The G20 Summit 1in Cannes:
Chronicle of a Disappointment
Foretold?

By Jérbéme Creel and Francesco Saraceno

Too long and too technical, the final declaration of
collective action of the G20 Summit in Cannes shows that no
clear and shared vision of the economic and financial turmoil
that is rocking the global economy has emerged at the Summit.
And as Seneca reminds us, the disappointment would have been
less painful if success had not been promised in advance.

According to the official announcements, the disappointment
was palpable at the end of a G20 summit in which no
significant progress was achieved [J[Jon the most important
issues of the moment, the revival of growth in particular. The
crucial issues of agriculture and finance gave rise simply to
declarations of intent, with a reminder of the commitments
made on these .. in 2008! The disappointment must be kept in
perspective, however, as the G20 is primarily a forum for
discussion rather than for decisions. Indeed, what remains of
the commitments made in April 2009 by the G20 in London, mired
in global recession? The expansionary fiscal policies?
Forgotten, as a result of the public debt that they have
produced — debt, by the way, that was perfectly predictable.
Strengthened financial regulation? Repeatedly trotted out, but
still not implemented, despite the determination displayed in
Paris on 14 and 15 October 2011. The desire to avoid
protectionism? Barely mentioned, nor did this succeed 1in
preventing the outbreak of 36 trade disputes brought before
the WTO, including 14 involving China, the EU and / or the
United States. ALl that remains is a monetary policy that is
“expansionary as long as necessary”, in the words of the pre-
Summit statements. So does the fate of the international
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monetary system depend simply on the good will of the central
bankers, independent as they are?

The meeting was also troubled by the crisis hitting the euro
zone, which virtually forced off the agenda such important
issues as the resurgence of protectionism, which was relegated
to paragraphs 65 to 68 of a 95-paragraph document. At Cannes,
the emerging economies and the US were spectators of a drama
unfolding between Paris, Berlin, Rome and Athens.

The crisis hitting the euro zone is a result of the
heterogeneity of 1its constituent countries, much as the
financial crisis triggered in 2007 was a result not just of a
lack of financial regulation but also of the increasing
heterogeneity between mercantile countries and countries
presumed to be the El Dorados of investment, on the one hand
China and Germany, and on the other, the United States and
Ireland. This European heterogeneity, one of
four deficiences of the euro zone, has led countries with a
surplus in their current accounts to finance countries running
a deficit. Alone, and with its priority on the fight against
inflation imposed by the Treaty of the EU, the ECB is unable
to promote convergence within the euro zone. However, in the
short term it can end the crisis in the euro by agreeing to
provide full coverage of public debts in the euro zone (see
[1], [2] or [31), and by significantly increasing its
purchases of government debt in Europe. This would maintain
European financial stability and perhaps generate inflationary
expectations, thereby helping to lift Europe’s economy out of
the_liquidity trap in which it has been mired since the
beginning of the financial crisis. Note that despite its
activism, the US Federal Reserve has not so far managed to
create such expectations and remains caught in the same kind
of liquidity trap.

In the longer term, it is necessary to review European
economic governance. The active use of economic policy in the
United States and China contrasts with the caution displayed


http://www.ofce.sciences-po.fr/blog/?p=440
http://www.ft.com/cms/s/0/bd60ab78-fe6e-11e0-bac4-00144feabdc0.html#axzz1cYjvhPUu
http://bruxelles.blogs.liberation.fr/De%20Grauwe.pdf
http://www.ofce.sciences-po.fr/blog/?p=570
http://delong.typepad.com/sdj/2011/11/the-sorrow-and-pity-of-the-liquidity-trap.html
http://delong.typepad.com/sdj/2011/11/the-sorrow-and-pity-of-the-liquidity-trap.html
http://delong.typepad.com/sdj/2011/11/the-sorrow-and-pity-of-the-liquidity-trap.html

by the ECB and with the European reluctance to pursue
expansionary fiscal policies, and more generally with the
decision to build European economic governance on a refusal of
discretionary policies. It would be desirable for the ECB,
while preserving its independence, to be able to pursue a dual
mandate on inflation and growth, and for the rules that
discipline fiscal policy to be “smarter” and more flexible.

Giving the economic policy authorities an opportunity to
implement discretionary policies should not mean forgetting
about the risks posed by the absence of a coordinated
approach, which may 1lead the US Congress to threaten
unilateral compensatory taxes on goods imported from countries
whose currency 1s undervalued. This move is evoking the
specter of protectionism, and the G20 countries should
consider a mechanism to coordinate policy so as to avoid the
trade wars that are already being more or less explicitly
declared.

Furthermore, a currency war does not seem to be an effective
way to protect our economies: the under-or overvaluation of a
currency is a complex concept to apply, and the impact of a
currency’s value on exports and imports is made very uncertain
by the international fragmentation that characterizes the
production of goods and services. Rather than employing a
defensive policy, it is definitely better to substitute an
active industrial policy to take advantage of new
technological niches that create business and jobs.

Finally, for words to have real meaning — to “build confidence
and support growth” in the advanced economies and “support
growth” while “containing inflationary pressures” in the
emerging economies (G20 Communiqué, Paris, 14-15 October 2011)
— we must challenge the “contagion of fiscal contraction” that
is now shaking the euro area and, rather than an additional
phase of rigor, put recovery plans on the agenda in the
advanced economies while interest rates are still low. These
plans must be targeted in order to generate growth and not
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jeopardize the solvency of public finances: it is thus
necessary to encourage public investment. To maximize their
overall impact, these plans need to be coordinated, including
with the actions of the central banks, so that the latter can
support them by maintaining low interest rates. The Summit in
November 2011 was very timely for this kind of coordinated
approach to emerge. Unfortunately, it didn’t.



