world econo-
mic imbalance lies in inequality of income and wealth
distribution. China is keenly aware of the increasing ex-
pectations of the wider developing world.

Despite the fact that the G-20 may need more to ensu-
re its sustainability, China is currently not in favour of
including the security and climate change issues on the
G-20's agenda. China takes the view that these issues
should be discussed within the framework of the UN.

Historically, China has been committed to the doctrine of
non-alignment in its foreign policy. It does not like the idea
of a »G-2« of China and the US, either. But China is now be-
coming more active and pragmatic in pursuit of coordinati-
on with other emerging countries. Following the successful
example of the cooperation between Brazil, India, South Af-
rica and China at the 2009 Copenhagen Conference, China
may seek more institutionalised coordination with regard
to its interests within the G-20. President Hu attended the
second summit of the BRIC nations in the middle of April.

However, China believes that the main deficiency of the
G-20 lies in its lack of clear operational principles and ru-
les, such as how to decide the sequence in which mem-
bers host summits; how to ensure more effective deli-
berations; and how to arrange third-party participation.
Fewer rules mean more room for manipulation, which is
dangerous for an institution characterised by such diverse
national interests. The Chinese government believes that
all members should work together and establish more solid
rules for the G-20 in 2010, so that it can play a bigger role
in global economic governance, based on the principles
of democracy, transparency, equality and legitimacy.
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1. The European Union’s crisis-related
challenges

Although the financial crisis did not originate in Europe,
it hit the EU early on. Several European banks suffered li-
quidity shortages or incurred serious losses related to toxic
assets and required government bailouts. Regarding the
wider economic consequences, countries with high levels
of household debt, such as the UK, Ireland and Spain,
or large external deficits, such as the Baltic countries,
seemed most vulnerable initially. However, traditional ex-
port and manufacturing centres, such as Germany and
Italy, as well as emerging production locations in Central
and Eastern Europe, soon also started to be affected by
the collapse in global demand. Over the course of 2008-
2009, the EU granted balance-of-payments assistance to
three of its member states (Hungary, Latvia and Roma-
nia), in close collaboration with the IMF, and doubled the
maximum amount available for this support instrument
for non-euro-area EU member states twice over the same
period to, currently, 50 billion euro.

However, the biggest challenge for the EU did not emerge
until early 2010, at a time when recovery was already tak-
ing hold across many countries, within and outside the EU.
The Greek debt problem poses serious challenges for EU
and, particularly, euro-area governance. It has exposed se-
rious deficiencies in the Eurozone's fiscal rules and the lack
of a crisis management mechanism. Moreover, Greece's
initial attempt to cover up its difficulties by providing
»embellished« statistics has also raised burning questions
about economic supervision. It took a financial crisis of
historic dimensions, with a general reappraisal of risk in
capital markets, to lay bare the inconvenient truth that EU
economic governance was inappropriate for weathering
a storm (see Pisani-Ferry/Sapir 2009). While the EU is try-
ing to keep the Greek crisis and the associated euro-area
governance problems off the G-20 agenda, other G-20
members are likely to continue to challenge their Euro-
pean peers on this topic, until the crisis subsides. Indeed,
the G-20 can sensibly claim to have a legitimate interest in
Greece's sovereign debt problem, as long as possible bond
market contagion poses a risk to global recovery. More-
over, the EU’s G-20 partners also see the related issue of
intra-euro-area trade and competitiveness imbalances as
a topic that the G-20 should tackle within its »Framework
for Strong, Balanced and Sustainable Growth«.

1. This article reflects the personal opinion of the author.

Jorn Griesse is Desk Officer for Globalisation Issues at
the Directorate General for Economic and Financial Af-
fairs at the EU Commission in Brussels.
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2. Relevance and consequences of the G-20 out-
comes for the European Union’s economic policy

Despite the EU’s special status among the G-20 mem-
bers, as an organisation of regional integration with
policy competences in many but not all of the areas
covered by the G-20 agenda, several important G-20
agreements have a strong bearing on EU policy-mak-
ing. For example, the »standstill agreement«, whereby
G-20 members renounced protectionist measures, had
to be implemented at the EU level, reflecting the status
of trade policy as an exclusive Community competence.
The EU - like most other G-20 members — has largely
kept to this commitment (WTO/OECD/UNCTAD 2010).
Perhaps even more importantly, the G-20 commitments
on financial market reform are of key relevance to EU
policy-making, as large parts of financial regulation are
drawn up at EU level under the Single Market. Indeed,
the European Commission has taken a range of initiatives
in line with the G-20 agreements: new legislation has
been introduced on topics as diverse as capital require-
ments for banks and insurance companies, transparency
in derivatives markets, bankers’ pay, hedge funds and
credit rating agencies. On the institutional side, a new
macro-prudential supervisory agency, the European Sys-
temic Risk Board, is being created, and three existing
coordination bodies are being strengthened to ensure
greater cross-border cooperation among EU member
state financial supervisors (even if micro-prudential su-
pervision — that is, the application of financial regula-
tion to individual institutions — will remain primarily a
national task).

That said, some of the headline G-20 agreements are of
less direct relevance to policy-making at the EU level. For
example, the EU is not itself a member of the Bretton
Woods institutions, so the resource increase for the IMF
delivered at the G-20 summit in London in April 2009
came out of national balance sheets, even if the EU
played a coordinating role among its 27 member states.
Meanwhile, the responsibility for the European contribu-
tion to the global stimulus that the G-20 has been call-
ing for is shared between the EU and its member states.
The lion’s share came from the member states, through
fiscal expansion and bank rescue, while the EU loosely
coordinated its member states’ national programmes
under the umbrella of the European Economic Recovery
Plan of November 2008. In addition, within the means
of its relatively small budgetary resources, the EU also



took some stimulus measures, for example, increasing
flexibility in the use of EU Structural Funds and front-load-
ing disbursements. Moreover, the European Commission
has been an important actor regarding member states’
bank-rescue and industry-support measures, through its
responsibility for competition policy, which includes state
aid control. Finally, the monetary stimulus for the euro
area was delivered at the European level by the ECB.

3. The European Union’s stance on
the role of the G-20

The EU is taking the G-20 very seriously. This is due, first,
to the group’s rapid emergence as an important forum
for economic governance, at least in the initial phase of
crisis response. Second, G-20 membership increases the
standing of the EU as a player on the world stage. The EU
therefore has an institutional self-interest in retaining its
G-20 membership, which it is trying to achieve against
possible detractors by playing an active and recognised
role. While the EU is a full member of the club,? it is
not always perceived as such by other G-20 members. In
particular in Asia, where national sovereignty is deeply
rooted in political cultures, it remains conceptually alien
that a supranational organisation can have important
legislative and executive powers and be a relevant in-
terlocutor on a par with foreign governments for many
areas covered in the G-20.

That said, the EU’s unwieldy representation has not
always made it easy for its partners to understand its
role. When the G-20 was solely a forum for finance min-
isters and central bank governors — that is, from 1999
to 2007 — the EU was represented by the EU Council
Presidency and the ECB. However, as European Com-
mission President José Manual Barroso played a key role
in launching the G-20 leaders’ process in late 2008 (he
visited George W. Bush alongside Nicolas Sarkozy® at
Camp David in October 2008 to urge the convocation
of a global crisis summit), he secured a seat at the table
for the Commission as well (incidentally, in line with the
practice in the G-8). A further complication is added by
the fact that the EU Council Presidency rotates every six
months, meaning that a head of government from a dif-

2. The only difference between the EU and other G-20 members is that
the EU has (at least so far) been excluded from the rotation system that
determines the hosting and chairing of G-20 meetings.

3. France held the rotating EU Presidency in the second half of 2008.
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ferent member state has taken their place behind the EU
flag next to Commission President Barroso at every G-20
summit held so far.# Last but not least, four EU member
states (Germany, France, the UK and ltaly) are them-
selves full members of the G-20, while Spain and the
Netherlands also secured summit participation in 2008-
2009. This situation has contributed to perceptions of
European overrepresentation in the G-20.

Whether the creation of the post of permanent Euro-
pean Council President following the entering into force
of the Lisbon Treaty in December 2009 will bring greater
clarity remains to be seen. Commission President Barroso
and Council President Herman van Rompuy announced
an agreement in March 2010 that they would both par-
ticipate in forthcoming G-20 summits, but that only one
of them would speak on each topic. However, some
observers doubt that this will ensure »full coherence,
complementarity and clarity« in the EU’s representation
at G-20 summits, as claimed by a Commission spokes-
person (Pop 2010).

Furthermore, it is not entirely clear what this means
for the lower levels of the G-20, that is, meetings of
ministers, senior officials and working groups. The per-
manent Council President lacks the political and ad-
ministrative structure of a full government (in simple
terms, van Rompuy has no finance minister whom he
could send to G-20 ministerial meetings). It is therefore
conceivable that the rotating Council Presidency will
want to continue to participate at the lower levels of the
G-20. Spain, the current holder of this function, does
participate at all levels, but this does not necessarily set
a precedent for the future since Spain also took part
in the G-20 in a national capacity in 2008-2009. Prime
Minister Yves Leterme of Belgium — the country that will
hold the rotating Council Presidency in the second half
of 2010 - has so far only announced that he would not
seek a seat for himself at G-20 summits, leaving it to
the permanent Council President (Falletti 2010). How-
ever, no announcement has been made concerning the
ministerial and lower levels. Meanwhile, the European
Commission is likely to retain the status of full and ac-
tive participant at all levels of the G-20, including work-
shops and working groups, in line with the practice

4. At the first summit in Washington in November 2008, the EU Council
Presidency was held by France, which also has a national seat in the
G-20. The London summit in April 2009 and the Pittsburgh summit in
November 2009 fell in the Czech and Swedish presidencies, respectively.



established over the course of 2008-2009.° Importantly,
this ensures continuity of the EU-level representation in
the G-20 beyond the six-month rotation horizon of the
Council Presidency.

While G-20 participation is taken very seriously at the EU
level, the G-20 is by no means uncontroversial among
EU member states. In particular, smaller member states
with a deep-routed allegiance to multilateralism have
misgivings about what they see as the G-20's lack of le-
gitimacy. As a consequence, the European Commission
and Council Presidency make a point of representing in
the G-20 the views of the EU as a whole — including
those of non-G-20 EU member states — by drafting com-
mon positions ahead of G-20 meetings,® debriefing the
EU membership of the outcomes of these meetings and
keeping non-G-20 EU member states informed of key
G-20 documents.

The scepticism vis-a-vis the G-20 in some EU member
states may also inform EU positions on where the limits
of the G-20 should be. For example, the EU seeks to avert
any G-20 interference with the EU treaty framework, such
as on economic policy, supervision and fiscal rules. Fur-
thermore, the EU treads a cautious line with regard to the
G-20's relations with multilateral organisations (in large
parts of the EU, the latter are seen as more legitimate
due to their near-universal membership). For instance,
when the Framework for Strong, Balanced and Sustain-
able Growth was drawn up, the EU tried to prevent the
G-20 from taking on too much of the supervisory role
that institutionally pertains to the IMF and to avoid giving
the impression that the IMF was somehow subordinate to
the G-20. Instead, the G-20 is rather seen as an informal
steering committee for global economic questions, which
is important but, for the implementation of many of its
decisions, depends on international organisations with
their legal mandates, legitimacy and independent techni-
cal capacity.

As regards the G-20 agenda, the EU generally favours
keeping a tight focus on economic and financial issues

5. The ECB will also continue to take part in those areas that concern its
responsibilities.

6. Depending on the level of G-20 meetings they refer to, these draft
common positions are then discussed, modified and agreed by EU heads
of state and government in the European Council, by finance ministers
in the ECOFIN Council or by senior officials from member states in lower-
level Council formations, such as the Economic and Financial Committee
or its Sub-Committee for IMF-related issues.
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and avoiding the thematic overload and mission creep
from which the G-8 has arguably suffered. In the macro-
economic field, the EU stresses the need for exit strate-
gies from governments’ anti-crisis measures, in accord-
ance with the emphasis on fiscal sustainability in the EU
treaties. This line has sometimes pitted the EU against
the US, Canada, Japan and others, which have tended
to emphasise the need to maintain stimulus in order to
avoid choking off the recovery.” The EU has also called
for the coordination of exit strategies in the G-20, al-
though it is not clear to all G-20 partners what this
really means in practice — over and above keeping each
other informed of the fiscal policy stance in a system-
atic way (for example, through a regular IMF report).
The EU itself has certainly already laid out its own
guidelines for member states’ exit strategies, without
awaiting a potential G-20 agreement on principles or
exit sequencing.

On IMF governance reform, the EU is clearly on the
defensive in the G-20, reflecting the interest of most
of its member states in retaining their traditionally
strong positions in terms of voting power in the Fund.
At the Pittsburgh summit, a coalition of the US and
large emerging market countries more or less bullied EU
member states into accepting the numerical target of
»at least five percent« for the agreed IMF quota shift.
Since then, EU member states have been trying to en-
sure that »at least five percent« is interpreted as mean-
ing »close to five percent« and that the shift takes place
from over- to underrepresented countries, rather than
necessarily from advanced to emerging and developing
countries (the Pittsburgh communiqué is ambiguous on
that). In an attempt to shake off their image as »foot-
draggers« when it comes to IMF reform, EU member
states have been pushing for other governance reform
elements besides quota redistribution, such as lowering
the thresholds for required voting majorities (to abolish
the US veto).

Perhaps the highest priority for the EU in the G-20 — and
the area in which it can genuinely claim to have driven
the debate — is the reform of financial regulation and su-
pervision. While many of the complex technical details
(for example, on banks’ capital requirements and the

7. That said, views on exit strategies also differ within the EU: the UK
sometimes sides more with the US and Canada, while Germany and the
European Commission have insisted on the need to plan at an early stage
for a return to fiscal consolidation.



problem posed by banks being »too big to fail«) are be-
ing discussed in the Financial Stability Board, rather than
the G-20, the EU has consistently pressed the G-20 for
the retention of political momentum for financial system
reform. This concerns primarily the timely and complete
implementation of reforms that previous G-20 meetings
already identified as necessary, such as on remunera-
tion in the financial sector, tax havens and other non-
cooperative jurisdictions, as well as the convergence of
accounting standards. However, the EU is also bringing
new issues to the table. For example, it is encouraging
a discussion on a bank levy in the G-20, as a way of
making banks contribute to the cost of financial rescue
(Reuters 2010). Moreover, in light of the experience of
the Greek crisis, it has raised the trading of credit de-
fault swaps as an issue to be included in the G-20's work
on increasing transparency in derivatives markets (Wall
Street Journal 2010).

The EU, often forced to expend energy on ensuring con-
sistency and adherence to agreed positions among its
own member states in G-20 meetings, has not entered
into any »standing alliance« with other (non-EU) G-20
members. It rather seeks out its allies in accordance with
the topic: for example, within the G-20's Framework for
Growth it might side with the US to try to engage China
in policy action to reduce global macroeconomic imbal-
ances, while it has sought the backing of big trading
nations such as Brazil to push for political impulses on
the part of G-20 leaders to advance the WTQO's Doha
Round of trade negotiations. While it can be argued
that the EU has, overall, been less successful — notably
than the US —in systematically engaging the big emerg-
ing market countries to further its own agenda, the EU
approach of topic-driven coalition-building can also be
seen as pragmatic and constructive.

Overall, the presence of the EU in the G-20 has been a
positive influence, driving some important topics, nota-
bly financial sector reforms, and increasing the group’s
legitimacy in the eyes of the EU member states without
a national G-20 seat. However, the multi-institution
(European Commission, ECB, rotating Council Presiden-
cy and, in the future, the permanent Council President)
and dual-level (community and national) representation
of the EU in the G-20 has sometimes been difficult to sell
to other G-20 members, while also jeopardising consist-
ency and unity. The challenge for the EU in the G-20 is
thus similar to the one it faces in foreign policy and glo-
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bal governance more generally: to speak with one voice.
EU-level coordination is a step in the right direction in
the short term, but in the longer term a consolidation of
EU representation into a permanent single seat — with a
concomitant phase-out of national G-20 representation
of EU member states — would be the most effective way
to ensure coherence and to increase European influence
in the G-20.
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1. France’s crisis-related challenges

In 2009, French GNP fell by 2.5 percent, much more
than previously anticipated — the worst growth rate
since the Second World War — after 2008 growth of
only 0.1 percent. In 2010, the growth rate is expected
to be limited to one percent. The government antici-
pates a 1.4 percent growth rate for 2010 and the IMF
1.3 percent, but most economists and other experts
consider this too optimistic, as consumption, exports
and investments are still depressed. Furthermore, in-
vestment has decreased for eight consecutive quarters
and unemployment may surpass 10 percent this year,
putting a brake on the recovery, while the government
has just announced that it will have to reduce public
spending to limit the public deficit to 6 percent (instead
of 8.5 percent in 2009).

The current European currency and debt crisis is consid-
ered to be a major threat to French economic recovery
because it may reduce growth, demand and consump-
tion in Europe even further, decreasing confidence and
public spending. As France has an interest in stricter
budgetary policy, it will probably support the idea of
a weaker euro, which may energise European exports.
Exchange rate policy and financial regulation will also be
on the French agenda with regard to the G-20. Indeed,
even if banks and the financial system were less affect-
ed by the crisis than in other countries, French bankers
have claimed that they were much more virtuous, while
French regulation was stricter, imposing a competitive
disadvantage on them in relation to foreign banks be-
fore the crisis. In that perspective, they have encouraged
the French government to support international, rather
than national regulation. Today, the debate concerns pri-
marily European countries within the EU, but the French
government is convinced that it does not make sense if
it does not include the US and emerging countries, and
all within the G-20 framework.

2. Relevance and consequences of the G-20
outcomes for France’s economic policy

In 2007, at the beginning of his Presidency, Nicolas
Sarkozy tried to restore friendly relations between
France and the US after 12 years of difficulties under
Jacques Chirac. The President was persuaded that it was
in the interest of France to be closer to the US and most

Sylvie Matelly is an economist and Research Director at
the Institut de Relations Internationales et Stratégiques
(IRIS) in Paris.
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of his advisers were considered Atlanticists in France.
The French leadership was also probably convinced that
it would be easier to reach agreement and compromise
within the G-8. After chairing the EU in 2008 and in
the context of the economic crisis, the situation had
changed. France decided to support the G-20, being
more representative of the new globalised world, and
the reform of international organisations such as the
IMF, the World Bank and the WTO. The main idea was
that, within the framework of a new global economic
governance system with reformed international organi-
sations, the world needed leadership which the G-8 or
G-20 could provide, but that the G-8 was less legitimate
than the G-20 with regard to proposals for a new glo-
bal economic order. However, after the G-20 summit in
Washington in November 2008, the French leadership
understood that, sooner or later, the G-20 would super-
sede the group of richest nations (G-8).

At the G-20 summit on 2.4.2009 in London, Nicolas
Sarkozy, along with German Chancellor Angela Merkel,
called for concrete measures on banking regulation
which were stricter than the proposals of the US and
the UK. While the US’s main aim was to get countries to
commit to increased discretionary fiscal spending, the
French and Germans took the opposite view, fearing in-
flationary pressures and asserting that social safety nets
in Europe create stronger fiscal stabilisers (Economist
Intelligence Unit 2009). The Sarkozy-Merkel contingent
declared that stricter regulation of banks, executive bo-
nuses, hedge funds and offshore tax havens was a »red
line« for their respective countries. They felt that the
Anglo-Saxon approach to this issue was too soft and
were dismissive of President Obama’s declaration that,
with regard to fiscal stimulus, »it can’t just be the United
States as the engine. Everybody is going to have to pick
up the pace.

Christine Lagarde, the French Minister of Finance, even
told BBC News that President Sarkozy was determined
to walk out of the meeting if greater financial regulation
was not discussed. A similar threat was again made in
the build up to the Pittsburgh summit on 24-25 Septem-
ber. One British journalist wrote: »The ritual pre-summit
drum roll is designed to demonstrate to gullible French
voters that their leader is standing up to les »Anglo-
Saxons« (the American hyperpower and the perfidious
British) and will not hesitate to say »non« in the manner
of General Charles de Gaulle. His predecessor, Jacques



Chirac, was also fond of these theatrics. But they pall
with overuse« (The Guardian 2009). This is a good il-
lustration of the scepticism of many outsiders towards
France's G-20 stance. Indeed, in French newspapers
across the political spectrum, from Le Figaro to Libéra-
tion, President Sarkozy was praised for his tough stance
during the summits. Ironically, the business journal Les
Echos and the communist L'Humanité were more criti-
cal. This attitude has allowed Nicolas Sarkozy to prove
that he is able to be pragmatic in the face of a major
crisis, but also to convince French voters of his political
will and »strength.

Ultimately, the position of France within the G-20 is
largely connected to the President’s political agenda.
In 2011, France will chair the G-20, only one year be-
fore the next Presidential election in France. At the G-20
summits in London and Pittsburgh, the French position
centred on four main themes: (i) promoting the regula-
tion and transparency of financial markets; (ii) reinforc-
ing international cooperation and market integrity; (iii)
reforming the IMF, the World Bank and other multilateral
development banks; and (iv) supervision of speculation,
tax havens and so on. Today, President Sarkozy seems
more interested in monetary issues. The Eurozone crisis
clearly explains this position.

French calls for greater regulation of banks, traders’ bo-
nuses, hedge funds and tax havens have been echoed
by the Obama administration, but without the same
zeal. The biggest point of contention was how such
regulation should be implemented. Previously, at the in-
ternational level, the fight against money laundering has
been one area of strong Franco-American cooperation
(Josselin 2004), and so shared views on the regulation
of tax havens, speculation and hedge funds come as no
great surprise. Le Figaro declared that agreements on
regulating bankers’ bonuses were »a European victory«
(Le Figaro 2009). However, this was perhaps a little pre-
sumptuous, given the public disgust in the US and the UK
over, for example, so-called »golden parachutes«.

However, while the Obama plan demanded consensus
on how regulation should be carried out at the national
level by governments themselves, the French plan seeks
regulation by a supranational body. French suspicion of
intergovernmental bodies is nothing new. For example,
Bill Clinton'’s efforts in 1997 to transform the G-22 into
a more permanent body were met with hostility by the
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French, who feared the undermining of the IMF and
the increasing influence of the United States in policy-
making (Josselin 2004: 64). Indeed, a common French
refrain at the international level is the reinforcement of
the IMF and Bretton Woods institutions in which France
was overrepresented. The IMF is today chaired by an
eminent French politician (supported by Nicolas Sarkozy,
even though he is a Socialist and could be a rival in the
next presidential campaign).

3. France’s stance on the role of the G-20

In that context, France has pursued two courses. First, a
search for alliances with its closest allies, such as Germany
or the UK in Europe and Brazil among the emerging
countries. (The choice of alliances was strongly re-
lated to the President’s personal preferences, while
he seemed to negotiate behind the scenes in order to
obtain results.) Second, a desire to demonstrate real
leadership, on the one hand, because the President
believed that the dramatic situation required it and,
on the other hand, because it was time for Europe to
participate and perhaps to benefit from the reform of
world governance.

The main results of the 2009 summits were announce-
ments that the IMF’s financial resources would be quad-
rupled and trade finance boosted, and also that there
would be a crackdown on tax havens. The absence of
Anglo-Saxon demands for a coordinated fiscal stimu-
lus increase is remarkable (Economist Intelligence Unit
2009). However, given the weakened American position
due to its role in the crisis, as well as Sarkozy's need
to gain popularity at home, this becomes less surpris-
ing. Indeed, as for Sarkozy, in the blunt words of one
journalist, »if the message was that all countries should
spend more on stimulus programmes, then the unions
and opposition Socialists would have gone for the jugu-
lar upon his return« (Daily Telegraph 2009).

Moreover, French aversion to American-led fiscal poli-
cies is based on de Gaulle’s fears of the inflationary
impact of American monetary policies. Second, French
financial diplomacy serves broader diplomatic goals,
such as independence from US domination by favouring
supranational bodies (Josselin 2004: 61). Previously, de-
velopment aid served as a vehicle for co-opting political
programmes and allowed the French to present them-



selves as champions of African interests at multilateral
summits (ibid). For his part, Sarkozy prefers to cham-
pion easy causes: ending corrupt financial practices and,
more recently, redefining international regulation. Such
moves are able to win him support across the domestic
political spectrum and take away much political ammu-
nition from opponents in government.

Last January, the French President was invited to open
the World Economic Forum in Davos. He promised »to
put the huge trade imbalances between the East and
West at the centre of global financial reform when
France takes over leadership of the G-8 next year«
(Energy Bulletin 2010). He has talked about monetary
dumping, pointing to the imbalances between the US
dollar and the yuan and probably next year the euro.
He defended his position in the US and in China during
his state visits in March (US) and April (China). No doubt
he will try to obtain an agreement: he needs one for
domestic political reasons but also for European ones.
Indeed, the current Eurozone crisis may lead to signifi-
cant economic and political risks if European states and
institutions are unable to find a solution.
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1. Germany's crisis-related challenges

Germany was particularly hard hit by the subprime
crisis and the ensuing collapse of the world economy in
2008 (real GDP growth of 1.3 percent) and, in particular,
in 2009 (fall in GDP of 4.9 percent), due primarily to a
dramatic export crash. Taking the Bundesbank’s fore-
cast (2009), growth rates in 2010 and 2011 will be 1.6
percent and 1.2 percent, respectively, based on expect-
ed strong increases in exports of 4.5 percent and 4.3
percent, as well as rising trade surpluses. With regard
to the development of domestic consumer demand in
2010 and 2011 the assumption is a meagre 0.2 percent
and 1.0 percent, respectively. The development of the
consumption expenditure of general government (1.6
percent and 1.3 percent) and that of gross fixed capi-
tal formation (2.4 percent and -0.6 percent) also re-
main behind exports. One problem widely discussed in
Germany is that, in the wake of the subprime crisis, the
private commercial banks are showing a very low equity
base and are attempting to rebuild their balance sheets
by cutting lending. As a result, a credit crunch is loom-
ing, threatening the supply of loans to companies and
private households.

The — albeit not very dynamic — upturn which is now
emerging in Germany depends principally on the de-
velopment of the world economy and the success of
German exports. Despite Germany’s high foreign trade
surpluses and the imbalances in Europe and the world
economy, in April 2010 German Minister of Economics
Rainer Bruderle called for an export offensive in Ger-
many, to be supported by economic policy. Criticisms
from other European countries, such as France, made
no impression on Briderle (Manager Magazin 2010).
Germany has barred the way to medium-term stabili-
sation through an expansive fiscal policy by means of
the so-called »debt brake« (Schuldenbremse), incorpo-
rated in the Constitution in 2009. According to this rule,
structural — that is, not in response to the state of the
economy — net federal borrowing will be capped at 0.35
percent of GDP from 2016.

2. Relevance and consequences of the G-20
outcomes for Germany’s economic policy

The German government’s actions within the framework
of the G-20 process are strongly oriented towards ensuring

Dr. Sebastien Dullien is professor for Economics at the
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that the country will be able to continue its pursuit of an
export-oriented growth model, which has a long tradi-
tion in Germany. For example, at the press conference
(Press Conference 2009) after the G-20 Summit in April
2009 in London, Chancellor Merkel emphasised Germany’s
opposition to any kind of protectionist tendencies. Then
Finance Minister Peer Steinbriick declared: »The Federal
Republic of Germany, as an export-oriented country, has
an enormous interest in extending these facilities, via
international financial organisations, in such a way that
our trading partners, including developing and emerg-
ing countries, get on the road to recovery«. Indeed,
Germany supports the increase in the resources of the
international organisations by 850 billion US dollars and
of the export agencies of the industrialised countries by
250 billion US dollars agreed at the G-20 summit. Chan-
cellor Merkel also backed a global »charter for sustain-
able economic activity« — with the G-20 states as core
signatories (Focus 2009a) — and a world economic coun-
cil. In comparison to other G-20 countries, Germany has
called for comparatively far-reaching global coordina-
tion mechanisms to stabilise the world economy.

Although the international trade and current account
imbalances undoubtedly contributed decisively to the
profound economic crisis in 2009 and remain a major
problem for both the world economy and the cohe-
sion of the European Monetary Union (Dullien et al.
2009), the topic was virtually excluded from the G-20
summit. Apart from a vague avowal in an additional
protocol at the meeting in Pittsburgh in September
2009 to avoid unsustainable global imbalances in fu-
ture, there were no resolutions in this area. Evidently,
surplus countries, such as Germany or China, have
been able to keep global imbalances off the agenda
of G-20 summits.

A number of other important problems in this connec
tion were not raised at the G-20 summit either and were
not urged by Germany. Nothing was said about a re-
structuring of the world monetary system, including the
future role of the US dollar and the euro, or about a
new reserve medium for central bank reserves, although
these issues could capture the headlines over the next
few years. The proposal made by Chinese Central Bank
Governor Zhou Xiaochuan in the run up to the London
summit for a global super currency, created by the IMF
along the lines of special drawing rights, did not figure
in the G-20 summit (Rogoff 2009).

Dr. Hansjorg Herr is professor for Supranational Integra-
tion at the Berlin School of Economics and Law.



The G-20 had a number of consequences for Germany.
In particular, at the G-20 summit in April 2009 the G-20
group committed itself to a common fiscal policy stim-
ulation of the world economy via national measures.
Germany, which was originally a sceptical opponent of
massive fiscal stabilisation, accepted its responsibilities
on this point in the form of fiscal support pacts and
has contributed to stabilising economic developments
(Vesper 2009).

As agreed at the G-20 summit, Germany has got new
regulations under way designed to tie bonuses at banks
and insurance companies more strongly to long-term
success. These should become binding in the course of
2010. In order to protect tax payers against future cri-
ses, the financial sector should build up its own funds.
The German government plans that in future all German
credit institutions should pay into a new stability fund
so that the sector will be able to cushion the impact of
possible crises from its own resources. Annual contri-
butions to these funds should be between 0.9 and 1.2
billion euros. Other European governments are planning
similar funds and Germany is trying to obtain agreement
at least at the European level.

There was also agreement at the G-20 summit to in-
crease the capital requirements of financial institutions,
to subject all financial institutions to regulation, and to
step up banking supervision. For Germany in particular,
initiatives in these areas are conducted at the European
level (for an overview, see Dullien/Herr 2010). Conflict
looms between Europe and the USA with regard to cap-
ital adequacy rules. Because of the different account-
ing standards American banks, in comparison to their
European counterparts in the same economic situation,
possess more equity capital. An increase in equity ratios
would therefore affect European banks more strongly
and represent a competitive disadvantage. Furthermore,
for the German economy financing through bank loans
is much more significant than for the US economy, which
makes much greater use of the capital market. Another
potential conflict area is a financial market transaction
tax. European countries, including Germany, are calling
for such a tax, while the USA, Canada and the IMF have
rejected the idea (Focus 2009).

A not inconsiderable source of conflict within the G-20
is the fact that the European countries, including Ger-
many, do not wish to give up their excessive — measured
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in terms of their proportion of world GDP — weight in
the decision-making structures of international organi-
sations, in particular the IMF, while the major emerging
countries, such as China, Brazil and India, are demand-
ing a much bigger say.

Finally, it should be stressed that Germany would like
to see an extension of the G-20's fields of activity,
which traditionally have primarily concerned financial
issues — financial market regulation, reform of the IMF
and so on — to include environmental protection issues,
but has not yet been able to sell the idea.

3. Germany'’s stance on the role of the G-20

As far as the political significance of the G-20 is con-
cerned, the German government regard it as the legiti-
mate successor of the G-7 and G-8 processes and the
latter as obsolescent. For example after the G-8 Summit
in L'Aquila in Italy in July 2009, Chancellor Merkel said
that she could imagine the extension of the G-8 sum-
mit to a G-20 summit in future (German Government
2009) and thereby the virtual phasing out of the G-8
process. »l think the G-20 should be the format that,
like an overarching roof, determines the future«, Merkel
stated in the German communiqué. Her proposal for a
»charter for sustainable economic activity« and a world
economic council also goes in this direction.

For Germany, the issue of conflicts between the G-20
and other multilateral organisations, such as the EU,
barely arises. Indeed, in government circles in the me-
dium term the G-20 is seen as an opportunity to coor-
dinate the policies of the Euro group with the finance
policies of important non-European countries. On this
Germany clearly has a different position from smaller
EU member states, which do not belong to the G-20.
In terms of the substance of agreements, Germany has
no permanent alliances. At recent summits, Germany
was in agreement with France on a number of issues,
and with the UK on a number of others. Where there
are similar interests with other EU states, actions also
tend to be similar.
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RAJIV KUMAR
Country Fact Sheet - India

1. India’s crisis-related challenges

India has been actively associated with the G-20 since
its inception in 1999 and also after its elevation to a
summit-level process in November 2008, when President
Bush called on the leaders of the largest economies to
come together in Washington for a show of solidarity
and a collective response to the financial meltdown in
the US and the UK, unarguably the epicentres of the
global financial system.

India had been practically unaffected by the Asian finan-
cial crisis and also escaped the backwash effects of the
post-Lehman global financial meltdown. Even the global
economic downturn that followed in the wake of the
Lehman crisis had a limited impact on India, with the
economy still managing a respectable, although un-
doubtedly lower GDP growth of 6.7 percent in 2008-
2009. This economic performance was significantly
better than the majority of Asian and OECD economies
and, more importantly, was the result largely of con-
scious policy tightening effected by the authorities right
up to August 2008. Moreover, with net exports con-
tributing a negative (-) eight percent to India’s GDP
growth and its financial sector quite insulated from
global financial flows, India was not seriously affected
by either the turmoil in the global financial markets or
the collapse of external demand. Thus, India’s participa-
tion in the G-20 process does not arise from its direct or
substantive concerns with regard to global financial and
economic performance but rather reflects India‘s inter-
est in safeguarding its vital interests by being present at
apex global forums, whether economic or political. It is
perhaps pertinent to point out that India’s involvement
is also largely a result of the rest of the world expecting
a large and rapidly growing economy like India to be at
the high table, since its absence would leave a large,
unrepresented space in any apex forum, especially after
India’s role in the WTO and the Bretton Woods institu-
tions in recent years.

The core issues that are of particular concern to India
are to ensure that (i) despite the severe downturn and
loss of employment, protectionist sentiments remain
constrained in both advanced or large emerging econo-
mies; (ii) the movement of all categories of factors of
production — namely capital, labour and technology -
remains unimpeded across national borders and the
overall framework of globalisation remains in place; (iii)

Dr. Rajiv Kumar is Director and Chief Executive at the
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global financial markets revert to their normal function-
ing, such that the Indian economy continues to benefit
from inflows of direct investment and portfolio capital,
and Indian firms have continued access to external debt
markets; (iv) the global economy does not suffer from
marked and persistent imbalances, as these are inimical
to sustained growth; (v) global financial and economic
governance is more equitably shared amongst advanced,
emerging and developing economies with a greater role
in »voice and vote« in major global financial and eco-
nomic governance organisations; and (vi) the develop-
ment deficit that is reflected in the form of growing inter-
country divergences and rising intra-country inequities is
not exacerbated and instead the global economy moves
towards greater convergence, as envisaged under the
paradigm of liberalised, open-economy globalisation.

2. Relevance and consequences of the G-20
outcomes for India’s economic policy

Most agreements that have been reached in the suc
cessive G-20 summits have been of interest to India.
These include the pledge in Washington to refrain from
taking any new protectionist measures; the decision to
raise the IMF's capital resources by 750 billion US dol-
lars taken in London; the discontinuation of subsidies on
fossil fuels in the context of reducing their consumption
and encouraging the use of less carbon intensive en-
ergy resources; the expansion of the Financial Stability
Forum into a larger, more representative Financial Stabil-
ity Board; and the agreement to establish a Multilateral
Surveillance Process that is applicable to all G-20 mem-
bers and the decision, in principle, to have a more trans-
parent, open and merit based system for the appoint-
ment of the heads of the Bretton Woods institutions.
India has also effectively remained an observer on the
issues of the nature of financial sector regulation in the
future, on which the US and the Europeans have differ-
ing views, and also on measures for mitigating climate
change, where there has not been any convergence of
views so far.

Given that India had not been seriously affected by the
global recession, and its economy and financial sector
have been in relatively good health, it has not been a
strong proponent of any particular position, except the
reining in of protectionist sentiments. It has also not
been substantively affected by any of the G-20 decisions



so far. However, the G-20 commitment to dispense with
hydrocarbon subsidies can and should be used by the
Indian government to push forward this long overdue
policy reform of doing away with petroleum subsidies
and dismantling the administrative price mechanism for
petroleum products.

India also stands to gain from the »new global norm«
for the global financial sector which in all likelihood will
make the sector smaller, less complex and with stronger
regulatory restraints on profit generation and rewards.
This will have a twin beneficial effect for an emerging
economy like India. First, with lower expected returns
to be made in advanced economies, a rapidly growing
economy such as India can expect to attract greater cap-
ital flows to finance its much needed capacity expansion
in infrastructure. Second, the lower wage and reward
differential between the financial sector and other »real
economy« sectors will allow India to attract much need-
ed talent for building up its manufacturing, services and
social sectors.

India will also benefit from the restructuring of the quo-
tas in the Bretton Woods institutions and regional Multi-
lateral Development Banks (MDB), as its own increased
quota will permit it to borrow more from these bodies.
Additionally, India can now also try to secure one of the
top executive positions, although this should be fairly
low on its list of priorities. Finally, India will also benefit
from the global economy returning to a more balanced
pattern of growth as this will involve a change in relative
exchange rates which, in the event of Renminbi appre-
ciation, would improve India’s competitive position in
global export markets and also permit it to export larger
volumes to China, where domestic demand is likely to
burgeon in the coming period on account of fiscal ex-
pansion and exchange rate appreciation.

3. India’s stance on the role of the G-20

Because India has potentially non-marginal gains from a
successful G-20 process, it has been active in the various
working groups and overall summit process. It has been
the co-chair of two Working Groups, one on Enhancing
Sound Regulation and Strengthening Transparency in
the Global Financial Sector and the other on the Multi-
lateral Surveillance System. India has also been a mem-
ber of several other working groups, such as Reform of
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the IMF, the World Bank and other MDBs and improving
international cooperation to achieve systemic stability
and integrity in global financial markets. However, In-
dia, like China, has so far refrained from staking a claim
to hosting one of the summits or taking on for the first
time the chairmanship of a major working group. This is
perhaps because Indian economic growth is still largely
domestically driven and it is unlikely that the financial
sector will become more integrated in the global finan-
cial markets and flows.

Overall, India has clearly adopted a stance of »going
along« with emerging global forums and institutions.
This is apparent in India’s participation in the G-8 plus
O5 summits (the so-called Heiligendamm-L'Aquila
Process) and the G-20 summits and also, at the same
time, participating in the G-24, the G-77 and also the
Major Economies’ Process in the UN. It also brings the
global economic issues to the table in the Non-Aligned
Movement (NAM) process. This attempt to cover all
bases is quite clearly a »defensive policy stance« which
seeks to avoid any possible costs arising from non-
participation. The key question is whether India can
make a choice and focus on a particular forum, in the
expectation that its action will render the other forums
less effective and less credible and enhance the pros-
pects of the formation that India does participate in. This
cannot be anticipated and Indian policy-makers clearly
do not want to risk having to bear the cost of being
left out. Therefore, the present policy stance can per-
haps be best described as one of »covering all bases,
while minimizing the costs of doing so. Whether this is
an optimal policy stance, given India’s own strengths,
capacities and external circumstances, is an interesting
question for further research.
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1. Indonesia’s crisis-related challenges

With a population of around 230 million, Indonesia is
the fourth most populous country in the world. It also
has the highest Muslim population worldwide. Indonesia
is a presidential democracy and is regarded as a demo-
cratic state." According to the UNDP’s Human Develop-
ment Report 2009, Indonesia ranks among the states
with »medium human development«. The country’s
Human Development Index (HDI) is 0.734, putting it
in 111th place out of 182 states, in front of two other
members of the G-20, South Africa (129-0.683) and
India (134-0.612).2

Indonesia’s GDP is the 19th highest in the world, stand-
ing at 519 billion US dollars in 2008, higher than G-20
member states Saudi Arabia (ranked 23rd), Argentina
(30th) and South Africa (32nd).> The economic system
is characterised by market economic structures with
strong state intervention. Two-thirds of economic out-
put is in the informal sector.*

The collapse of Lehman Brothers in the USA barely reg-
istered in Indonesia. At first, it was assumed that, thanks
to strong domestic consumption (around 65 percent of
GDP), its abundance of raw materials and its compara-
tively low integration in the world economy Indonesia
would be relatively safe. When commaodity prices — above
all oil, gas, palm oil, rubber and coffee — fell rapidly and
export demand declined the financial crisis had arrived
in Indonesia too. Suddenly, the phantom of the Asian
Crisis of 1997-98 returned, when the Indonesian econo-
my contracted by 13 percent and it was eight years before
the country had more or less recovered (SchweiBhelm
2009).

The Indonesian government reacted more quickly this
time, also because in April and July 2009 there were par-
liamentary and presidential elections. As a supplement
to the 2009 budget, in April the government launched an
economic stimulus programme amounting to 6.4 billion

1. Available at: http://Awww.freedomhouse.org/uploads/fiw10/FIW_2010_
Map_Asia-Pacific.pdf

2. Available at: http://hdr.undp.org/en/statistics (last accessed on 12
March 2010).

3. Available at: http://www.imf.org (last accessed on 12 March 2010).

4. Available at:
http://www.auswaertiges-amt.de/diplo/de/Laenderinformationen/01-
Laender/Indonesien.html (last accessed on 12 March 2010).

Norbert von Hofmann works as a freelance expert for
Indonesia.

36

US dollars (around 1.4 percent of GDP). The programme
included tax relief and subsidies for enterprises which
were making a loss due to the crisis, as well as infra-
structural measures and a boost for private consump-
tion, including tax refunds to employees in the formal
sector earning the equivalent of less than 330 euros a
month. The base rate was gradually reduced from 9.25
percent to 6.5 percent. The national bank shored up the
national currency by foreign exchange market interven-
tions in order to stabilise import costs for raw materi-
als and semi-finished goods at import-dependent firms
(German Trade and Invest 2009).

Even though the crisis led to a significant reduction in
imports and exports, economic growth in 2009 sur-
passed expectations at 4.5 percent (in comparison to 6.1
percent in 2008 and 6.3 percent in 2007). Despite the
economic crisis, Indonesia, alongside China and India, is
one of the fastest growing countries in the G-20.

Indonesia’s experiences during the Asian Crisis in
1997-98 showed that too hesitant a reaction can lead
to financial sector instability and this, in turn, to a loss
of confidence, followed by bank runs and, ultimately,
a considerable fall in national income. At the begin-
ning of the current crisis Indonesia therefore found it
necessary to apply all available economic and financial
instruments as soon as possible to stabilise the market,
in the knowledge that this intervention could only be
effective if coordinated internationally.

2. Relevance and consequences of the G-20
outcomes for Indonesia’s economic policy

The banking sector and credit industry were barely af-
fected. The strict controls implemented by the central
bank meant that domestic banks were not even tempted
to invest in toxic securities. Indonesia’s strict rules go far
beyond the demands of the G-20.

One of the most important responses to the financial
crisis was the tenfold increase in state guarantees on
bank deposits (ibid). The extent to which this meas-
ure and the other economic stimulus programmes
already mentioned were a consequence of the reso-
lutions of the London G-20 summit is questionable,
since Indonesia had learned its lesson a couple of
years previously.



3. Indonesia’s stance on the role of the G-20

From Indonesia’s point of view, the current economic
and financial crisis has brought the developed countries
to the realisation that the existing global economic sys-
tem is far from perfect and urgently in need of systemic
reform. An institutionalised and reinforced G-20 would
be regarded by Indonesia as a first step towards the ne-
cessary reforms.

Indonesian president Susilo Bambang Yudhoyono
praised the decision of the Pittsburgh summit to in-
tegrate the club of the eight largest economies in the
G-20. He said that it was in line with Indonesia’s expec-
tations that the G-20 become a permanent institution
and that this was a positive development, because the
G-7 or G-8 are limited to the industrialised countries,
which are mostly from Europe. Only one is from Asia,
Japan (The Jakarta Post 2009).

In the speech he delivered at Harvard University directly
after the summit in Pittsburgh, President Yudhoyono
stated: »To me, the G-20 is one manifestation of the
change taking place in global politics. The G-20 [...] is
not just an economic powerhouse — it is also a civili-
sational powerhousex, thereby underlining Indonesia’s
place in the G-20 if not as an economic heavyweight,
then at least as a civilisational heavyweight. After all,
Indonesia is the largest Islamic country in the world.
Its membership of the G-20, and on top of that as the
sole ASEAN (Association of Southeast Asian Nations)
member, is regarded by Indonesia as confirmation of its
growing international significance. In addition, Indonesia
has always pursued an independent and active foreign
policy and has participated in various multilateral ini-
tiatives since the 1950s (for example, the Movement of
Non-Aligned Countries, ASEAN, the Organisation of
the Islamic Conference, G-77 and so on).

The international community expects that Indonesia will
represent the Islamic voice in the G-20 and also demon-
strate that Islam can play a positive role in global bodies
(Sukma 2010). It is, however, questionable how far the
Islamic world, in particular the Arab countries, will con-
cede such a role to Indonesia.

Although for Indonesia the question of the legitimacy
and representation of non-G-20 countries has not been
definitively clarified, and it believes that the G-20 should
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seek to cooperate with non-G-20 economies, neverthe-
less, the Indonesian government sees the G-20 as the
most appropriate and representative forum at present
for making more efficient, effective and timely progress
in the debate on internationally coordinated action, as
well as for conveying its own political ideas at a summit
of the most important countries in the world (Ministry
of Finance 2009).

It is the G-20's new strategic significance which makes
collaboration of interest to Indonesia. Naturally, any
participation is to serve national interests in the first in-
stance (Ministry of Foreign Affairs 2010), but this goes
hand in hand with a desire to be a voice for the develop-
ing countries and to address such issues as poverty, lack
of infrastructure and low foreign currency reserves.>

In preparation for the summit in London, Indonesia de-
veloped a position paper according to which the G-20
should help to ameliorate the effects of the crisis on
the economy and to restore confidence in the financial
sector. In the longer term, the G-20 should above all
strengthen the financial system in order to avoid a repe-
tition of the crisis, which includes resolving the deeper
lying problems of global financial structures (Ministry of
Finance 2009).

On the basis of this position paper, Indonesia intro-
duced a series of initiatives, for example, on reform of
the international financial institutions and their contri-
bution to the support of emerging countries in over-
coming the world economic crisis. Indonesia in particu-
lar welcomed the changes in quotas and voting rights
in the two global financial institutions — according to
Finance Minister Sri Mulyani, this gives the developing
countries a bigger say.

In the run-up to the Pittsburgh summit, Indonesia identi-
fied three agenda points which it considered particularly
important: strengthening the role of the IMF, improving
banking supervision and the demand that the industrial-
ised countries establish a donor organisation similar to the
IMF, as an alternative development agency and a »stand-
by agent«, complementing the IMF, which is orientated
primarily towards dealing with emergency situations.®

5. Available at: http://thejakartaglobe.com/home/indonesian-business-
leaders-praise-new-g-20-role/331912 (last accessed on 26.9.2009).

6. Available at: www.aseanaffairs.com (4.9.2009).



Together with France, Indonesia currently has the chair
of G-20 Working Group 4 on Reform of the World Bank
and Other Multilateral Development Banks, and is press-
ing above all for an acceleration of the reform process.

One need only think back to the Asian Crisis in 1997-98
to understand why Indonesia has a particular interest
in this Working Group. Indonesians cannot forget how
then Director of the IMF Michel Camdessus stood with
arms folded behind President Suharto, who had been
forced on 15.1.1998 to sign an agreement with the IMF.
Camdessus’s supposedly complacent gesture was inter-
preted in Indonesia, even by the opponents of President
Suharto, as an expression of »neo-colonial arrogance«.

In Pittsburgh, President Yudhoyono was one of the main
speakers on the topic of climate change in periods of eco-
nomic recession. The President hoped to be able to make
this topic a central issue at the Pittsburgh summit and
called on the participants not to allow »the leaders of the
world’s leading nations, which are also the largest green-
house gas emitters, to gather in Pittsburgh without mak-
ing a clear statement on climate change« (AFP 2009).

Indonesia itself set a good example. The President an-
nounced a national action plan, in accordance with
which Indonesia’s emissions are to be reduced by 26
percent by 2020 from the BAU (Business as Usual) level,
and added that, with international help, a reduction of
as much as 41 percent was possible (O'Brien 2009). This
might be achieved primarily by curbing the loss of for-
ests and peatlands, as well as by a reduction in extensive
palm oil cultivation.

Indonesia has so far said nothing about the limits of the
G-20's scope of action. For Indonesia, membership of
the G-20 is primarily a matter of prestige, in particular
because the Asian Crisis set back its development for
several years. Foreign policy experts in Jakarta are al-
ready talking of a post ASEAN era and are calling for a
re-orientation of foreign policy, in which ASEAN will not
be favoured over the G-20. Similar rumours concerning
Indonesia’s future role in ASEAN began to circulate di-
rectly after the Pittsburgh summit. The Indonesian presi-
dent, however, reacted by stating explicitly that Indonesia
would never leave ASEAN, not even as a result of its
growing importance in the G-20.7

7. Available at: http://www.aseanaffairs.com (26.10.2009).
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In Pittsburgh, President Yudhoyono proposed that, in
future, the rotating ASEAN chair should be invited to
G-20 summits. In this way, not only Indonesia’s inter-
ests would be represented, but also those of ASEAN and
other developing countries.® At the ASEAN summit in
Thailand, which took place in October 2009, the heads
of state and government agreed to set up a contact
group, consisting of the chair of ASEAN, G-20 member
Indonesia and ASEAN's secretary general. This contact
group is to coordinate the different positions of ASEAN
member states before G-20 summits. ASEAN finance
ministers were also obligated to establish ASEAN's posi-
tion before every G-20 meeting. In addition, the heads of
state and government demanded that, besides ASEAN's
chair, the secretary general should also be invited to all
future summits.

With regard to the future of the G-20, directly after the
Pittsburgh summit the Indonesian President declared: »l
think this forum will later not only think about the global
economy but also become a forum to make the world
safer, eliminate conflicts and violence, and create more
harmonious relationship among civilizations.«®
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FILIPPO STELLA
Country Fact Sheet - Italy

1. Italy’s crisis-related challenges

Italy has suffered a considerable loss of output due to the
crisis (overall minus six percent of GDP in 2008-2009),
one of the largest in the G-20, having plunged into re-
cession several quarters before the Lehman Brothers
debacle. In 2009, Italy’s GDP loss was the same as those
of Japan, Germany and the UK (minus five percent).

However, it has shown greater financial resilience than
many other countries, in a number of respects. No
bank has failed or had to be rescued, thanks to a very
limited exposure to US derivatives products, a carefully
regulated domestic mortgage market and the inspec-
tions of the Bank of Italy. The level of household debt
was low (60 percent of GDP compared to 95 percent
in the euro-area in 2009), and savings and wealth
were relatively high. Despite this, private credit tight-
ened due to general international conditions, and the
offer of government support to facilitate bank credit,
through so-called »Tremonti bonds«, was not success-
ful. The main causes of falling output in Italy were the
collapse of exports (-19.1 percent in 2009), caused by
the international crisis, and the decline of domestic
consumption (-1.2 percent) and especially of invest-
ments (-12.1 percent), due to uncertainty and pessi-
mistic expectations.

Finance Minister Tremonti chose a safe course of action
in terms of public finances, minimising economic stim-
ulus, taking into account the high level of public debt
before the crisis. He chose to concentrate the limited
resources available on the funding of unemployment
benefits, social protection and income support, with
some additional temporary resources to ease credit and
support investment. This choice was initially criticised
by some because it provided insufficient stimulus, but
this prudent course of action and relatively tight grip
on spending was vindicated by the recent focus by
markets and EU governments on the risks of growing
debt. Italy has managed to remain lower down the list
of risky sovereign debt issuers, thanks to a 5.2 percent
budget deficit in 2009 (2.7 percent in 2008), less than
half the US, British, Spanish, Greek and Irish deficits.
As a consequence, government debt as a percentage
of GDP grew less rapidly than in most other developed
countries (to 115.8 percent in 2009) and is expected
to stabilise rapidly. Long-term interest rates on lItalian
debt, after a period of tension, have started to con-

Filippo Stella is a freelance publicist living in Rome.
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verge again towards the German benchmark and are
now below four percent (April 2010).

Unemployment in Italy has been growing at below the
EU average for some time (from 6.7 percent in Septem-
ber 2008 to 8.5 percent in February 2010, in compari-
son to a euro-area average of 10 percent), but recently
the gap has narrowed.

The main concern for a full recovery is the structurally
low growth rate of the economy (an average of just 0.6
percent in the past decade, declining from 1.4 percent
in the 1990s and 2.1 percent in the 1980s). Italy is highly
dependent on exports for its growth and has suffered
some deindustrialisation in the past decade, as a con-
sequence of the emergence of Chinese exports and the
impossibility of devaluation after joining the euro, while
labour costs have been growing more than the EU aver-
age and productivity has remained stagnant.

The G-20 Framework for Strong, Sustainable and Bal-
anced Growth is therefore of great importance for
Italy, as the country does not have room to increase
domestic consumption without a general international
recovery and more balanced trade relations in other
countries.

2. Relevance and consequences of the G-20
outcomes for Italy’s economic policy

So far, Italy has found itself in agreement with most
G-20 decisions, without major changes in its economic
and financial policy.

On free trade, the issue is delegated to the European
Union and Italy has not introduced barriers to trade dur-
ing the crisis. It has supported further steps to advance
the Doha trade round, particularly pushing for it in its
capacity as President of the G-8 in 2009. International
commitments adopted at the L'Aquila Summit in July
2009 have not yet produced the expected results, since
the negotiations have stalled.

In terms of exceptional measures of support to the fi-
nancial sector, Italy already had a high level of protec-
tion of banking deposits, and the government speedily
offered guarantees to the banking system. As already
mentioned, it introduced limited stimulus spending and



therefore will not require very large measures to imple-
ment an exit strategy from extraordinary support.

With regard to financial regulation, Italy is in line with
the EU. It has generally supported the efforts of France
and Germany to reinforce financial regulation inside
the G-20. The Italian government has not indicated its
position in the debate on an international bank tax to
cover the costs of the crisis and to put aside resources
against future banking problems. However, Tremonti
had implemented a limited bank tax in 2008, before
the crisis, as part of his »Robin Hood tax« on energy
companies and banks.

Italy supported the redefinition of the role of interna-
tional financial institutions (IFls), the attribution of new
resources and an increased weight for emerging and de-
veloping countries within the IFis. Italy demanded that
a decent pace be maintained and that account be taken
of which countries had provided and were continuing to
provide financial resources to these international institu-
tions, so as not to discourage future contributions.

3. Italy’s stance on the role of the G-20

In general, in 2008-2009 lItaly’s position with regard to
the G-20 was ambivalent.

On the one hand, since the Second World War Italy has
been a committed supporter of multilateralism and in-
ternational institutions, the construction of the EU and
the UN; it has also always been a close ally of the USA.
As such, it has welcomed and supported further inter-
national action to coordinate efforts to deal with the
global economic and financial crisis which started in
2008, including the enlargement of the old G-8 format
in order to involve the main emerging economies.

On the other hand, with much effort Italy had acquired
a position in the G-7 and G-8 through the 1970s and
1980s, becoming the fifth largest economy in the
world around 1985 and claiming a place at the table of
the major industrialised countries. Today, after twenty
years of very slow economic growth (1.4 percent per
year in the 1990s and 0.6 percent in the 2000s), Ita-
ly sees its international relevance declining. It is now
in seventh place with regard to GDP at market prices
(overtaken by China and the UK) or 10th place in terms
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of purchasing power parity estimates (overtaken also
by India, Russia and Brazil). It is still the seventh largest
world exporter of goods.

In the G-7/G-8, Italy carried a larger weight in the deci-
sion-making process than it does in the G-20, although
obviously never a dominant one in either forum. It is
concerned about a further diminution of its influence
and status in global terms.

The decision to upgrade the G-20 at the leaders’ level
in response to the financial crisis, taken by the US in
October 2008, largely took the spotlight away from
Italy’s G-8 presidency in 2009. Indeed, until then, Italian
Prime Minister Berlusconi had proposed to preserve the
G-8 and to accompany it with a G-13 or G-14, inviting
the largest emerging countries already participating in
the Heiligendamm Dialogue process launched in 2007
by Angela Merkel (China, India, Brazil, Mexico, South
Africa), to which Italy suggested adding Egypt.

Italy is a member of the G-20, but also of several other
bodies, from the G-8 to NATO. It sees the G-20 as an
important international body, dealing with economic
and financial issues but does not seem to support an
enlargement of its mandate to other fields, which it con-
siders to be already dealt with appropriately by other
bodies. This is the case concerning climate change (dis-
cussed at the United Nations Framework Convention on
Climate Change and at the Major Economies Meeting),
development assistance (the major donor countries are
mainly concentrated in the G-8, with the involvement
of African countries on an ad hoc basis) and interna-
tional security and political issues (still discussed in the
G-8 and in more flexible associated outreach forums).
Italy still supports a complementary role for both the
G-8 and the G-20, taking the view that the emergence
of one does not necessarily lead to the eclipse of the
other, and demanding strong coordination between the
two forums.

Both Prime Minister Berlusconi and Finance Minister
Tremonti have consistently raised the issue of financial
speculation in the G-20. They have stressed its desta-
bilising effects on the prices of some commodities, fo-
cusing in particular on speculative bubbles in oil prices
and agricultural commodities. Berlusconi has stressed
the negative effects in terms of inflation (Italy is high-
ly dependent on oil for its energy) and the purchasing



power of those on low incomes, both domestically and
in developing countries. Italy has proposed improving
transparency and supervision with regard to derivatives,
curbing short selling of commodities futures contracts
and asking international institutions to report and issue
recommendations on the subject. At some point, Tremonti
proposed simply abolishing some derivatives, such as
Credit Default Swaps, which are too opaque and risky
to be permitted.

In response to the ethical causes of the financial crisis,
Tremonti also advanced the idea of introducing an in-
ternational Legal Standard (later renamed the Global
Standard or Lecce Framework, after the G-8 Ministers
meeting in Lecce in February 2009). The Global Stand-
ard would reaffirm a set of principles of transparency,
integrity and correctness for economic activity. Such
principles have been developed particularly through
OECD instruments. The proposal has not proved popu-
lar, as many countries do not want to negotiate a legal
commitment to a large number of international stand-
ards on corporate behaviour, corruption, tax havens and
so on. A more limited version of the proposal has now
become one of the pillars of the German proposal for a
Charter of principles for sustainable economic activity,
still in discussion within the G-20 Framework for Strong,
Sustainable and Balanced Growth.

Italy has been operating in the G-20 within the coordi-
nated EU framework, especially with France and Germany.
On some specific actions, it obtained the support of a
number of countries, such as Australia on speculation,
ahead of the Pittsburgh Summit, and of Germany on the
Global Standard and the Charter.

Finally, Italy has provided a substantial share of the new
resources allocated to the IMF in 2009 and therefore
expects that the redefinition of quotas and board repre-
sentation in the IFls will not unfairly penalise developed
countries. Italy wishes to maintain the leadership of a
constituency and a seat on the executive board.
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ANDREW deWIT
Country Fact Sheet - Japan

1. Japan’s crisis-related challenges

Still the world’s second-largest economy and a strongly
committed member of the G-20, Japan perhaps faces
the group’s most severe set of economic challenges.
Japanese banks were only a small presence in derivatives
markets, so the country’s financial economy was not
heavily exposed to the systemic financial crisis. But the
ensuing credit crunch of late 2008 delivered a profound
shock to the global real economy and hit Japan especial-
ly hard. Japan’s mid-2000s recovery from its »lost dec-
ade« of the 1990s was centred on external rather than
domestic demand. Its growth engine suddenly switched
off, Japan’s economy plunged at unprecedented rates
in late 2008 and early 2009. This precipitous decline
bottomed out in spring 2009, and it continues to crawl
back up through multiple and massive domestic fiscal
stimulus packages, as well as a total global fiscal and
financial stimulus of roughly 17 trillion US dollars. How-
ever, in early 2010, Japan’s »output gap« between supply
and demand was an annualised 30 trillion yen, or 6.4
percent of GDP. This is only a moderate improvement
from Japan’s eight percent output gap in the depths of
the global turmoil.

Even so, the return to growth in the Japanese and global
economies, driven by history’s largest set of economic
stimulus programmes, has brought a powerful tide of
complacency with regard to G-20 commitments to
rectify grave structural faults in the global financial ar-
chitecture and economic sustainability. In this regard,
Japan’s position is especially fraught. The country’s
policy challenges include energy risks, a gross public
debt roughly twice GDP, a 44 trillion yen fiscal deficit
for the FY 2010 budget that exceeds the 37 trillion yen
in total tax revenues, a rapidly ageing and now declin-
ing population, a labour force shrinking at 0.5 percent
per year while incomes also decline and service-sector
productivity remains comparatively low, and an appar-
ently worsening deflation. Accordingly, in March 2010,
the OECD projected Japan's growth prospects for 2011
to 2017 as a paltry 0.9 percent per year, the lowest
prospects among the major economies. Japan’s de-
pendence on exports and public-sector stimulus clearly
must, post-haste, be reformed towards robust and sus-
tainable domestic demand in order to get on with fis-
cal consolidation.

Prof. Andrew deWit is Professor for Political Economy of
Public Finance and Director of the Institute for Economic
Research at Rikky6 University in Tokyo.
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2. Relevance and consequences of the G-20
outcomes for Japan’s economic policy

Against this sobering backdrop, the agreements of the
various G-20 summits are crucial for Japan’s economic
policy. The 24.-25.9.2009 G-20 Summit in Pittsburgh
was an important support for the Democratic Party of
Japan (DPJ) government, led by former Prime Minister
Hatoyama Yukio, which had taken office on 16 Septem-
ber. The DPJ came into office already buffeted by increas-
ing criticism of its policy goals. The summit sought assur-
ance that Japan’s prominent G-20 role in implementing
stimulus policies stressing collective benefits would not
be reduced or reoriented towards export-dependent
recovery. Then Prime Minister Hatoyama assured his G-20
counterparts of Japan’s continued commitment to G-20
goals, and that his government’s revisions to previous
Liberal Democratic Party fiscal policy would in fact am-
plify sustainable domestic demand. Japan's record 92.3
trillion yen FY 2010 budget, with a seven trillion yen
floating stimulus fund, continues this commitment to
put off fiscal austerity for the time being.

This ability to link domestic policy goals with the post-
»market fundamentalism« global governance goals of
the G-20 commitments offers important political cover
for the DPJ regime. It also clearly helps to keep the DPJ
itself focused as it pursues reform in the midst of de-
clining domestic support and a fissiparous opposition,
trending towards such unconstructive, »hot-button« is-
sues as nationalism. In addition, Japan has long sought
to balance excessive dependence on the US-Japan secu-
rity alliance with activism in such multilateral institutions
as the G-7 and G-8. Although an overall public debate
on Japan’s role in and expectations of the G-20 has yet
to emerge, the new agency provides the Japanese poli-
cy elite with a valuable venue for crafting an innovative
leadership role in a rising East Asia, as well as maintain-
ing the ever-important relationship with America.

The G-20 focus on sustainable development also dove-
tails with similar elements of the DPJ's economic policy.
The DPJ »regime change« in Japan is aimed at wresting
policymaking from bureaucrats and outmoded vested
interests, and placing it firmly in the hands of elected
politicians committed to transformative, sustainable
economy policy. The DPJ continues to receive significant
domestic criticism for its ambitious target of reducing
CO, emissions by 25 percent by 2020, relative to 1990



levels. But the G-20 collectively assert that returning to
the economic status quo prior to the crisis is unsustain-
able due to the pressure on the environment, energy
prices and other externalities. The G-20 focus on sustain-
able economic development therefore affords the DPJ
one more lever for overcoming the opposition of vested
interests. This capacity to link domestic reform with the
G-20 goal of sustainable economic development in the
international sphere is one reason Japan’s Foreign Minis-
try is the country’s most activist state agency in promot-
ing ambitious environmental policymaking.

3. Japan’s stance on the role of the G-20

As with the other G-20 members, Japan is represented
in the organisation’s four working groups devoted to re-
inforcing the international regime’s rules and institutions
of economic governance. Japan is not chair or co-chair
of any of the working groups, but by leveraging its hu-
man and institutional resources within the very porous
network of G-20 statecraft, Japan has sought to make
significant contributions to crafting more rigorous poli-
cies and getting them implemented.

Japan has, for example, played a very important role in
redefining accounting measures. The 2.4.2009 London
Summit of the G-20 emphasised developing and imple-
menting global standards for the valuation of financial
instruments in illiquid markets. The need for compre-
hensive and credible rules was identified in the recom-
mendations of the G-20 working groups one and two
(respectively titled, »Enhancing Sound Regulation and
Strengthening Transparency« and »Reinforcing Inter-
national Cooperation and Promoting Integrity in Finan-
cial Markets«). The G-20 are committed to achieving
global standards in accounting by the middle of 2011.
But there is a sharp difference of opinion between EU
and American interests with regard to how »fair value«
should be assessed. Lack of progress on this point saw,
on 10.3.2010, the leaders of Canada, France, South
Korea, the UK and the US send their counterpart G-20
leaders a letter reiterating the need for progress in
financial-sector reform in general, and especially on in-
ternational accounting standards. As of the same date,
however, Japan began making a compromise package
(International Financial Reporting Standards 9) available
for voluntary use by selected Japanese firms. This key
G-20 commitment thus appears likely to be furthered
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by Japan’s early-mover decision to introduce the »fair
value« international accounting rule.

Japan is also leading through cooperation in G-20
Working Group 4 and its focus on reforming interna-
tional financial institutions. Japan has long sought a
more managed international financial architecture,
especially in the Asian region. Among other initiatives,
it made the largest ever single-member contribution to
the IMF on 3.2.2009, when it extended the organisa-
tion a 100 billion US dollar line of credit to help cope
with the unfolding crisis. Japan has also since taken the
opportunity to bolster efforts to redefine financial gov-
ernance with a more Asian character. Working with
China and South Korea in particular, as well as via
APEC, ASEAN +3 and other multilateral institutions, it
has continued cooperating on building regional insti-
tutions to shore up financial stability. In March 2010,
the 2000 Chiang Mai Initiative bore fruit as the 120
billion US dollar Chiang Mai Initiative Multilateraliza-
tion Agreement. This agreement advances the goal of
securing a regional financial safety net and shifting
Asia more towards demand-led growth. In tandem
with this regional cooperation, former Director-General
of the International Bureau at the Japanese Ministry
of Finance, Naoyuki Shinohara, as Deputy Managing
Director of the IMF, is encouraging flexibility and re-
duced conditions for IMF assistance. The Japanese see
such moves as crucial to coaxing the rapidly growing
Asian region away from self-defensive reserve accu-
mulation, a powerful factor in creating the conditions
for the financial crisis.

Another G-20 functional area that has been the focus
of Japanese activism is the linkage of climate and en-
ergy concerns. The G-20 is seeking sustainability and
transparency in energy markets, and has essentially
subcontracted this task to relevant multilateral institu-
tions, such as the OECD. Prime among these agen-
cies is the International Energy Association, headed by
Tanaka Nobuo, a former official of Japan’s Ministry of
Economy, Trade and Industry. Asian energy demand
is the locus of global demand growth, with profound
implications for prices and other aspects vital to the
health of the global economy. Tanaka and the IEA
have redoubled their efforts to enhance regional co-
operation on energy security, efficiency and alterna-
tive energy, and are now seeking to bring China into
the IEA.



Japan is thus using its traditional role as a leader in
energy and climate policy to open up opportunities for
further regional and global cooperation. Indeed, Japan
has already determined that climate and energy issues
will be a focus of the APEC Leaders’ Summit, set to meet
in Yokohama on 13 and 14 November. This meeting will
follow hard on the heels of the G-20 Summit in Seoul
on 11 and 12 November. The coincident timing is part
of the fruit of Japan's efforts to coordinate with South
Korea in connecting the G-20 and APEC as much as pos-
sible, as well as aggregate outlooks from countries not
represented in these bodies.

Japan is also emphasising a human security dimension in
APEC, including food security and counteraction of in-
fectious diseases. This concern for the »most elementary
forms of confidence« that are key to economic confi-
dence-building indicates where Japan sees the limits of
the G-20’s present focus on constructing a new financial
architecture and promoting balanced economic growth
to overcome the present global crisis.
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VICTOR M. GODINEZ
Country Fact Sheet - Mexico

1. Mexico's crisis-related challenges

The principal challenge currently faced by the Mexican
economy is the need to make a sustainable exit from
the major recession in 2009. Three essential sources of
revenue and growth have been severely dented by the
international crisis: manufacturing exports, tourism and
the remittances sent home by workers abroad. QOil ex-
ports, not only another vital source of income but also
a decisive factor in public budgeting, have also been
limited by a decline in output linked to the structural
investment deficit in this strategic sector.

In a context in which re-emerging inflationary pressures
will restrict the recovery of real domestic income and to
some extent provoke tougher monetary and budgetary
policies, Mexico’s economic performance in 2010-11 will
depend largely on that of the United States. As growth
picks up in the latter — with a number of industrial sec-
tors rebuilding their inventories — Mexico’s manufactur-
ing exports will feel the gain, but it will not be enough
to ensure a vigorous exit from recession. The decline in
US consumer spending (combined with perceived secu-
rity issues in Mexico) will prevent international tourism
from returning to pre-crisis levels in 2010. Family remit-
tances (which account for two percent of GDP) will fail
to recover fully, due to persistently high unemployment
in the United States and tougher controls on incoming
flows of immigrants.

There are a number of structural and political circum-
stances restricting the government’s leeway in design-
ing measures to boost the domestic economy and
consolidate recovery. The pick-up will be slow: after
contracting by 6.7 percent last year, there are hopes
that GDP might grow by between 2.5 percent and
fourpercent in 2010. That growth will not be enough
to offset the loss of jobs and income produced by the
recession. Factors that could stimulate domestic spend-
ing will remain weak. Although the costs of capital will
still be low, consumer credit will have little impact, as
the levels of penetration achieved by the banking sys-
tem are inadequate. Public spending will likewise be
relatively restrained as a consequence of limited gov-
ernment revenues.

In sum, prospects for a resumption of growth in Mexico
depend heavily on the strength and durability of eco-
nomic recovery internationally, and in particular in the

Dr. Victor M. Godinez is Director at the economic consul-
ting agency Sistema de Informacion Regional de México
(SIREM) in Mexico City.
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United States. This circumstance is reflected in various
ways in the government’s response to international
economic questions.

2. Relevance and consequences of the G-20
outcomes for Mexico’s economic policy

In light of this, for the present Mexican government
(which still has almost three years to serve), the most
relevant aspect of G-20 participation relates to the
conditions for moving out of global recession. Be-
cause the economy is so exposed to fluctuations in
world markets, the most pressing concern is how and
when the rich nations will abandon the monetary and
fiscal stimuli they introduced in order to stem the fall
in demand. If spending in these countries, where pri-
vate consumption is still at a historical low, were to be
throttled early, this would make the process of recovery
in Mexico more difficult in every respect. However, if
these stimuli are maintained indefinitely, there is a dan-
ger of an untenable proliferation of fiscal imbalances
and levels of public debt. That is why, in the longer
term, the Mexican government also wants to see the
advanced economies consolidate their public accounts
and adjust their macroeconomic conditions in a gradual,
coordinated manner.

The response to the global crisis is probably the area in
which the principal link has crystallised between the ma-
jor issues discussed and agreed within the G-20 and the
general orientation of Mexican economic policy. The ap-
plication of countercyclical economic policies and reform
of the financial institutions are proposals that sit well
with the economic measures adopted in Mexico dur-
ing and — in some cases — before the international crisis.
Another theme of convergence relates to combating the
dangers of trade protectionism. (It is worth remember-
ing that Mexico was one of the few countries to reduce
tariffs, barriers and customs duties in international trade
following the crisis unleashed in September 2008.)

From the Mexican perspective, there are two central is-
sues on the current G-20 agenda and its own agenda
for participation: (i) coordination between the devel-
oped nations, the emerging economies and the multi-
lateral financial institutions in confronting the current
economic and financial crisis; and (ii) restructuring the
international financial order.



In addition, the Mexican government has proposed in-
cluding other matters of global interest on the working
agenda for the G-20. It has suggested the creation of
a »Green Forum« to examine and put forward viable
financial instruments in response to the need to combat
and mitigate the effects of climate change.

Another issue raised by Mexico for consideration on
the G-20 agenda is the need for action by the Group's
members to ensure that the global economic crisis does
not put a brake on achieving the Millennium Develop-
ment Goals. It has proposed boosting support for the
poorest countries so that they can step up their efforts
in this field.

The G-20 has set up four working groups, each co-
chaired by an emerging country and an industrialised
nation, with a view to maintaining a balance when
identifying problems, assessing implications and for-
mulating a consolidated vision. The theme for Work-
ing Group 2 is »reinforcing international cooperation
and promoting integrity in financial markets«, and it is
headed by Germany and Mexico. This task force has
four key objectives: (i) to monitor actions and develop
proposals to enhance international cooperation in the
regulation and oversight of international institutions
and financial markets; (i) to strengthen the manage-
ment and resolution of cross-border financial crises;
(iii) to develop proposals to protect the global financial
system from illicit activities and uncooperative juris-
dictions; and (iv) to strengthen collaboration between
international bodies.!

It should be noted that, after the G-8 Summit in Heiligen-
damm in 2007, to which the G-5 countries were also
invited, dialogue between the so-called emerging econ-
omies and the more industrialised countries took a sig-
nificant leap forward. This improved exchange facilitated
the »North-South« agreement within the G-20, and in
this context an important role was played by Mexico's
coordination efforts during its presidency of the G-5,
which also includes Brazil, China, India and South Africa.
Designating a coordinator allowed the G-5 to advance
its positions more directly and to greater effect, vis-a-vis
not only the G-8, but also the G-20.

1. The co-chairs of Working Group 2 are the Deputy Minister of Finance
(Alejandro Werner) and the State Secretary at the German Federal Ministry
of Finance (J6rg Asmussen).
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3. Mexico's stance on the role of the G-20

Mexico attaches great symbolic and strategic impor-
tance to its participation in the G-20, as this provides it
with a presence and scope for action that it has never
enjoyed before within the framework of a significant
platform for deliberation and decision-making of global
reach. This is one factor among several that have moti-
vated Mexico to help consolidate the G-20 as a »steer-
ing group for the world economyx«.

For Mexico, the G-20 is a platform where it can estab-
lish itself as an important player in the international
arena. At the same time, this enables the country to
consolidate its own image as a partner in dialogue
which, apart from perceiving and maintaining a certain
»special relationship« with the United States, is also ca-
pable of interacting with other significant international
players on matters of global, and not merely regional
interest. In some respects, the G-20 is a window of op-
portunity for diversifying Mexico’s economic relations
with the rest of the world, which previously were fo-
cussed too strongly on North America.

At recent G-20 summits, Mexico has specifically sought
to contribute to the definition of an ambitious, all-round
agenda for rethinking and restructuring the international
financial order. One of its priorities has been to broaden
the participation and weight of developing countries in
the decision-making process and in establishing global
economic and financial rules. As the President of Mexico
told the national Congress, the country’s primary motive
here is to »strengthen the participation of the emerging
economies in the international financial institutions«.

In this respect, »democratising« the IMF and the World
Bank is a demand that Mexico has endorsed fully at
the G-20, along with other emerging nations, notably
Argentina and Brazil, with whom there has been some
coordination of views. In a number of coordination
meetings and ad hoc working groups, these countries
have asked that the reform process, at least for the IMF,
be brought forward from 2013 to 2011. They have also
insisted on the need to increase their representation in
the governance and decision-making of this multilateral
body (in return for increased contributions). Mexico
and the other Latin American countries in the Group
also advocate a capital increase for the Inter-American
Development Bank (IDB). At the Pittsburgh Summit, this



demand was already agreed in principle, although the
language is vague, and — as the Mexican Minister of
Finance pointed out — it requires »a specific plan which
is expected to be delineated in mid-2010«.?

Another issue championed by the Mexican government is
the implementation of new financial instruments geared
to emerging and developing economies. One important
step in this direction was the IMF’s Flexible Credit Line,
worth 250 billion US dollars, adopted at the London
Summit, 47 billion US dollars of which were offered to
Mexico without any conditions attached to strengthen its
international reserves.

There has not been an open, pertinent debate in Mexico
about the positions the country is adopting in the G-20,
nor about the limitations of this grouping and its re-
lations with multilateral and regional bodies. In March
2009, a group of organisations representing civil soci-
ety, employers and labour handed the government a
document? demanding that it incorporate a social per-
spective into the G-20 agenda. The government’s reply
to this demand contains a key to its own perceptions of
the limits and scope of the G-20: while recognising the
importance of this perspective, it sought to persuade
the civil organisations that the G-20 is not currently in
a position to tackle social problems in an integrated
fashion, and that its activities were focused on techni-
cal aspects of the economy and international finance.
Ultimately, from the initiatives that the government has
promoted in G-20 working groups and summit sessions,
Mexico does not appear to recognise any incompatibility
between action by the G-20 and action by the multi-
lateral and regional institutions. Indeed, these initiatives
clearly indicate that the Mexican government sees the
G-20's relations with these institutions as characterised
by coordination and complementarity.

2. Agustin Carstens, 23.9.2009, on the eve of the G-20 Summit in
Pittsburgh.

3. »Organismos de la Sociedad Civil ante el Encuentro del G-20«,
26.3.2009.

47

VICTOR M. GODINEZ | COUNTRY FACT SHEET - MEXICO



MAXIM V. BRATERSKIJ
Country Fact Sheet — Russia

1. Russia’s crisis-related challenges

As a result of the economic crisis, Russia is among the
countries whose economic indicators turned out to be
furthest from expectations. Before the crisis Russia was
expected to achieve 6.5 percent growth, but at the end
of 2009 the figure turned out to be -7.9 percent. Ex-
cessive budgetary expenditure targeted towards sup-
port of the banking system, major companies and social
programmes followed, leading to a budget deficit for
the first time in ten years. Russia had to spend a signifi-
cant part of its accumulated reserves to make up for
the budget deficit and is thinking of returning to the
international bond market in 2010.

The crisis made Russia rethink its assessment of the role
of foreign capital in the national economy. It now dis-
tinguishes between foreign direct investment, which
is seen as healthy for the national economy, and the
inflow of short-term speculative capital, which is seen
as often destabilising.

Another lesson Russia has learned from the crisis is the
urgent need to minimise its reliance on the internation-
al financial markets and the outsourcing of financial
services.

A third lesson is the need to develop a mechanism for
minimising Russia’s vulnerability to international price
shocks.

Russia’s growth is moderating after a period of over-
heating and excessive borrowing. GDP is expected to
rise by around five percent this year. Russia has not faced
any serious budgetary constraints, but rather institu-
tional constraints — a challenge that is regarded as more
important by the ruling elite. Hopes of gradual institu-
tional transformation rose as increasing growth via easy
money became increasingly difficult.

= |nflation fell to 6.5 percent year-on-year in February
2010, with a good chance that it will remain at around
six percent for the year as a whole. More discount rate
cuts are expected.

= As the global economy is no longer »overheating,
Russia has been forced to adjust to the new environ-
ment. Disinflation is helping to restore confidence in
the rouble.

Dr. Maxim V. Braterskij is Professor at the Department of
International Affairs at the Higher School of Economics,
State University, in Moscow.
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= |n contrast to monetary policy, which has improved
significantly since the Central Bank abandoned exchange
rate targeting in February 2009, fiscal policy is expected
to become less generous in 2010.

2. Relevance and consequences of the G-20
outcomes for Russia’s economic policy

It must be noted that, from the very beginning of the
G-20 process, Russia made it clear that it would not
forgo its national interests in support of global collective
action with regard to the economic crisis. Russia raised
import duties on several dozen items and provided pref-
erences and subsidies to a number of industrial and ag-
ricultural producers and some exporters. In comparison,
China initiated 19 protectionist policies, India four, and
the EU, Vietnam and South Korea two each. Notwith-
standing G-20 decisions, Russia has instituted a large
number of protectionist measures.

Russia has pursued an expensive programme in support
of the financial sector and key strategic companies,
which was in line with the G-20 philosophy, as well as
a programme to stimulate domestic demand by increas-
ing social spending. There was some public criticism be-
cause of the lack of transparency in the allocation of
support funds, but generally this programme is viewed
as moderately successful.

3. Russia’s stance on the role of the G-20

Initially, Russia viewed the G-20 as potentially a strong
instrument, capable of adapting the world financial
system to the new circumstances and helping Russia to
achieve some of its goals:

(1) making the Russian economy less prone to shocks in
the international financial system by:

— increasing the scope for the use of the national cur-
rency (rouble) in foreign trade;

— increasing the volume of the rouble market and making
it more stable;

— redirecting the borrowing of Russian companies from
foreign currency sources to rouble sources;

— managing the volatility of the Russian stock market
which suffers from rapidly fluctuating capital in- and
outflows;



(2) improving the effectiveness of domestic monetary
policy (and political sovereignty in the economy) by de-
creasing the pressure on the rouble.

With these goals in mind Russia came up with a number
of proposals for the London summit.

Regulating macroeconomic and budgetary policies

Russia is concerned by the variance between the nation-
al interests of the countries issuing reserve currencies, as
reflected in their macroeconomic and budgetary policies,
and the interests of the »consumers« of reserve cur-
rencies. As a result of this variance, the macroeconomic
and budgetary policies of the former often go against
the latter, including Russia. To resolve this controversy,
Russia has proposed the development and adoption of
internationally agreed standards which would be man-
datory for leading global economies, including countries
issuing reserve currencies. This proposal is highly unreal-
istic, but it reflects the Russian vision of the ideal situa-
tion in the global currency system.

Boosting domestic demand during the crisis

The Russian position on the need of governments to sup-
port national financial systems does not contradict the
G-20 resolutions. Russia supported the plans to reduce
the pro-cyclical character of monetary and credit poli-
cies and measures aimed at keeping a balance between
reserves and borrowings. Russia agreed on the need to
pay particular attention to short selling and other unse-
cured and marginal transactions

It should be noted that this sector of the financial market
is relatively underdeveloped in Russia, and while the
Russian financial market supervision has come up with
additional regulations in this field, no large-scale meas-
ures were required.

Regulation and supervision

Russia supported further development of global financial
markets with the strong participation of private financial
institutions but feels that modern financial instruments
are becoming too complex and thus non-transparent.
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Private and institutional investors — whose number is
increasing — find themselves incapable of properly as-
sessing the nature of new instruments and thus cannot
properly assess the risks associated with them. For this
reason Russia suggested that the role of governmental
and supranational financial market regulators should be
enhanced, specifically in making financial instruments
more transparent. Russia supported the conclusion of an
international agreement that would set global standards
for the regulation and supervision of the financial sector,
the Standard Universal Regulatory Framework (SURF).

Reforming the international monetary and
financial system

This proposal is central to Russia’s international financial
agenda and practical policy. The core of the Russian
approach includes a call for the diversification of the list
of currencies used as reserve ones, and the introduction
of a supranational reserve currency to be issued by inter-
national financial institutions. For the latter Russia pro-
posed to reconsider the role of Special Drawing Rights
(SDR) issued by the IMF and to re-establish elements of
the gold standard.

One of the mechanisms Russia suggested as a vehicle
for implementing this idea was the development of
new regional financial centres; another was the intro-
duction of new currencies into the reserve baskets of
central banks. Russia is pursuing this idea by attempting
to establish a regional financial centre in Moscow in con-
junction with regional economic integration schemes,
and by introducing the Canadian dollar and possibly the
Chinese yuan in its reserves in future.

This ambition has drawn a lot of criticism from econo-
mists in Russia, but is quite popular politically.

Reforming international financial institutions

This part of the Russian agenda is in line with the gener-
al debate at the G-20 and includes short-term, medium-
term and long-term goals. Russia is calling for the reform
of quotas in the IMF in favour of emerging economies
and developing countries, and for changing the quota
formula. Russia would like to see IMF recommendations
and rules as more universal, applicable not only to the



recipients of IMF support, but other countries too. The
Russian agenda includes a further transformation of the
IMF as a vehicle for development. This position is shared
by many countries. One point which is specific to Rus-
sia (and a few other countries) is the idea of establish-
ing regional funds to finance economic development
and to resolve crises with capital to be provided by the
countries in a given region. Russia has established such
a fund — worth 10 billion US dollars — for the Eurasian
Economic Community, a Russia-led economic integra-
tion scheme which includes Russia, Belarus, Armenia,
Kazakhstan, Tajikistan and Kirgizstan.

Another important — and irresolvable — issue is the man-
agement of the international monetary system.

As principles of a new international financial architec-
ture Russia has suggested the following:

= compatibility of the activities and standards of na-
tional and international regulatory institutions;

= democracy and equal responsibility for decision-
making;

= achieving efficiency through the legitimacy of inter-
national coordination mechanisms;

= transparency of all participants’ activities;
= fair risk distribution.

Russia’s fields of activity within the G-20 process in-
clude participation in G-20 Working Group 1: Enhanc
ing Sound Regulation and Strengthening Transparency
(Federal Service for Financial Markets); Working Group 2:
Reinforcing International Cooperation and Promoting
Integrity in Financial Markets (Andrey Shinaev, Bank of
Russia); Working Group 3: Reform of the IMF (Andrey
Lushin, Alternate Executive Director for Russia, IMF). No
information was available on Russia’s participation in
Working Group 4: The World Bank and Other Multilat-
eral Development Banks.

In addition, a number of meetings and consultations were
held with the political, financial and monetary authori-
ties of BRIC countries. Specific arrangements were made
with China and Turkey (wider introduction of national
currencies in bilateral trade in place of the US dollar).
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With regard to the scope and limits of the G-20, Russia
views it as potentially the major global financial and
economic forum, while the G-8 is seen as focusing pri-
marily on geopolitical questions. The G-20 will increase
the role of BRIC countries in global economic decision-
making, but will limit Russia’s role in this process.

The effectiveness of the G-20 is viewed as limited because
G-20 countries differ in their ambitions, interests and
approaches with regard to the current international finan-
cial system. Technically, the G-20 has not demonstrated
much effectiveness so far and President Medvedev has
noted that the G-20’s progress in resolving the questions
of financial regulation, accounting and auditing has been
modest.

Concerning the G-20's relations with other regional and
multilateral organisations, it may contribute to the de-
velopment of regional financial centres and the diversi-
fication of reserve currencies. Another perspective will
be the establishment of specific regional mechanisms
which could contribute to the reduction of exchange
rate volatility.

Another mechanism is the establishment of regional
funds and mechanisms to finance economic develop-
ment and resolve crises, with capital to be provided
by states in a given region. Those funds could be used
to provide loans, while the IMF, the World Bank and
regional development banks could be involved in co-
financing.



ECKART WOERTZ
Country Fact Sheet — Saudi Arabia’

1. Saudi Arabia’s crisis-related challenges

Saudi Arabia is the only OPEC member of the G-20
and a major Muslim power in the organisation, along
with Indonesia and Turkey. It sees itself as an aspiring
emerging market that needs continuous economic de-
velopment to create jobs for a rapidly growing popula-
tion. With free movement of capital and a convertible
currency it has a relatively open economy, and since its
WTO accession in 2005 the country has also liberalised
its investment regime.

Saudi Arabia is exposed to international financial, en-
ergy and food markets in a particular fashion. It is the
world’s largest oil exporter, its food imports are rapidly
increasing and it holds substantial overseas assets.

The rise in oil revenues in recent years has turned Saudi
Arabia — a net debtor in the 1990s — into a major inter-
national investor. It is an important financier of the US
current account deficit, alongside other oil exporters and
industrialising Asia. It has accumulated more than 400
billion US dollars worth of overseas assets, which it holds
mainly in US dollar denominated fixed income instru-
ments. As a result of this conservative approach to asset
management, it has passed through the global financial
crisis relatively unscathed and was able to repatriate over
50 billion US dollars to finance countercyclical stimulus
programmes. Other Arab Sovereign Wealth Funds in
Abu Dhabi, Qatar and Kuwait had a much higher equity
exposure and suffered considerable losses.

Saudi Arabia was reluctant to contribute to international
bailout funds when approached by the UK and others. It
is not inclined to give away funds unless they are spent
within the framework of broader international deals
that come with tangible returns.

2. Relevance and consequences of the G-20
outcomes for Saudi Arabia’s economic policy

When it comes to international economic cooperation,
four issues have been of particular concern for the King-

1. As public debates are rare in this autocratic country, it is difficult to
obtain a clear picture of its approach to the G-20, also because G-20
gatherings are not public. For the purpose of this article, well-known in-
ternational policy stances of Saudi Arabia have been taken as a proxy for
official policy initiatives at the G-20 and have been related to the national
interests of other G-20 members.

Dr. Eckart Woertz is Economic Programme Manager at
the Gulf Research Center in Dubai.
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dom: (i) the future of the US dollar as a reserve currency
and possible alternatives; (ii) reform of the IMF and in-
creased voting rights for emerging market countries,
such as China and India; (iii) the effects of the current
recession on oil demand and the possible implications
of international climate change agreements; and (iv) the
global food crisis of 2007-2008 and temporary food
export restrictions imposed by food exporters such as
Vietnam, India and Argentina.

Saudi Arabia is naturally worried about the value of its
overseas assets. It has endorsed efforts to enhance the
regulation and stability of international markets; at the
same time, it has been a steadfast supporter of the dol-
lar as a global reserve currency. It did not question the
country’s dollar peg when dollar weakness prompted
debates in the Gulf about imported inflation in 2007
and 2008. The proposal by China and Russia regarding
the use of the IMF’s Special Drawing Rights as an alter-
native international reserve currency has been discarded
as impractical by the governor of the Saudi Arabian
Monetary Authority (SAMA), Muhammed Al Jasser.
At the Jeddah Economic Forum in February 2010, he
pointed out that SDRs would lack liquidity and depth.
However, he sees room for an increasingly multilateral
global currency system with the euro playing a more
prominent role.

Saudi Arabia was granted an increase in voting rights
and a director’s post with the IMF in 1978, when its
international financial role increased tremendously in
the wake of the first oil boom. Petrodollar recycling had
become vital in financing the growing US trade deficit
and the US was ready to endorse the Kingdom’s up-
graded IMF role in exchange for an agreement to refrain
from pricing oil in SDRs instead of dollars, which was
being debated at that time in OPEC circles. As a result
of this IMF reform in the 1970s, Saudi Arabia has a rela-
tively high share of voting rights compared to its GDP.
Paradoxically, it thus stands to lose from possible IMF
reform — discussed at the G-20 Pittsburgh Summit —
that would grant emerging market countries, such as
China, Brazil and India, more voting rights, because
its share could be reduced along with other overrep-
resented countries, such as Argentina. While Saudi
Arabia endorses IMF reform, it opposes any reduction
of its voting rights, arguing that the transfer of voting
rights would need to come from developed countries.
It might be forced to compromise, however; currently,



it holds 3.16 percent of voting rights, while India and
China, with much larger economies, hold 1.9 percent
and 3.7 percent, respectively.

3. Saudi Arabia’s stance on the role of
the G-20

While Saudi Arabia enjoys the prestige that comes with
G-20 membership it has not played a visible role so far
and probably deems established international organi-
sations, such as the WTO or the IMF, more important
as they have a clear mandate and permanent institu-
tionalised structures. Traditionally, it has taken a quiet
approach to international diplomacy. Another problem
is that Saudi Arabia’s bureaucracy is segmented along
clientelistic lines and its capacity to proactively engage
with international institutions and their regulatory
frameworks is limited. This became apparent during its
accession to the WTO.

Saudi Arabia’s interests and positions in the G-20 are
likely to be informed by its main international policy con-
cerns, mentioned earlier.

In that regard, the importance of oil revenues for the
Saudi economy can hardly be overestimated. Despite
attempts at diversification, they still constitute about
40 percent of GDP, three-quarters of government in-
come and 90 percent of exports. Declining oil prices in
the 1980s and 1990s led to sluggish economic devel-
opment and indebtedness. Saudi politicians are anx-
ious that history could repeat itself and fear that over-
shooting oil prices could lead to demand destruction
and the development of alternative fuels. Saudi Arabia
looks at President Obama'’s push for US energy inde-
pendence from the Middle East with suspicion. Such
policy prescriptions have been a fixture in US campaign
politics since the Nixon administration and fly in the
face of the obvious energy interdependence between
the largest oil consumer and the largest oil exporter of
the world. In a widely noticed op-ed in Foreign Policy,
Prince Turki al-Faisal, former Saudi Ambassador to the
United States and the UK, has stressed this relationship
and underlined Saudi Arabia’s role as a swing producer
that has enough spare capacity to balance markets and
reduce volatility. Apart from the short interlude of the
Arab oil boycott in 1973-74, Saudi Arabia has arguably
played a constructive role in world oil markets and has
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not let political considerations interfere with produc-
tion decisions.

Saudi Arabia has blamed Western financial speculators
for the speculative exuberance in oil markets that led
to prices close to 150 US dollars in 2008. At that time,
OPEC had essentially lost control and was unable to cool
markets for lack of spare capacity. Currently, the picture
looks better due to demand destruction in the wake
of the recession and new investments in production
capacity in Saudi Arabia and elsewhere. King Abdullah
has stated that Saudi Arabia is aiming at an oil price of
around 75 US dollars. This seems to be regarded as a fair
middle ground that balances the interests of producer
and consumer countries and leaves Saudi Arabia with
comfortable room to manoeuvre, as its budget is ap-
proximately balanced as long as oil prices stay above 50
US dollars a barrel.

In the climate change debate, Saudi Arabia has played
a rather obstructive role alongside large consumer na-
tions, such as the US and China. It has opposed curbs
on emissions and has argued that it should receive
financial compensation for revenue losses that might
be caused by constraints on emissions and corre-
sponding falls in oil sales. Its lead climate negotiator
at the Copenhagen summit, Mohammad Al-Sabban,
has argued that climate change is not man-made, but
rather a result of natural variability: restrictions on
greenhouse gases, therefore, are not warranted.

On the other hand, Saudi Arabia is ready to concede
that renewable energies have a role to play in satisfying
growing energy demand alongside hydrocarbons. While
he is highly critical of subsidised biofuels, oil minister Al
Al Naimi has said that he could imagine that one day
Saudi Arabia might export electricity from solar power
instead of oil. Saudi Arabia has also signed the Kyoto
protocol; but this does not entail an obligation to reduce
emissions, as the country is classified as a developing
country. As such, the Kyoto protocol comes without cost
to Saudi Arabia, although it has one of the highest per
capita hydrocarbon footprints in the world. It can even
sell carbon credits by implementing projects under the
Clean Development Mechanism (CDM).

Saudi Arabia’s dependence on food imports will rise,
fuelled by population growth and a decline in domestic
agriculture. By 2016, subsidised wheat production will



be phased out for lack of water. The global food price
hikes in 2007 and 2008 led to worries in the country,
especially after food exporters such as Argentina, Vi-
etnam and India announced export restrictions out
of concern for their own food security. Consequently,
Saudi Arabia has announced investments in agricultural
projects overseas and the implementation of a strategic
food reserve. Cooperation with food exporters among
the G-20 countries, such as the US, Canada, Brazil, Aus-
tralia, Argentina, France and Russia, will be of increased
importance in the future. Saudi Arabia is also open to
international initiatives to promote agricultural produc
tion and it has an interest in an open investment envi-
ronment for agricultural investments. A WTO member
since 2005, it will possibly lobby against a repetition of
food export restrictions, as seen in 2008.
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BRENDAN VICKERS
Country Fact Sheet - South Africa

1. South Africa’s crisis-related challenges

Compared to many other countries, South Africa has
been spared the worst of the global financial crisis. Due
to prudent financial regulation, the country’s banks
emerged relatively unscathed from the crisis. However,
the global recession has had a harsh impact on key
sectors of the real economy, including mining, manu-
facturing and cyclical labour-intensive industries. As a
result, in 2009 the South African economy entered its
first recession in 17 years, shrinking by an estimated
1.8 percent. Mining output fell by about seven percent
and manufacturing by over 12 percent. During this time,
the economy shed almost 900,000 jobs, pushing the
official unemployment rate up to nearly 25 percent.

In response to the crisis, the government forged a »de-
velopment contract« with business, labour and other
social partners, aimed at stimulating the economy. The
latter included a strong public infrastructure investment
drive; countercyclical macroeconomic policy; social and
employment support measures; and industrial and trade
policies, including potential rescue packages for vulner-
able sectors (for example clothing, textiles and cars).

With the resumption of economic growth in the third
quarter of 2009, South Africa formally exited its reces-
sion. The growth expectation for 2010 is 2.3 percent,
rising to 3.6 percent by 2012. However, the country’s
growth prospects are still heavily dependent on the
pace of global recovery (for example, Chinese demand
for raw materials), since domestic demand is still low.
The economy is presently benefiting from a countercy-
clical fiscal policy, supported by the sound fiscal position
prior to the crisis. Capital inflows into South Africa have
also resumed, with a net foreign investment inflow of
over 15 billion US dollars during 2009.

Notwithstanding signs of improvement and confidence in
the domestic economy, South Africa’s recovery faces sev-
eral challenges. The immediate challenge is to maintain
financial stability and improve financial regulation. The
National Treasury is presently strengthening and extend-
ing the scope of prudential oversight, as part of the G-20.

The second challenge is to arrest the further »deindus-
trialisation« of the real economy, particularly productive
capacity in key industries and sectors. In this regard, the
government has released the second iteration of its In-

Dr. Brendan Vickers is Senior Researcher at the Institute
for Global Dialogue (IGD) in Midrand.
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dustrial Policy Action Plan, which aims to expand pro-
duction in value-added sectors with high employment
and growth multipliers.

The third challenge involves job creation and increasing
labour absorption in the economy. In South Africa, high
levels of unemployment — aggravated by the global cri-
sis —are linked to grinding levels of poverty, social squalor
and inequality.

In the wake of the crisis, the South African government
has admitted the need for a new economic growth path.
Like the United States, South Africa’s recent growth
trajectory has been debt-driven and consumption-led.
While the contours of this new growth path are still
being debated, there are calls to discipline financial
capital, while strengthening the productive capacity of
the economy through industrial policy interventions,
skills development, public infrastructure programmes
and a rural development strategy.

2. Relevance and consequences of the G-20
outcomes for South Africa’s economic policy

The government is committed to the principles and pro-
posals adopted by the G-20 summits. There is a range of
key issues for South Africa’s domestic economic policy,
three of which seem particularly pertinent: (i) regulatory
reform to prevent similar crises from occurring in the
future, (i) balanced global growth (iii) and proscriptions
on trade protectionism.

Given the country’s existing prudential oversight of the
financial industry, South Africa has not faced much pres-
sure from the G-20 to introduce greater regulation. The
National Treasury has nonetheless proposed a range of
reform initiatives, including:

= strengthening the framework for accountability, co-
ordination and performance of financial regulators, pos-
sibly including the establishment of a formal council of
regulators;

= reviewing the country’s adherence to global regulatory
standards in banking, insurance and securities markets;

= amending the Basel Il framework once the impact as-
sessment is completed,;



= expanding the scope of regulation to include hedge
funds, private equity and credit rating agencies.

The centrepiece of the Pittsburgh summit was an agree-
ment to promote strong, sustainable and balanced
growth to forestall a resurgence of imbalances. Domes-
tically, the South African government is committed to
implementing responsible fiscal policies, despite pres-
sure for more populist spending to address the country’s
dire social challenges. Externally, a stable and recovering
global economy will be growth-pulling for South Africa,
given the country’s dependence on trade and capital in-
flows. Moreover, with its floating currency and strong
desire to boost industrial growth through exports, G-20
pressures for Asian currency reform may also benefit the
economy in future.

South Africa is one of the few G-20 countries to respect
the »standstill provision« on protectionist measures. By
April 2009, many of the G-20 countries had introduced
trade-distorting measures supported through fiscal stim-
ulus and new forms of subsidies. South Africa has argued
for a broad definition of protectionism, encompassing
not only traditional trade and investment barriers but all
country-specific measures that countries can take, within
World Trade Organisation (WTO) discipline and beyond,
which impose costs on others and distort international
trade and capital flows. South Africa has therefore called
on industrialised countries to provide leadership in resist-
ing protectionism. But South Africa also argues that
developing countries have a legitimate case in being able
to use all WTO-compatible measures to provide support
to their industries in the context of the crisis.! Developing
country measures are likely to have less systemic impact
and will pale in significance when compared to the meas-
ures being taken by the industrialised countries.

3. South Africa’s stance on the role of the G-20

South Africa ascribes great importance to the G-20 as a
major player in global governance. The country’s G-20
positions are premised on the recognition that the im-
pact of the financial crisis has been severe in emerging
and low-income countries; that their recovery lags that

1. In October 2009, following an application by the Southern African
Clothing and Textile Workers’ Union, South Africa raised customs duties
on a range of garments and textiles from the applied rate of 40 percent
to the WTO-compatible bound rate of 45 percent.
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of their developed counterparts; and that these coun-
tries do not have the fiscal space to introduce counter-
cyclical measures.

As the only African country in the G-20, South Africa
is expected to represent the views of the continent,
in addition to representing itself. This places a special
responsibility on South Africa and underscores the im-
portance of its positions in a number of thematic ar-
eas. A major priority for South Africa is comprehensive
reform of the international financial institutions (IFls)
in order to increase their efficiency and enhance their
accountability, credibility and legitimacy. This reform
agenda includes strengthening the IFls’ staff diversity
and discarding the geographical conventions guiding
the appointment of the IMF and World Bank heads.
Within the G-20 process, South Africa co-chairs the
working group on reforming the IMF.

The South African government also supports proposals
for introducing a robust and comprehensive framework
for global regulation and oversight of financial markets.
Given that these new banking regulations are techni-
cally complex, South Africa has called on the G-20 for
additional capacity support to low-income countries.
In addition, South Africa would welcome a process to
broaden the participation of low-income countries in
Financial Stability Board (FSB) decision-making, possibly
through bilateral engagements between the FSB and re-
gional groupings.

A third priority for South Africa is to ensure that the
social and economic architecture of a more inclusive
globalisation (including development challenges) is
placed more firmly at the centre of the G-20’s agenda.
South Africa thus argues that the G-20 must urgently
implement all commitments in meeting the needs of
low-income countries. These include the G-8 Gleneagles
commitment to double aid to Africa to 50 billion US
dollars by 2010. South Africa has also called upon the
G-20 to reaffirm the basic objective of the Doha Devel-
opment Round, which is to rebalance the global trad-
ing system in favour of developing countries (rather
than setting a new deadline or repeating commitments
on protectionism).

As one of the smallest G-20 countries, South Africa
has limited influence over the G-20’s decision-making,
which is still hierarchical. Partners within the G-20 are



naturally Brazil and India. The India-Brazil-South Africa
(IBSA) Dialogue Forum has provided a mechanism for
South Africa to exchange views and caucus with its
Southern partners. Apart from bilateral engagements
with larger G-20 countries, the G-8's Outreach Process
(G-8+5) provides another platform for South Africa to
develop its G-20 positions through informal consulta-
tions with Brazil, China, India and Mexico. Within the
G-20 process, South Africa may even leverage its posi-
tion as a middle power »bridge-builder« to facilitate
agreement between the industrialised and emerging
market economies.

Outside the G-20, South Africa’s engagement with
Africa is crucial, whether to develop a continental per-
spective or for Africa to review the G-20's work plans.
In this regard, the African Committee of 10 (C10) has
been established, drawing in finance ministers and cen-
tral bank governors from the Southern, Eastern, North-
ern, Western and Central African regions. Also included
are the three Pan-African institutions: the African Union,
the African Development Bank and the United Nations
(UN) Economic Commission for Africa.

It is still unclear how to incorporate Africa into the G-20
process, since the continent’s participation is at the be-
hest of the rotating chair. It was only at the London and
Pittsburgh (not Washington) summits that an additional
»Africa« chair was assigned, with the participation of
the African Union Commission, the African Development
Bank and the New Partnership for Africa’s Development
(NEPAD), one person at the table and two behind. Since
there is no permanency to Africa’s participation in the
G-20, South Africa’s role has variously shifted between
representing itself, Africa and the world’s poorest
countries in general.

But there are limits. For South Africa, the G-20 is still too
hierarchical and deliberations are dominated by the G-7
core. In addition, there are dangers of mandate creep
(for example, climate change and energy). It also seems
sensible to South Africa that membership may need to
be broadened further in a transparent manner, particu-
larly if the G-20 is to become an effective, representa-
tive and legitimate global steering mechanism. This
may require including countries that are »systemically
significant« politically, beyond issues of finance.
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AHMET FARUK AYSAN
Country Fact Sheet — Turkey

1. Turkey's crisis-related challenges

The global crisis has affected Turkey via three channels:
trade, finance and expectations. These channels are fairly
similar across the world, despite the fact that some are
more important for certain countries. For Turkey, how-
ever, all the channels are important. Turkey's exports have
been reduced dramatically. Capital flows have ceased and
capital outflows have accelerated. Due to frequent crises
in the 1990s and early 2000s, the adverse effects of the
expectations channel have also been felt strongly, in spite
of the successful structural reforms in the Turkish economy
since the 20071 national financial crisis. The collapse of
Lehman Brothers towards the end of 2008 has often been
identified as the beginning of the global financial crisis. In
the last quarter of 2008, the Turkish economy experienced
negative growth after 27 consecutive periods of positive
growth, but still attained a positive annual growth rate for
the year overall. The first three quarters of 2009 were not
much different from the last quarter of 2008. The Turk-
ish economy contracted by 4.9 percent in 2009. Economic
growth in the last quarter of 2009 was announced recent-
ly, turning out to be positive and better than expected.
This highly positive growth rate fosters hopes that Turkey
will experience a rapid recovery from the global crisis.

Turkey felt the effects of the crisis fairly quickly and
keenly; at the same time, the recovery appears to have
come swiftly and strongly. In the first few quarters of
the global crisis, the government was heavily criticised
by some for not responding in a timely and commen-
surate fashion. Countercyclical fiscal measures gener-
ally started to be implemented in the second quarter
of 2009 to lessen the adverse effects of declining eco-
nomic activity. To boost domestic demand, temporary
tax cuts were introduced, while some tax payments
were deferred. To reduce rising unemployment, some
employment packages were adopted. Increased invest-
ment and employment incentives were also introduced.
Credit and guarantee arrangements for producers and
exporters were provided, while infrastructural project
investment opportunities were improved.

The Turkish Central Bank (hereafter: Central Bank) was
given more statutory independence during the restructur-
ing of the economy after the 2001 crisis. On this basis, the
Central Bank took a number of monetary policy meas-
ures to combat the crisis. The Bank cut overnight rates
by a total of 10.25 percentage points to 6.5 percent in

Ahmet Faruk Aysan is Associate Professor at the Depart-
ment of Economics, Bogazici University, in Istanbul.
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the 13 months through November 2009. This exceeded
any other emerging market economy operating within an
inflation-targeting framework. The borrowing and lend-
ing rate band has been gradually decreased in order to
alleviate fluctuations in overnight interest rates. The mar-
ket's liquidity needs in local currency have been met in a
timely fashion. Foreign exchange reserves have been used
primarily to support the banking system. The Central Bank
acted as a blind broker in the foreign exchange market be-
tween the financial institutions and bore the counter-par-
ty risk to facilitate the flow of foreign exchange liquidity in
the system. The maturity of the foreign exchange deposits
borrowed by banks from the Central Bank in the foreign
exchange deposit markets was extended and the lending
rates reduced. Additional foreign exchange liquidity was
provided to the banking system through reductions in the
foreign exchange required reserves ratio.

In contrast to many countries, Turkey’s financial sector re-
mained resilient in the face of the global crisis. Turkey’s fi-
nancial markets were among the few which did not need
government help. The strength of the financial sector in
Turkey is due mainly to the banking sector restructuring
programmes put in place after the 2001 crisis. Since then,
state banks have been restructured, while eradicating
their duty losses and partisan motives. A strong capital
structure for banks was established. Cost effectiveness
and better corporate governance have been achieved.
Furthermore, an effective surveillance and supervision
structure was built, while market discipline and transpar-
ency were attained. These reforms after the 2001 crisis
represent the state of the financial sector before the
global crisis. More importantly, however, financial mar-
ket regulators adopted proactive regulatory practices by
drawing on their experiences from previous crises. Hence,
the regulators had already taken pre-emptive safety
measures against excessive risk-taking before the global
crisis, but relaxed some requirements during it to alleviate
its adverse effects on the financial sector.

Due to the conditions before the crisis erupted and the
policy measures taken during it, the Turkish economy ap-
pears to be quite resilient, as illustrated by the early signs
of rapid and strong recovery in the economy. However,
this does not mean that the country has been fully rehabili-
tated. The main challenge today remains unemployment.
Certainly, this has long been the case, despite the high and
sustained growth rates between the 2001 crisis and the
global crisis. After the onset of the latter, the unemploy-



ment rate leaped to 16 percent and is likely to stay there
for a while, despite the rapid recovery of the economy.
Turkey is also still facing structural problems. In spite of the
strength of the financial sector during the crisis, SMEs and
households are still facing major difficulties in obtaining
finance. Turkish financial markets are still underdeveloped
with regard to lending to these groups. While the interna-
tional liquidity conditions are not expected to be relaxed
any time soon, the access of these groups to finance is
further delayed while the country is mainly obliged to
use its own resources for financial development. Another
challenge facing the Turkish economy is its exit strategy
from the global crisis. During the crisis, Turkey has man-
aged to reduce inflation, while interest rates have fallen.
As the economy starts to recover, stabilising price levels
appears to be a tough job. Furthermore, the exit strate-
gies of the developed countries may also disrupt emerging
market economies such as Turkey if they are put into effect
in a short period of time. Besides, sudden jumps in energy
prices are likely to pose balance sheet problems for Turkey,
given its high energy dependence.

2. Relevance and consequences of the G-20
outcomes for Turkey’s economic policy

The agreements reached at G-20 summits so far have
focused on the immediate concerns arising from the
global crisis. Regulation of financial markets has been
at the top of the agenda. The G-20 has established six
working groups to develop concrete policy measures:
(i) Strong, Sustainable and Balanced Growth; (ii) IMF
Reform; (iii) Financial Safety Nets; (iv) Financial Inclusion;
(v) Energy; and (vi) Climate Change.

The first three working groups are concerned with immedi-
ate changes in the international financial architecture, while
the policy proposals of the others have a longer term focus.
Turkey is actively involved in all these working groups. How-
ever, the first three appear to be more important at the
moment. Turkey is actively sharing its experiences of the
crisis and financial market regulation at G-20 meetings.

Financial market regulation appears to be a particularly
pressing issue. However, Turkey has already enacted
strong and proactive financial market regulations since
the 2001 crisis. Hence, some of the regulatory reforms
under discussion are not new to Turkey. With regard to
the other proposed modifications, Turkey is eager to co-
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operate in the adoption of financial market regulations
proposed by the G-20. This means that G-20 agreements
have yet to affect Turkey. Turkish Finance Ministry and
Central Bank representatives are the main participants
in G-20 meetings and working groups, but other finan-
cial market regulators and ministries also contribute to
the working groups, depending on the subject. By and
large, the G-20 meetings have not yet become an issue
of public debate. It is still mainly a technocratic issue,
dealt with largely by bureaucrats. However, the govern-
ment presents Turkey’s active involvement in G-20 meet-
ings as another indicator of the country’s resurgence in
the international arena in recent years.

3. Turkey’s stance on the role of the G-20

Turkey is likely to chair a G-20 summit in a couple of years.
Inevitably, the country can be expected to be even more
active in proposing new working groups. Given the work-
loads of the existing groups, however, many countries
may be unwilling to take on new responsibilities.

Since G-20 membership is relatively small in comparison
to, for example, the WTO, alliances or blocs have not de-
veloped so far. Certainly, when countries seek to present
new proposals, they approach countries with similar in-
terests for their support. However, it is too early for the
emergence of stable coalitions among G-20 countries.

The G-20 has yet to prove itself. It has managed to im-
plement some policy measures during the crisis, but has
yet to be tested in more contentious areas. It appears
that the United States and other developed countries
are at present more eager to share power and respon-
sibilities in reshaping the new international financial ar-
chitecture. Certainly, if this impetus fades without major
accomplishments, the limits of the G-20 will be drawn.

Multilateral and regional organisations appear to be gain-
ing importance at G-20 meetings. For example, in estab-
lishing international financial safely nets, a particular role
has been attributed to the IMF in providing new instru-
ments to buffer short-term fluctuations in the financial
markets. Its Flexible Credit Line facilities are one mecha-
nism designed to alleviate self-insurance risk for individual
countries. Similarly, regional organisations are also expect-
ed to provide multilateral and bilateral swap lines or ex-
pand lending in the face of sudden economic downturns.



ANN PETTIFOR

Country Fact Sheet — United Kingdom

1. The United Kingdom's crisis-related
challenges

Although the UK has now officially exited recession,
with growth of 0.3 percent in the last quarter of 2009, to-
tal output had fallen for six consecutive quarters before
that — the longest period since quarterly figures were
first recorded in 1955. In 2009, output fell by around
five percent — the largest fall since 1931." National in-
come in 2009 was around 10 percent below the level
it would have reached in the absence of the financial
crisis. In money terms, that represents a loss to the UK
of 140 billion pounds.? Private and public investment
collapsed by 32 percent in 2008-2009.3

In coordination with G-20 central bankers, the Bank of
England lowered the official bank rate to 0.5 percent on
5.3.2009 - the lowest rate in 315 years — and has held
that level for 12 months. In addition, the Bank injected
200 billion pounds of »quantitative easing« into the
financial system.

In addition to this substantial, indirect support for the
banking sector, direct governmental support for the
financial system was swift and massive, amounting to
nearly three-quarters of GDP.* The cost of this inter-
vention continues to bear down on the government's
finances. Public spending is set to increase to 48.1 per-
cent of national income in 2010-11.° The primary source
of the deterioration in public finances is the collapse in
tax receipts.®

Britain’s unemployment (2.5 million) is lower propor-
tionally than, for example, that of the US, at 7.8 per-
centin January 2010. However, ongoing falls in full-time

1. Mervyn King, Governor of the Bank of England in Speech, 19.1.2010.
Available at: http://www.bankofengland.co.uk/publications/speeches/
2010/speech419.pdf

2. »The $100 billion question«, speech by Andrew Haldane, Executive Di-
rector, Financial Stability, Bank of England, 30.3.2010. Available at: http://
www.bankofengland.co.uk/publications/speeches/2010/speech433.pdf

3. Office of National Statistics (ONS): Business investment, fourth quar-
ter, 2009, 26.3.2010. Available at: http://www.statistics.gov.uk/pdfdir/
bi0310.pdf

4. »The debt hangover«, speech by Andrew Haldane, Executive Direc-
tor, Financial Stability, Bank of England, in Liverpool, 27.1.2010. http://
www.bankofengland.co.uk/publications/speeches/2010/speech422.pdf

5. Data from the Institute of Fiscal Studies: Public Spending under La-
bour, 2010 Election Briefing. Available at: http:/Awww.ifs.org.uk/bns/
bn92.pdf

6. UK Treasury databank, Available at: http://www.hm-treasury.gov.uk/

Ann Pettifor is Executive Director of the consulting com-
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employment are a challenge.” The number of inactive
people of working age (including thousands of students)
reached a record high of 8.16 million in January 2010.8
Unemployment has been held down, in part, by the ac-
ceptance of pay freezes.® In spring 2009, more than 60
percent of employers froze pay.

The »easy credit« boom burdened households and com-
panies with excessive debt. As interest rates normalise
across the G-20, servicing debts will prove costly, and
may further damage bank balance sheets. Sterling has
depreciated by 25 percent since the middle of 2007,
helping with global re-balancing. Unfortunately, export-
ers responded to the depreciation by expanding profit
margins rather than cutting prices.'® The stall in the recov-
ery of the Euro area poses a major challenge to Britain as
Europe is the destination of around half of UK exports.

2. Relevance and consequences of the G-20 out-
comes for the United Kingdom's economic policy

The UK and its private financial sector have benefited
from the G-20 agreement on global monetary easing
and from the »5 trillion US dollars fiscal expansion«™
of G-20 countries. As a result of the agreement, mon-
etary policy around the world has been loosened dra-
matically, and direct support for the financial system has
been large, at a quarter of global GDP."? This has led to a
dramatic recovery in the financial sector, including bank-
ing. From their trough almost a year ago, the recovery
in equity prices for UK global banks has been dramatic,
rising 140 percent.”

As noted above, there are also signs of economic recovery.

7. Office of National Statistics 17.3.2010. Available at: http://www.sta-
tistics.gov.uk/cci/nugget.asp?id=12

8. Ibid.

9. CBI Press Release: Tough Pay Restraint Ahead. Available at: http://
www.cbi.org.uk/ndbs/press.nsf/0363c1f07c6ca12a8025671c00381cc7/
e820ef4f16ede4bc802576630045d98e?OpenDocument

10. Charles Bean, deputy governor of the Bank of England, 16.3.2010.
Availableat: http://iwww.bankofengland.co.uk/publications/speeches/2010/
speech429.pdf

11. No. 10 Downing St.: G-20: Top Ten Outcomes, 3.4.2009. Available
at: http://www.number10.gov.uk/Page 18933

12. »The debt hangover«, speech by Andrew Haldane, Executive Direc-
tor, Financial Stability, Bank of England, in Liverpool, 27.1.2010. http:/
www.bankofengland.co.uk/publications/speeches/2010/speech422.pdf

13. Andrew Haldane, as above.



The G-20 consensus on international tax transparency
has also benefitted the UK. According to the TUC, tax
avoidance costs Britain 25 billion pounds a year, and tax
evasion costs 70 billion pounds a year,' so increased in-
ternational regulation and sanctions against tax havens
would be welcomed by the Exchequer.

However, dissent within the G-20 over the extent of
internationally-agreed financial regulation of cross-
border financial institutions has hindered British inter-
ests in relation to the financial sector. A concern that
banks would move to offshore jurisdictions meant that
national regulation could be effective only in the context
of international agreements, the former British Chancellor
argued.”®

But the British government finds itself at odds with its
partners in the EU over regulation of the City of London,
hedge funds and other private financial institutions.
Furthermore, it is in disagreement with the US over
President Obama'’s call for new restrictions on the size
and scope of banks and other financial institutions.

As a result, with the exception of reforms to bank
remuneration,'® global and national regulation of the
financial sector has scarcely been strengthened since the
onset of the crisis. Some question whether the lessons
of the 2007-2009 crisis have been learned by Britain and
the G-20, and worry that excessive monetary easing and
stimulus within the context of continued financial de-
regulation has, in the meantime, blown up further as-
set bubbles.

There is growing anxiety amongst British policy-makers
with regard to the timing and pacing of the withdrawal
of the G-20 fiscal stimulus, and the return of normal rates
of interest. Because Britain’s households, companies and
banks have a massive debt overhang (from 1990 to 2008
UK debt ratios doubled from just over 200 percent to
around 450 percent of GDP) there is a concern that a rise
in global rates would increase debt servicing costs and tip
the UK economy back into recession.

14. TUC, The Missing Billions, 2008. Available at: http://www.tuc.org.uk/
touchstone/Missingbillions/1missingbillions.pdf

15. Alastair Darling, 4.9.2009. Available at: http://uk.reuters.com/article/
idUKLAL00429720090904

16. UK Treasury: City of London banks agree to support G-20 bonus
reforms, 14.10.2009. Available at: http://www.hm-treasury.gov.uk/
press_92_09.htm
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3. The United Kingdom'’s stance on the role
of the G-20

Britain's need for and the importance it attaches to G-20
leaders’ summits can be explained by:

= its open economy and strong financial sector; and

= the failure of existing international financial govern-
ance (the IMF, the G-8, the World Bank and the post-'99
G-20) to collectively provide early-warning of impending
global economic failure.

According to Lord Turner of the UK Financial Services
Authority, in a speech critical of the IMF, this failure was
due in large part to a complacent collective mind-set
within international institutions. »The predominant view
in policy-making circles was not only sanguine about in-
creased financial intensity and financial innovation, but
positive. What we saw in respect to capital flow liberalisa-
tion in the 1990s .... was the assertion of a self-confident
ideology, which also happened to be in the direct com-
mercial interest of major financial services firms ...«."”

However, the British government continues to priori-
tise the interests of the City of London, and capital
flow liberalisation, albeit on the basis of »responsibil-
ity, transparency and integrity«.” In a September 2009
speech, then Prime Minister Gordon Brown called for
a »smooth transition path to what one might call the
mature phase of globalisation«.” For this purpose,
new global institutional arrangements were deemed
necessary. These, it is hoped, will help ameliorate the
current crisis, prevent future crises and promote »ma-
ture« globalisation, from which Britain’s economy is
expected to benefit.

This is the source of British enthusiasm for the G-20
leaders’” summits and the Financial Stability Board, set
up to »spot risks«, and succeeding the Financial Stability
Forum (set up in 1999 by Gordon Brown, among others,
10 assess risks after the crisis of 1997-98).

17. Lord Turner, speech to the Reserve Bank of India: »After the Crises:
Assessing the Costs and Benefits of Financial Liberalisation«, 15.2.2010.
http://www.rbi.org.in/SCRIPTS/BS_PressReleaseDisplay.aspx?prid=22076

18. Prime Minister's Speech to G-20 Finance Ministers, London,
5.9.2009.

19. Gordon Brown’s speech to G-20 Finance Ministers, 5.9.2009.



Britain hosted and invested considerable political capital
in the September 2009 G-20 London Summit. So com-
mitted was Gordon Brown to the G-20 process that at
the Pittsburgh Summit he won agreement to despatch
one of his closest advisers, Baroness Shriti Vadera, to
support and act as unpaid liaison between G-20 mem-
bers and the current chair of the G-20, South Korea. The
UK set up four working groups, but does not chair any.
It is concerned to reinvigorate the Doha Trade Round,
and to achieve a global agreement on climate change.

However, it is clear that global coordination is not easily
achieved. At a conference in December 2009, Baroness
Vadera is reported to have warned bankers that the
G-20 process was »like herding cats«. One of the key
problems with the group of the world’s wealthiest na-
tions was that they did not want to give up national
sovereignty and coordinate their behaviour.?°

She explained that the G-20 was »not a treaty, not the
WTO, not even a system of air traffic control«. Rather,
countries use the G-20 process to exert peer pressure on
one another as part of the negotiation process.

Substantial differences between G-20 members have
arisen over the European Union’s proposals for regulat-
ing the hedge fund industry through the »Alternative
Investment Fund Managers directive«. This directive will
create a »black list« of countries deemed insufficiently
regulated and, according to some, will significantly re-
strict the ability of funds based in offshore tax havens
(e.g. the Cayman Islands) to raise money from EU in-
vestors. To avoid the black list, countries must have,
amongst other laws, regulations against money laun-
dering and terrorism financing.

The former British Labour government, supported by the
US Treasury Secretary, described the measure as »protec
tionist«, as does the British Conservative party. The previ-
ous Labour government has lobbied on behalf of the
hedge fund industry and tried to block progress of the
directive. As this briefing goes to press, the issue has been
passed from the European Parliament to the EU Council
of Ministers. It continues to drive a wedge between the
Anglo-American alliance and the European members of
the G-20.

20. Baroness Vadera warns European banks to »come clean«, The Times,
8.12.2009. Available at: http://business.timesonline.co.uk/tol/business/
industry_sectors/banking_and_finance/article6948569.ece
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SARAH ANDERSON
Country Fact Sheet — United States

1. The United States’ crisis-related challenges

The Obama administration would like to pursue a more
transformative agenda for international financial re-
form that reflects a broader array of viewpoints, but
it would face serious domestic constraints. President
Obama has struggled with a highly polarised Congress
and formidable corporate opposition to his key eco-
nomic policies. The country is also still reeling from the
economic crisis.

When Obama chose Pittsburgh as the site of the Sep-
tember 2009 G-20 summit, he hoped that, by showcas-
ing a reinvigorated former rustbelt city, he might send
a hopeful message to a world in crisis. As the Toronto
summit approaches, the US financial sector is on the re-
bound, with most top banks returning to profitability,
repaying their direct bailout support and handing out
fat executive bonuses. For ordinary Americans, how-
ever, the crisis is still severe:

= Unemployment is expected to average 10 percent for
2010, with the underemployment rate (including jobless
workers who have given up looking for work and part-time
workers who want full-time jobs) closer to 17 percent.!

= Foreclosures are continuing to rise, with an estimat-
ed 4.5 million families facing the threat of losing their
homes this year.?

= Many state and local governments are slashing social
spending, and at least 10 states are facing possible
bankruptcy.?

2. Relevance and consequences of the G-20
outcomes for the United States’ economic policy

Although it was his predecessor, President George W.
Bush, who hosted the first G-20 summit, President
Barack Obama has never questioned this body’s role
as the premier forum for international economic co-
operation.

1. Available at: http://www.epi.org/publications/entry/jobs_picture
20100305/

2. Available at: http://www.bloomberg.com/apps/news?sid=aVYxPZ56
vjys&pid=20601087

3. Available at: http://www.pewcenteronthestates.org/report_detail.
aspx?id=56044
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Obama’s Treasury Secretary, Timothy Geithner, is a
former official of the International Monetary Fund.
Thus, it was hardly surprising that, at the April 2009
London summit, the first of the Obama presidency, the
United States enthusiastically endorsed the G-20's deci-
sion to allocate massive new funds to the IMF, despite
widespread concerns about the Fund's failure to prevent
— or even predict — the crisis, as well as its long-time
advocacy of financial deregulation. Geithner, who left
a top post in the US Federal Reserve System to join the
administration, was also a natural supporter of the deci-
sion to strengthen the club for G-20 central bankers,
the Financial Stability Board, as the standard-setter for
international financial regulations. The G-20 also of-
fered Obama the opportunity to show a limited degree
of support for multilateralism, without having to face
antagonistic governments in the United Nations or other
more inclusive forums.

These domestic pressures account, at least in part, for
the Obama administration’s mixed progress towards
meeting even the modest commitments of the G-20.

Financial Reform

In June 2009, President Barack Obama announced a
package of financial reforms that, as of this writing, are
still pending in the US Congress. Like the G-20 commit-
ments, the Obama proposals do not call for breaking up
the »too big to fail« banks, banning the riskiest forms of
derivatives or other similar far-reaching reforms. What
they do call for is more or less in synch with some im-
portant G-20 priorities, such as strengthening consumer
protection, increasing the transparency of some deriva-
tives and developing resolution tools for systemically
risky financial institutions. In other areas, however, the
Obama administration has preferred to forge its own
path. Financial sector taxation and executive compensa-
tion are two examples.

Financial Sector Taxation

In January 2010, as public outrage exploded over reports
of massive new Wall Street bonuses, President Obama
announced a plan for a levy on top banks.* Just a few
months earlier, G-20 leaders had assigned the Interna-
tional Monetary Fund the task of studying various options

4. Available at: http://news.bbc.co.uk/2/hi/8458689.stm



for financial sector taxation. German Chancellor Angela
Merkel was reportedly upset that Obama had jumped
the gun and announced his own preferred option rath-
er than waiting for the G-20 as a whole to review the
IMF report and develop a coordinated approach. She,
along with the leaders of France, the UK and several
other European countries, had been pushing for interna-
tional coordination of financial transaction taxes (FTT),
tiny levies on trades of stocks, derivatives, currency and
other financial instruments, as a way to curb speculation
and generate revenues for public investment.

Although the FTT and bank levy proposals are not mu-
tually exclusive, in the months following Obama’s an-
nouncement Merkel and several other leaders appeared
to tone down their support for FTT (which the Obama
administration has not endorsed) and announced their
own plans for Obamaesque bank levies. Thus, by the
time the IMF delivered a first draft of its financial sector
taxation report to G-20 finance ministers in April 2010,
many G-20 governments were already moving ahead
with various versions of the bank levy. IMF Managing
Director Dominique Strauss-Kahn expressed concern
that, if national governments moved too quickly with
unilateral reforms, they would undermine the chances
of global coordination. Treasury Secretary Geithner
countered by stating that the United States would set a
good example by going ahead with a bank tax and he
expected other nations would follow.>

Executive Compensation

In September 2009, the Financial Stability Board, which
the G-20 had established only six months earlier, issued
guidelines recommending that 40-60 percent of bo-
nuses for financial executives be deferred and paid over
a period of years, as a way of discouraging the »short-
termism« that had contributed to the crisis.® The lead-
ers’ statement from the Pittsburgh G-20 summit »fully
endorsed« the FSB’s compensation standards. Within a
month, however, the US Federal Reserve rejected the
FSB’s »formulaic approach«.” The Fed’s own guidelines
remain vague, while executive compensation provisions
in the pending financial reform bills focus not on directly

5. Available at: http://online.wsj.com/article/SB1000142405274870370
9804575202562114524430.html?mod=WSJ_WSJ_US_World

6. Available at: http://www.financialstabilityboard.org/publications/r_
090925c¢.pdf

7. Available at: http://edocket.access.gpo.gov/2009/pdf/E9-25766.pdf
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restricting pay but on increasing shareholder account-
ability and board independence.

Trade and Investment

G-20 leaders have repeatedly committed to expanding
trade and investment liberalisation. For the US govern-
ment, these declarations appear to be perfunctory.
President Obama campaigned on a promise to change
US trade policy to address widespread concerns that
existing deals had elevated the interests of large corpo-
rations above those of workers, communities and the
environment in the United States and around the world.
While Obama has not officially abandoned the free
trade agenda, he has not pushed Congress to approve
bilateral trade pacts negotiated by the Bush administra-
tion nor invested significant political capital in the Doha
round of the WTO. On investment, Obama announced
plans to expedite talks with China over a bilateral in-
vestment treaty, but thus far there has been no sign of
serious negotiations.

The Obama administration does have an intense inter-
est in persuading China to revalue its currency, with the
hope that this might help reduce the crushing US trade
deficit. Since China’s export juggernaut has affected
several other G-20 countries, one might expect this to
be an obvious matter for multilateral coordination. The
G-20's Framework for Strong, Sustainable and Balanced
Growth suggests as much by including a commitment to
»undertake monetary policies consistent with price sta-
bility in the context of market oriented exchange rates
that reflect underlying economic fundamentals«. How-
ever, in early 2010, the Chinese government warned
that international pressure over currency manipulation
would only backfire. As a result, G-20 finance minis-
ters would not even confirm whether the issue was dis-
cussed at their April 2010 meeting.

Aid and Debt

While the United States still lags far behind the global
goal of 0,7 percent of GNP devoted to development
assistance, the President has requested significant for-
eign aid increases in each of his annual budgets, de-
spite the difficult fiscal situation. These funds are still
dwarfed, however, by the massive resources the G-20
has allocated to the IMF for new loans, which will add
to developing country debt burdens. As a Senator,



President Obama was a strong supporter of expanded
debt cancellation, as an efficient means of helping the
poorest countries achieve the Millennium Development
Goals. Since taking office, however, he has not yet made
this a high priority.

Sustainable Energy

Environmentalists were encouraged when President
Obama reportedly played a leadership role in persuading
the G-20 leaders to commit to phasing out fossil fuel
subsidies in their September 2009 statement. Thus far,
however, Obama has not had much success in persuad-
ing his own Congress. His proposed 2011 budget would
eliminate several fossil fuel subsidies, but lawmakers
rejected similar cuts last year. Moreover, the US Execu-
tive Director to the World Bank undercut these efforts in
April 2010 when he declined to oppose a 3.75 billion US
dollar loan to South Africa for a giant coal-fired power
plant. The US Export-Import Bank has also continued to
finance fossil fuel projects.®

3. The United States’ stance on the role of
the G-20

The global crisis has created major opportunities to
transform a failed international financial system. The
government of the United States, the epicentre of the
crisis, has a major responsibility to lead these efforts.
Thus far, however, the Obama administration has used
the G-20 to advance only modest reforms, without fun-
damentally challenging the rules and institutions that
failed to protect the world from disaster. Nearly two
years into the crisis, the »too big to fail« US banks are
even bigger. The IMF, once weakened by its poor track
record in crisis prevention and mitigation, is now more
powerful than ever. The international financial regula-
tory framework is still full of holes. Thus, in the next
phases of the G-20 process, the Obama administration
and its partners will have a great deal to do to build the
international financial architecture needed to support
stable, sustainable development.

8. Available at: http://priceofoil.org/2009/09/16/money-for-nothing-
and-your-climate-for-free/
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Appendix

United Nations Asarr06

General Assembly Distr.: General
11 March 2010

Original: English

Sixty-fourth session

Agenda item 51 (b)

Macroeconomic policy questions: International financial
system and development

Letter dated 11 March 2010 from the Permanent Representative
of Singapore to the United Nations addressed to the
Secretary-General

I have the honour to transmit to you on behalf of the informal Global
Governance Group (3G), comprising the following States Members of the United
Nations: the Commonwealth of the Bahamas, the Kingdom of Bahrain, Barbados,
Botswana, Brunei Darussalam, Chile, Costa Rica, Guatemala, Jamaica, the
Principality of Liechtenstein, Malaysia, the Principality of Monaco, New Zealand,
Panama, the Republic of the Philippines, the State of Qatar, the Republic of
Rwanda, the Republic of San Marino, the Republic of Senegal, the Republic of
Singapore, Switzerland, the United Arab Emirates and Uruguay, a document
entitled, “Strengthening the Framework for G-20 Engagement of Non-Members”
(see annex).

On behalf of the 3G, I would be grateful if you could circulate the present
letter and its annex as a document of the General Assembly.

(Signed) Vanu Gopala Menon
Ambassador and Permanent Representative

10-26893 (E) 150310
T .
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Annex to the letter dated 11 March 2010 from the Permanent
Representative of Singapore to the United Nations addressed
to the Secretary-General

Strengthening the Framework for G-20 Engagement
of Non-members

1. The global economic crisis has underscored the need for more effective global
governance mechanisms for economic policy coordination. The G-20 represents a
significant step in that regard. The G-20 process and the swift, decisive actions that
it brought about helped to avert a global economic depression in the last year. For
the G-20’s deliberations to be translated into effective actions on a global scale, they
will need to be more consultative, inclusive and transparent. This will require the
development of appropriate mechanisms to engage and consult a wider range of
countries.

2. In this regard, the informal Global Governance Group (3G)! would like to
propose the following approach for strengthening the framework of engagement
between the G-20 and non-G-20 members:

* The United Nations is the only global body with universal participation and
unquestioned legitimacy. The G-20 process should recognize and reflect this
reality. The G-20 process and its actions and decisions should complement and
strengthen the United Nations.

It is important that the G-20 engages with the United Nations and its Member
States through predictable and regular channels, including consultations with
the wider membership before G-20 Summits. This will allow all States,
especially smaller States, which constitute the majority of United Nations
Members, to raise issues of concern to them and have their voices heard. In
addition, the hosts of the G-20 Summits should provide the rest of the United
Nations membership with an update after the meetings.

The participation of the United Nations Secretary-General and the United
Nations Sherpa at G-20 Summits and preparatory meetings, respectively,
should be formalized. While the Secretary-General cannot represent our
individual national positions, he is nevertheless in a position to convey the
broad sense of the membership.

There should be sufficient flexibility in the G-20 process to provide for the
participation of non-G-20 members in discussions on specialized issues. It
could take on a “variable geometry” configuration to allow non-G-20 States to
participate in Ministerial gatherings and other working groups involving senior
officials/experts on issues of specific concern to them. Variable geometry has
been practised in many multilateral settings and the 3G subscribes to it in its
approach.

! Commonwealth of the Bahamas, Kingdom of Bahrain, Barbados, Botswana, Brunei Darussalam,
Chile, Costa Rica, Guatemala, Jamaica, Principality of Liechtenstein, Malaysia, Principality of
Monaco, New Zealand, Panama, Republic of the Philippines, State of Qatar, Republic of
Rwanda, Republic of San Marino, Republic of Senegal, Republic of Singapore, Switzerland,
United Arab Emirates and Uruguay.

2 10-26893
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» While we applaud the inclusion of some regional organizations (e.g., APEC,
ASEAN, AU Commission, EU, NEPAD) in the last two G-20 Summits, the
participation of these and other established regional organizations in future
G-20 Summits should be regularized. These regional organizations should
fully participate in the G-20 and its associated processes.

3.  The 3G believes that the above approach would bring greater transparency and
inclusivity to the G-20 process, which in turn would strengthen the process and
build wider support for G-20 actions.

10-26893 3
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