G20’s failure at Cannes
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THE world now stands at a crossroads. The future looks grim. It is also in search of leadership and a new economic theory. In 2012, the American economy is set to grow at only 1.8 per cent while the Eurozone made up of 17 countries that have a common currency will see its economy increase by 0.3 per cent. 
The problems the global economy faces are clear: slow pace of recovery, high rates of unemployment in most large industrial countries, large trade imbalances that have created equally large savings imbalances, and inflationary pressures in several large emerging economies. Some of these problems are linked; a problem in one part of the world contributes to the creation of a different problem in another.

There is also the need to develop a new theory of economic management during periods of stress. Such a theory was authored by the British economist John Maynard Keynes to guide the governments during the period of the Great Depression. His thinking helped to develop the Bretton Woods system of global economic management. It also assigned a major role to the state, particularly during periods of economic stress. The modern world has no Keynes at this time with an authoritative voice. There is also a growing concern that the era of multilateralism inaugurated by the founding of the Bretton Woods system in 1944 is giving way to a new wave of nationalism.

According to one interpretation, “Thomas Hobbes is now prevailing over Immanuel Kant in the reordering of the global system”. But there is a paradox in this move. “Governments have ceded power to mobile financial capital, to cross border supply chains, and to rapid shifts in comparative advantage. Control of information now belongs to 24-hour satellite television, and the cacophony that is the web.

The consequence is the crisis of politics. Citizens expect national politicians to protect them against the insecurities – economic, social and physical – that come with global integration. Yet governments have lost much of the capacity to meet the demand.” Of particular concern for the management of the world economy is the role that should be assigned to the state in various parts of the world, in particular in the West. There cannot be sustained globalisation without truly multilateral institutions to guide it. But this is proving hard to do.

There was a brief period of hope that the various “Gs” – the G7 group of rich nations; the G8 that added Russia to the G7 group of the world’s largest economies; the G20 group of the world’s largest economies, including several from the emerging parts of the world – could be trusted to guide the governments around the globe to walk in step. In April 2009, the G20, meeting in London, was able to craft a response to pull out the global economy from the deep downturn from which it was suffering because of the working of the financial sector.

The group then agreed on a massive government spending plan that briefly had China, Europe, the United States and others pulling in the same direction. In the words of Barack Obama, “because of the coordinated action the G20 took then, the global economy began to grow again. Emerging economies rebounded. In the United States, we’ve had 19 straight months of private sector job growth and added more than 2.5 million private sector jobs”. But he emphasised that much remained to be done and that needed international cooperation.

“The G20 nations must deepen cooperation on the range of global challenges that affect our shared prosperity…When we met in London two years ago, we knew that putting the global economy on the path to recovery would be neither easy nor quick. But together, we forged a response that pulled the global economy back from the brink of catastrophe.

That’s the leadership we’ve demonstrated before. That’s the leadership we need now – to sustain economic recovery and put people back to work, in our own countries and around the world.” But that leadership was missing at Cannes, France where the G20 leaders met once again for their semi-annual summit.

According to Moises Naim of the Carnegie Endowment for International Peace, a Washington think-tank, the stimulus agreement reached in London “provided the very strong sense that indeed it was the committee that ran the world. After that every single meeting has been less impactful than the prior one.” Some governments decided not to wait for collective action to materialise. The Swiss, for instance, decided to place a limit beyond which their highly sought after currency would not be allowed to go. On the eve of the G20 meeting in Cannes, the Japanese intervened massively to keep in check the persistent rise in the value of their currency. With these unilateral actions in place it became difficult to put pressure on China to let its currency rise in value and thus help address the problem of global imbalances.

According to one analyst, “as they arrived in Cannes, the leaders of the countries representing 85 per cent of global output found the agenda dominated by political turmoil in Greece and a Euro-zone crisis too hot for the G20 to handle. It produced an action plan for growth and jobs that committed countries to almost nothing they were not already pursuing; and left the international monetary system almost unchanged”. They had little success in making progress on their medium-term goals’’

The Cannes G20 summit ended on October 28 after issuing a communiqué that had more negatives than positives about the role the group was willing to play in addressing the problems faced by the global economy. The document recognised that the Doha round of trade negotiations was not likely to succeed in meeting its development objectives. There was no agreement on funding the European Financial Stability Facility either directly or through the IMF.

The conferees did what is normally done when a consensus cannot be reached. They postponed action to a later date – to the meeting of the finance ministers scheduled for February 2012. According to one newspaper account, “putting a brave face on the lack of agreement, a grim-faced Nicholas Sarkozy, French president, said the communiqué mentioned increased funds for the IMF’s special drawing rights. The latter, Mr Sarkozy added, was likely to be the option adopted in February – probably.”

While all the G20 agreed that “exchange rate regimes that are currently relatively inflexible will be made more flexible, more swiftly, including China”, Beijing did not commit itself to any fundamental change. The Chinese, instead, repeated their demand for better management of fiscal affairs by the economically more advanced countries in America and Europe.

Some nations with sound public finances — Australia, Brazil, Canada, China, Germany, Indonesia, and South Korea — committed to “additional measures to support demand if the economic situation worsens”. This was tepid response to a difficult situation that called for resolute actions.

There were many promises at Cannes but meagre results.

