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1. Introduction

The global economic landscape has evolved its way out of the 2008 financial crisis
although there is still a long way to move out of its shadow. Collective actions have
brought significant confidence to the market during the past global financial crisis.
However, as economic conditions vary in different economies, the issues facing national
authorities vary extensively, especially in the short term. In lots of policy areas, collective
actions in the model of what we have witnessed during the crisis period can be both

intellectually immature and politically difficult.

The world economy has been so integrated through trade, financial, and information
flows that economic and political issues can hardly be isolated without causing spillovers
across the borders in one way or another. The need for global policy communication and
coordination grows spectacularly. Given the current global economic and political
conjuncture, there is still substantial room for the G20 to unleash its potentials in raising
global awareness, enhancing meaningful dialogue, and inducing concerted global policy

effort on systemic issues confronting the global economy.

As a forum or platform for global economic governance, the G20 should first engage
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in relevant policy-oriented dialogues among the major economies regarding the
fundamental challenges to the global economy in both the short to long-run timeframe.
Identifying the fundamental challenges is often not a very big challenge in itself, though
people tend to have different opinions on the ordering of importance. Framing the policy
issues in a constructive way on the G20 platform is more challenging and to a large extent
determines the outcome. Based upon sound methodological framework for policy
discussion, more innovative mechanisms should be introduced to promote policy effort
across the board. This is where the G20 can prove its relevance and effectiveness by
answering to the global policy gaps. This on-going process of strengthening the G20 as a
premier platform for global economic governance requires great knowledge, courage and

tactics from the practitioners.

China, now the world’s second largest economy,” is still growing at relatively
robust pace — at least compared with the G7 economies. It has attracted considerable
international attention as the G20 host in 2016. China’s hosting of the G20 comes at a
moment when its leadership has begun to take a more active role in the global stage. Since
the G20 has not yet established a permanent secretariat, the country holding the presidency
plays a crucial role in guiding the priority issues in the agenda and even can exert a special
influence over its working mechanism. How China hosts the G20 will be an essential
manifestation of its role in the global economic order and its own strategy towards

leadership over global economic and financial issues.

China should seize this opportunity to lead by tapping the G20’s potential to address
fundamental global economic challenges, which China’s own interests are increasingly
embedded with. Most challenges facing China’s own economy are not just China’s own,
but exist in different forms for both advanced and emerging economies. Having benefitted
from market-oriented reform, integration with the global economy through, and the
resulting technological catch-up, China provides a most recent relevant case for other
developing economies. However, China also faces great external and internal challenges

ahead in advancing its economic progress.

A world with more economic openness and financial resilience constitutes a key
driver of further expansion of global value chain and technology diffusion. China can help

strengthen the G20’s legitimacy by bringing more of the aspect of fair access and
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distribution of opportunity in trade, investment and finance in relevant policy dialogues.
Through this initiative, China can also show its willingness to support the development of

developing economies outside the G20.

Besides working on a more development-favourable global policy environment, China
can also put effort in developing the G20’s potential in furthering domestic structural
reform within member economies, to lay the market and institutional foundation for
sustainable productivity growth. The G20’s peer pressure mechanism needs to be
strengthened to engage more sincere and meaningful effort in pushing forward member
economies’ domestic reforms. The intense dialogue at the G20 working level can create
positive knowledge spillover for non-G20 countries while the concerted policy effort can be

of exemplary value for them.
2. Exploring the G20 potentials
The G20: past achievements and the seeming impasse

Most observers would agree that the most significant shift in global economic
governance in recent years is the rise of the G20 as the central forum for global economic
governance, replacing the role the G7 has previously held. Although the G20 was
established immediately after the Asian Financial Crisis, it role was limited to more
sectorial issues around economic and financial stability. The Great Financial Crisis has
empowered the G20. The initial national responses to the 2008 financial crisis was patchy
and uncoordinated; despite the cutting of interest rates to record lows by all the major
developed economies, massive fiscal stimulus in the US and China, and the first uses of
quantitative easing, further coordination was needed. This was especially true in the area of
financial stability in the face of potential bank failures. Facing the dire circumstances, the
advanced economies also recognized that the emerging economies have risen to such a
significant share and so much integrated with their own that any solutions within
themselves will be partial. There was also a motivation to seek the backing of ‘surplus’
countries, most notably China, in the global response. The combination of these factors led
the G20 to be expanded in 2008 from a forum for central bank governors and finance

ministers to a yearly summit including heads of government.

The more inclusive membership of the G20 has been an intrinsic advantage of the G20
over the G7 as the key forum for international economic cooperation. From the G7 to the

G20, the number of economies increases by 13 while the GDP share of the world total



increases from 41% to more than 80%°. The G20 has also successfully balanced the
interests of developed and developing powers, and allowed the necessary reforms of global
economic governance to take place. However, going forward, the G20 will face very
different challenges. Many of the reforms the G20 have championed have been criticised.
Furthermore, economic growth may remain permanently lower than pre-crisis levels, and
the G20’s ability to serve as a legitimate organ for economic governance is likely to be

questioned.

The first challenge the G20 will face is to defend its record so far, which has been
criticised from many quarters. Regarding global financial regulatory reform, Vestergaard
and Wade (2012) suggested that Basel III which is “little more than a modest intensification
of Basel II” falls short of expectation. For the IMF reform, although it was nailed down at
the national government’s level, the US Congress did not adopt the necessary measure for
the United States to ratify the reform in 2014 and the 2010 Quota and Governance Reforms
cannot become effective. Regarding global imbalances, since the first sustainability
assessment among the G20 economies, the number of members with excessive imbalances
increased from 7 in 2011 to 9 in 2013 (IMF, 2013). When it comes to the medium-term
fiscal commitments at the Toronto summit, some members missed the target or may very
likely deviate due to the subsequent shocks unforeseen at the Toronto summit. Even the
most recent 2% target raised at the Brisbane summit may face substantial risk of falling

through, considering IMF lowered the growth projection again after the summit.

A return to robust economic growth worldwide would help mitigate many of these
criticisms, but global economic growth has been weak, even seven years after the crisis.
Out of all the major economies, Chinese economic growth has fallen close to 7% and may
continue to decline, while Eurozone and Japan have had near-zero growth since 2012. Only
the US and, to a lesser extent, the UK have returned to anything near pre-crisis levels of

growth.

* IMF figures for 2008.
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There are also questions of the legitimacy of the G20 as an organ for global
governance. During the aftermath of the financial crisis, decisions by the G20 were
accepted as legitimate because it was the existing body that could best take the ad hoc
decisions needed to manage the crisis. However, if the G20 is to transition from a
crisis-management body to a permanent organ facilitating global governance, it must
increase its inclusivity and transparency. While any organisation that does not include all
countries will invariably leave some groups out, the method by which the G20 invites other
countries to participate is still ad hoc and not transparent. These concerns are especially
notable given that many of the decisions made by the G20 are administered by international
organisations such as the IMF which have its own issues with accountability and

transparency (Subacchi and Pickford, 2011).
The other side of the coin: the G20 potentials to be explored rather than defined

With all the criticisms on the imperfections of the G20, no one can deny the changing
nature of the global economy and the rapidly widening sphere for global policy

coordination. With the increase in economic openness after the Cold War and information



technology greatly reducing transaction costs, flows of trade, capital and more pervasively,
information have been intensifying, leading to a global economic system where national

boundaries appear nominal or unnatural.

Policy coordination could be as difficult as one imagines given the conflicting national
interests and political constraints. But as Bayoumi and Pickford (2014) pointed out, rather
than seeking small gains from more optimal policies, the unbearable or unforeseeable costs
of not cooperating are a more important driver. Therefore, given all the disappointment
around its effectiveness, the G20 continues to be the focal point of global economic policy
coordination. Another fact is, once established and put into running, the G20 has existed as
a political reality. Existing questions of legitimacy are unlikely to discredit the G20,

barring any other formidable situation which invalidates the current group.

Given the large room for global economic policy coordination, the real question for
the G20 is what a global steering committee can do under evolving global economic
context and national political constraints and how it can play to its potential. Collective
policy actions are often the most direct output to be observed, but by no means the only
measure. Since the realistic room for global economic policy coordination vary from one
issue to another, due to their different game structures in essence, it will be far from

objective if we have similar expectations for all.

The G20 should first engage in relevant policy-oriented dialogues among the major
economies of the fundamental challenges to the global economy in both the short to
long-run timeframe. Identifying the fundamental challenges is often not a very big
challenge in itself, though people tend to have different opinions on the ordering of
importance. Framing the policy issues in a constructive way on the G20 platform is more

challenging and to a large extent determines the outcome.

The Australian presidency has provided a recent case, i.e. the “2%” goal. Working
cooperatively towards a measurable goal has been proposed by Australian presidency to
foster policy commitment when the ground of collective action is being eroded. This
quantitative goal works like an umbrella, covering quite diverse and detailed growth
strategies from the G20 countries while showing a concerted effort. Without the theme, the
20 versions of growth strategies will be very difficult to communicate to the public. This
has been an innovation on the G20 agenda, and will likely spur similar efforts in this

regard.

One would suspect that this kind of strategy may be more of a public communication
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nature than leading to any substantive progress in global economic policy coordination.
Albeit correct this tends to over-simplify the interactive process of global economic policy
coordination. Even by the practice of articulating national policies in a collectively coherent
manner leads to converging of the framework for policy discussions for these diverse
national governments. It expands the common thinking ground on which further policy

coordination becomes possible.

Based upon sound methodological framework for policy discussion, more innovative
mechanisms or improvement on existing mechanisms should be introduced to promote
policy effort across the board. This is where the G20 can best prove its relevance and
effectiveness by answering to the global policy gaps. The peer pressure mechanism,
enabled through the Mutual Assessment Progress (MAP), has introduced considerable
pressure for the working level. However, this mechanism needs more refinement. 10s’
technical support is essential. Beyond the internal pressure mechanism which is largely
opaque to the public, external pressure mechanism should also be introduced at the working
level or ministers’ meeting level. An important aspect is to encourage more involvement of
think tanks not just in terms of raising issues, but also in assessment of the relevance,
implementation and impact of policy commitments. The on-going process of strengthening
the G20 as a premier platform for global economic governance requires great knowledge,

courage and tactics from the practitioners.
3. Shared Opportunity for China and the G20
China’s role in the global economy and the G20

China is one of the one of the world’s main economies. In terms of PPP, China’s GDP
now accounts for more than 16% of the world total in Purchasing Power Parity Terms, even
surpassing the U.S. in 2014. It will rise to nearly 19% in 2020 * In terms of trade, China is
the No.l trading nation in goods, with export accounting for 12.7% of the world’s total
trade in 2014°. China has also become the largest or among the largest importer of many

globally traded commodities.

With the growing importance of China in the world economy, China has become an
important partner in global economic governance. Before the Great Financial Crisis, the
rising trade surplus in China to a large extent reflected a mirror image of the widening trade

deficit in the United States. China’s exchange rate arrangement and current account

* Source: IMF World Economic Outlook Database
* Figures are from China’s Ministry of Commerce.



adjustment suddenly assumed global significance, no longer just its own business. While
China was pushed into the centre stage of global economic policy discussions by events, its
authorities were reluctant to take too strong a leadership role too soon, as the country was
still a developing economy with still many people living under the official poverty line. For
instance, in their September 2011 White Paper ‘China’s Peaceful Development’ the
government’s stated position was that “For China, the most populous developing country,
to run itself well is the most important fulfillment of its international responsibility”.
Immediately after the crisis, China took largely a defensive role in the G20 though it also
recognized the significance of the G20 as providing an opportunity to engage more
extensively in global economic governance on issues other than global imbalances, a role

which is only beginning to change.

Two important factors have contributed or will continue to contribute to the change of
China’s role in the G20. First, China’s current account surplus has been greatly reduced in
recent years as a percentage of GDP, decreasing from over 10% in 2007 to 2% in 2014°
while China’s exchange rate is more flexible, having widening the renminbi’s trading range
to 2 percent a day (up and down) and having introduced a two-way currency risk in
February 2014, and it is no longer undervalued according to IMF’s assessment recently
(IMF, 2015). As a result, the peer pressure from G20 process has lessened. Second, China’s
influence relative to other major economies has grown very quickly, gaining influence
faster than even its own leaders expected (Wang, 2011). China has been more and more
assertive and active in playing a key role in international economic cooperation. In
particular, the development of the BRICS group after the global financial crisis can be seen
as a key event in China’s developing a more active role in global economic governance.

The G20 presidency will also be seen as an example of this trend.

There are quite high expectations on the role of China in the G20 and in global
economic governance from both domestic and foreign observers. However, due to China’s
different political system and long-cherished diplomatic strategy of “hiding own light
(keeping a low profile)”, China’s view on the world and its strategy in global affairs have
not been made quite clear yet. China’s presidency for G20 in 2016 will be a comprehensive
manifest of the view of China’s top leadership on global economy, global economic

governance as well as China’s aspirations.

China and the G20
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Given the rotating mechanism for the G20 presidency and the fact that no permanent
secretariat has been established, the country hosting the G20 can play a very critical role in
terms of agenda setting and leading the concerted policy effort. Thus, the host country will
also leave its own record in shaping the global economic governance within the new global
economic context. As the largest emerging economy quickly catching up and a relatively
new player in the global arena, China has attracted significant attention by taking the G20
presidency in 2016, which is also partly due to China’s distinct domestic institutional and
governance model. How China handles the presidency will showcase China’s top
leadership’s view on global economy, global economic governance and China’s role in
both. It will also be a good opportunity for China to develop its own leadership roles in

global economic policy dialogues.

In recent years, there has been also a gradual evolution in the G20’s agenda from
short-term focus to medium to long-term focus since the Los Cabos summit in 2012. This
evolution is a natural response to the development of global economy. After the global
financial crisis, global economic environment has generally been weak while subject to
various negative shocks. The recovery from the crisis has proved to be much longer and
weaker than expected, resulting in IMF continually adjusting its forecast downward for the
world GDP growth. In most G20 countries, the macroeconomic policy tools have been
wielded to their extremes and the room for further stimulus is very limited while entailing
higher than usual risks, while the global recovery has been held back by some fundamental
challenges including significant excess capacity, a decline in potential growth and poor

productivity performance.

Given this background, short-term issues like global mix of macroeconomic policies,
or spillover effects of unconventional monetary policy in major advanced economies are
still catching issues in G20 processes, they have become standardized to some extent in the
G20 agenda and their potential for global cooperation have largely been explored. On the
other hand, longer-term issues like investment or structural reforms have attracted more and
more attention, as these issues are more relevant for raising productivity and potential

growth rates.

This shift of focus in agenda in the G20 countries corresponds well with the China’s
economic transition and the subsequent huge demand for further reforms. China’s GDP
growth has slowed down since 2011, reflecting to a large extent the slowing down of global

growth as well as difficulties with China’s own structural adjustment. As with the global
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economy, China can no longer revert to the growth model before the crisis, because it will
only exacerbate the overcapacity issue and the risks in the financial system. Two features
from China’s own experience — one external and the other internal — can be drawn on in
addressing these issues: externally, the integration with the global economy through more
openness in trade and investment within a stable international financial and monetary
system; internally, deepening reforms to facilitate resource allocation, encourage
entrepreneurship and innovation, while promoting fiscally sustainable public investment in

both infrastructure and human capital.

Leading a more global effort on promoting economic openness in trade and
investment will not only be in China’s interest, but also in the interest of most other
countries. Specifically, how to promote trade and investment in a more balanced and
inclusive way, will be a very relevant issue for a large number of developing countries.
Considering disputes around TPP and other regional free trade agreement in recent years,
this is an area where the G20 can explore possibilities for more global cooperation or even

coordination.

Strengthening the resilience of global financial and monetary system is also an area
where more work should be done by the G20, which China will have a special interest due
to the internationalization of the renminbi. Some of the key issues here include
progressing with reform in the global financial infrastructure, establishing an extensive,
multi-layered and adequate global safety net while controlling moral hazard, and promoting

a multicurrency international monetary system.

Pushing forward structural reform agenda pivoting around promoting potential growth
and productivity will also be an important area that China’s core interests intersect with
other G20 countries as well as other non-G20 countries. If the G20 can lead on structural
reform and set good examples for non-G20 countries, it also provides a strong testimony

for G20’s efficacy.

To ensure the G20 work in various areas to deliver solid steps ahead, China could also
initiate an agenda on streamlining G20 processes and enhancing its effectiveness and
legitimacy. There are lots of issues that can be challenged about the status quo, for example,
why there is no rotating or selection mechanism for the chair of some working groups, or
how to ensure the coherence of the work in different working groups when overlaps are
inevitable in most cases. More innovative mechanisms or improvement on existing

mechanisms can also be considered to promote policy effort across the board. The peer
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pressure mechanism, enabled through the Mutual Assessment Progress (MAP), needs more
refinement and better assessment, in which 10s’ technical support is necessary but may not
be enough. Beyond the internal pressure mechanism which is largely opaque to the public,
external pressure mechanism can also be considered, like encouraging more involvement of
think tanks in assessment of the relevance, implementation and impact of policy

commitments.
4. Conclusion

Considering the performance of the G20 after the global financial crisis, slow and
uncertain pace of global growth relative to pre-crisis levels, and doubts over the G20’s
efficacy except for crisis management, the current state of global economic coordination
can still be improved, even within all the political and institutional constraints. For the G20
to perform the role of steering global economic policymaking, there are multiple ways to

exert its influence besides collective action, which can also bring about great value.

The G20’s potential lies in correctly addressing to the knowledge and policy gap in an
increasingly globalized economy which renders simple and isolated policy model
ineffective. As the most up-to-date mechanism created in response to a highly globalized
world economy, the G20 is a platform that balances between representativeness and
efficiency. Though far from perfect, the informality in organization and elasticity in agenda,
sometimes criticized by observers, proves to be more a strength than a weakness. This
feature corresponds to the dynamic global landscape the world economy has been
undergoing. The constant questioning of its relevance and representativeness feed it with

more inner energy rather than discourage it.

For the G20 to effectively respond to the fundamental challenges to the global
economy, G20 practitioners need to frame the issues in a constructive way based on sound
research, of which technical support from International Organisations is an essential part.
The frontier nature of the G20 policy discussion also means technical capacity of
International Organisations will be put to test but this can also lead to the interplay between
G20 policy discussion and the policy research or even academic research agenda. Secondly,
G20 practitioners should develop more innovative mechanisms to promote policy effort
across the board. Besides peer pressure mechanism, external pressure mechanisms should
also be designed and introduced to promote necessary transparency and thus legitimacy of
the G20. An important aspect is to encourage more involvement of think tanks not just in

terms of raising issues, but also in assessment of the relevance, implementation and impact
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of policy commitments.

Amid a general recognition that the global economy cannot revert to a pre-crisis
growth model while productivity growth remains weaker than the pre-crisis period, China
can draw from its own development experiences and lead more global effort on promoting
economic openness in trade and investment in a more inclusive and systematic way, to
ensure more opportunities for all, including the non-G20 countries. China can also
strengthen the G20 structural reform effort by focusing on the market and institutional
foundation for higher and more sustainable productivity growth. If the G20 can lead on
structural reform and set good examples for non-G20 countries, it also provides a strong
testimony for the G20’s efficacy. For China, by contributing in strengthening the G20’s
role in steering global economic policy agenda, it can also strengthen its role in the global

policy arena.
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