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Global Cooperation Among G20 Countries:
Responding to the Crisis and Restoring Growth

Michael Callaghan, Chetan Ghate, Stephen Pickford and Francis Rathinam

1 Introductory Chapter

Since the unfolding of the 2008 global financial crisis, the G20 has played a major
role in coordinating macroeconomic policies of major economies and reviving the
world economy.! As the world’s primary forum for international economic coop-
eration, its objectives have been to ensure more sustainable and balanced growth,
achieve economic and financial stability and reform the prevailing international
financial architecture. In the wake of the crisis, there was a sense of urgency and
strong agreement to enact extraordinary policy measures to fend off the collapse of
the real sector because of the “collapse of confidence™ in the financial sector. The
G20 performed spectacularly in this regard: global gross domestic product (GDP)
contracted less than expected in 2009 and rebounded faster than expected in 2010.2

! The global financial crisis of 2008 required a more legitimate and representative forum than the
G8 if it was to effect global macroeconomic and financial policy coordination to ward off immi-
nent depression. It was in this context the G20 Leaders Summit was born.

> World Economic Outlook (April 09) predicted that world output would contract by 1.4% in
2009 and grow about 2.5 % in 2010. However, the actual outcome was —0.5% in 2009 and a 5%
growth in 2010 (Ahluwalia 2011).
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2 M. Callaghan et al.

These coordinated actions were widely credited for forestalling a second Great De-
pression, with the G20 declaring victory at their third summit at Pittsburgh in Sep-
tember 2009 (“It worked™).

Since 2009, Indian Council for Research on International Economic Relations
(ICRIER), along with its partners, has been organizing a high-level annual con-
ference that brings together academics and key policymakers from G20 member
countries and International Financial Institutions (IFIs) to deliberate on a range of
issues related to the G20. The previous three ICRIER conferences in this series,
held prior to the Toronto, Seoul and Cannes G20 summits, had deliberated on the
then G20 agenda. Succinct summaries of these conferences have been published
and widely circulated among IFIs, think tanks and government officials in both
India and abroad. The proceedings served as inputs to policymakers participating
in the summits. I[CRIER hosted its fourth G20 conference on October 7-9, 2012, at
New Delhi in partnership with the Asian Development Bank Institute (ADBI), De-
partment of Economic Affairs (DEA, MoF), International Monetary Fund (IMF)
and Konrad-Adenauer-Stiftung (KAS).

Discussions in the fourth conference focussed on six key areas of concern facing
the G20:

1. The eurozone crisis: short-run challenges and options

2. Rebalancing the global economy

3. Financial sector regulation

4. A new framework for reforming the international monetary system
5. Capital control policy and emerging market economies

6. Austerity and growth

The overarching theme of the conference was the scope for cooperation and coordi-
nation amongst the G20 across several key policy areas.’ Several issues relating to
cooperation and coordination in macroeconomic policy were discussed: the relative
efficacy of rules versus discretion-based coordination*; how to achieve cooperation
across a diverse set of countries especially when cooperation also requires loss of
national interest; has the G20 process run its course; how can the process be made

3 There is a large theoretical literature on the international coordination of macroeconomic policy.
See Pilbeam (2006) for a textbook treatment. The principal argument in favour of international
coordination is that governments will be tempted to pursue suboptimal policies without it. In short,
there will be a failure to internalize the externalities, with the uncoordinated approach leading to
Pareto inefficient outcomes. Bird (2012) however argue that policy coordination does not neces-
sarily imply Pareto efficient gains as individual countries may perceive that they would lose from
coordinating macroeconomic policy when they subvert domestic policy preferences for policy
outcomes that are seen as jointly superior. Further, the bargaining position of individual countries
is unlikely to be equal in securing a coordinated outcome.

4 International policy coordination can take two broad forms: discretion-based cooperation or
rule-based coordination. While many examples of policy coordination favour rule-based coordi-
nation, discretion-based cooperation is typically superior given extreme unanticipated events for
which the existing set of rules cannot cope (Bird 2012). From this standpoint, the London summit
of the G20 in April 2009 was an attempt to organize discretion-based coordination.
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more inclusive; can the G20 regain its stature as a problem-solving group; how can
the G20 strengthen its key function of providing crisis management mechanisms;
and given that the basic rationale for the creation of the G20 leaders’ process was to
manage shocks transmitted by and through the group, how can it best do this.

In addition, broader issues surrounding the role of the G20 in macroeconomic
policymaking were also discussed. For instance, many participants felt that the G20
was an informal and political body that brought together the biggest economies in
the world as a problem-solving group that looked to the future. To be effective, it
should remain a leader’s forum. Some participants felt that there were two sub-
groups in the G20—the BRICS and the G7/G8. These groups brought a flavour of
the past North/South divide, which may limit the sense of a common purpose among
G20 members. For legitimacy, various participants felt the need for G20 countries
to work more closely with non-G20 countries. Legitimacy would also involve a
stronger and more independent accountability process, with regional arrangements
linked to the G20. Other points mentioned included a lack of resource commitments
by G20 members, that initiatives by the chair were over-emphasized and the cred-
ibility of the G20 was hampered by delay in implementing commitments.

Finally, participants felt that there is further scope for cooperation in other areas
such as the consultation process and addressing the pace of IMF reforms. Prede-
termined policy options undertaken by the G20 through a consultation process did
help in feeding back into national policymaking processes.’ This suggests that the
role of the G20 as a coordination mechanism will be crucial. Further, the process
of reforming international financial institutions has been slower than what the dy-
namic emerging economies would like. Reforming the composition of the IMF Ex-
ecutive Board to better reflect the changing economic power of member countries
would help enhance the IMF’s credibility in surveillance and policy advocacy.

1.1 Format of the Volume

Invited contributions from participants in the conference have been divided into six
sections which directly mirror the conference agenda. Each section contains one
lead chapter by a conference participant which provides an extensive review of the
issues of concern for that section. These lead chapters are supplemented by shorter
notes by other participants in that session of the conference.

The volume opens with an introductory chapter by the editors outlining the scope
of the material covered and synthesizing the rich and broad discussion during the
conference. The keynote address delivered by Subir Gokarn (Former Deputy Gov-
ernor, Reserve Bank of India) constitutes a special opening chapter to the volume.

* For example, the Chinese 12th 5-year plan document pretty much reflected what the global
community wanted of it.
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1.2 Overview of Keynote Address

In his keynote address, Subir Gokarn argues that a number of stress points have
emerged in the global economy. Given these, he poses the question whether the G20
can regain its stature as a “problem-solving” group, or whether it is just a “wartime”
grouping that only works when a crisis is at hand.

The author observes that the emphasis of the G20 has shifted from immediate
crisis management to addressing some of the structural factors that were widely seen
to have played a role in causing and spreading the financial crisis. This has made
the G20 a testing ground for providing a viable solution to macroeconomic policy
coordination amongst heterogeneous economies. But the ease with which consen-
sus across the group was found in “wartime” is not being replicated in “peacetime.”
Given the relatively large number of issues over which coordination is required,
the number of possible coalitions and the membership of each country in multiple
coalitions raise concerns about the sheer complexity of the coordination process.

2 The Eurozone Crisis: Short-Run Challenges
and Options

The Euro crisis has loomed as a major threat to global recovery since 2011. A num-
ber of uncertainties, including concerns over whether Greece might have to exit the
euro (see Buiter and Rahbari 2012), the crisis in the euro periphery and the fear of a
prolonged recession in the euro area, made markets nervous.® One reason for market
anxiety—and recurring shocks—is the abysmal crisis management by European
policymakers. Solvency problems in the periphery countries were initially treated
as a liquidity problem, and the proposed support was inadequate, misguided and
arrived late.” Another problem in Europe was that no orderly mechanism existed
for allowing struggling banks to fail (as there was in the USA)?. Participants in the
conference felt that several risks remain elevated and crucial questions unanswered,
such as:

* Why are financial markets still nervous about prospects in the eurozone?

* What reforms are needed to prevent the implosion of the European currency
union?

* What is the efficacy of unlimited liquidity as a response to a banking capitaliza-
tion crisis?

¢ Since 2012 however, coordinated implementation of bank liquidity support, including in particu-
lar the Outright Monetary Transactions operation by the European Central bank, along with capital
regulation in the euro area and well-guided national policies, has helped calm financial markets.

7 First the crisis in Greece was denied, then diagnosed and treated for a liquidity problem while
it was a solvency problem. Further, ECB worsened market sentiments as it demanded preferred
creditor’s status after buying Greek bonds on the secondary markets.

8 For example, the Federal Deposit Insurance Corporation has closed 448 banks since 2008.
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» To the extent that debt mutualization is necessary in the euro area, how it could
be managed, especially in terms of moral hazard, and how quickly could it be
implemented.’

* How Grexit or, more broadly, the collapse of the European currency union would
play out?

* What are the ways to achieve better fiscal coordination and risk sharing among
euro area countries in the medium to long run?

» How would fervent fiscal conservatism in Europe affect European growth pros-
pects and the government finances of member countries, and what would be the
impact on the rest of the world (especially EMEs)?

» How can national economies support growth in the short term while maintaining
long-term commitments to achieving sustainable fiscal positions?

In the lead chapter entitled “Overcoming the Euro Area Crisis: Reforms and Re-
sults,” Holger Fabig, Yannick Kirchhof and Inka Zippe argue that considerable pol-
icy initiatives have been implemented including establishment of the European Sta-
bility Mechanism (ESM), a sterilized open-ended bond purchase programme by the
European Central Bank (ECB), fiscal consolidation programmes in member coun-
tries and the possibility of the direct purchase of sovereign debt by the ESM. Effec-
tive fiscal consolidation'?, an early warning system to manage potentially harmful
internal macroeconomic imbalances, and the Europe 2020 strategy'! for strong and
sustainable growth have resulted in a marked decline in current account deficits,
increased exports and improvement in the competitiveness of the periphery, while
wages have increased in France and Germany. An intergovernmental treaty (the
Fiscal compact) has been introduced as a new, stricter version of the Stability and
Growth Pact. By signing the treaty, 25 countries have committed themselves to in-
troducing uniform, long-term budgetary rules into their national legal systems, pref-
erably at constitutional level. The European Semester has also been adopted by the
European Council and launched in 2011, with a central task to coordinate economic
policies and structural reforms. This improves the integration and implementation
of fiscal and economic reforms in the eurozone. The authors also note progress
regarding budget balances in the euro area. In particular, structural budget deficits
fell on average in the euro area from 6.3 % in 2009 to 3.3% in 2012. Another key
reform step has been the deepening of European banking sector integration. In this

9 Some argue that debt mutualization should be partial, i.e. the EU should put in place a mecha-
nism for internal transfer where less creditworthy nations should compensate the more creditwor-
thy ones and for monitoring fiscal progress of member countries, and also ensure that the national
governments remain responsible to reduce deficits.

19 Nominal budget deficits declined from 6.4 % in 2009 to 3.2 % in 2012 for EU as a whole, while
structural deficits corrected for the business cycle declined from 4.6 % to 2.1 %.

""" Europe 2020 is a strategy adopted by the European Union to address the shortcomings in the
growth models of European countries targeting specifically education, research and innovation,
social inclusion and poverty reduction, and climate/energy for achieving smarter, more sustainable
and more inclusive growth.



