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ABSTRACT

This paper examines the Group of 20 (the G-20)* in the context of international
relations, especially the G-20’s impact on global governance and international security,
and the G-20'’s significance for Canada and the conduct of Canadian foreign policy. It
will show that the G-20 embodies the changing way the world interacts and it will argue
that the group works and is needed, but that it can work better and become a more
important and more effective element of global management.

At the same time, the G-20 will not itself be sufficient to govern the world and should
not be judged harshly as a consequence. The group can complement but not replace
existing international organizations, especially the United Nations, although it can
provide impetus to their work and utilize their capacity, becoming, if G-20 members are
sufficiently sagacious, a key steering group of the network of organizations, institutions,
associations and treaties by which states govern relations amongst themselves. The
paper will also argue that if, as is likely, the G-20 endures, it will change the context in
which Canada pursues its foreign policy and change, as well, how that policy is
conducted, making the institution of prime minister even more paramount in the
pursuit of Canadian interests abroad and the protection of Canadian values than it has
yet become. More than ever, the prime minister will be the face and voice, indeed the
personification, of the government of Canada on the international stage.

* Paul Heinbecker is a Distinguished Fellow at the Centre for International Governance
Innovation and inaugural Director of the Centre for Global Relations at Laurier
University; he is a former Permanent Representative of Canada to the United Nations.
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OVERVIEW AND EXECUTIVE SUMMARY *

It is early days to draw definitive conclusions about the future of the G-20t. It has yet to
graduate fully from crisis response to agenda-setting, and from financial re-engineering to
global economic governance. Regenerating global economic growth and adopting financial
regulatory reforms to prevent a repeat of the worst economic crisis in nearly 100 years has
necessarily remained the main task for the G-20, the self-appointed premier forum for
international economic cooperation. The impact of the G-20 on the management of global
financial affairs has been positive and significant, albeit not sufficient.

It is apparent already that the G-20 could do more, regarding both the international economy
and financial crisis and the major political and security issues of our times. Enlarging the
agenda is difficult for the group partly because the economic crisis is proving stubbornly
persistent, even if the depression wolf has been driven from the world’s door, and partly
because the group’s members are not united either on the diagnosis of what is needed to put the
global economy on a strong, sustained growth path or on what a broader agenda would entail.
Some believe, as French President Nicolas Sarkozy, the next G-20 host, apparently does, that
the world needs G-20 leaders to enlarge its agenda. There would potentially be value in the
G-20 addressing hybrid issues that have economic and other ramifications, such as climate
change and political/security issues, notably failing states, terrorism, UN reform, the Iranian
nuclear program, etc.

It remains to be seen whether common ground among the world’s most powerful leaders will
expand and a shared sense of responsibility for global governance will emerge as they address
themselves to the over-arching, sometimes zero-sum problems they face. It is not impossible
that in a smaller forum (smaller, that is, than the UN), their differences deriving from different
cultures, languages, experiences and economic philosophies will just be more starkly apparent
but little or no easier to resolve. So far there has apparently been some disposition to stake out
positions in the G-20 rather than to enter into cooperative problem solving. There is a risk that
if the expected benefits of small group dynamics are too slow to materialize, the G-20 will
become more a mini-UN than a macro-G-8. In that case, both the G-20 and the world body
would be the poorer. One of the most important global governance issues the world faces is the
quality and nature of the relationship between the nascent G-20 and the sexagenarian United
Nations; both are necessary but neither is sufficient and cooperation can bring synergies. It is
very much in everyone’s interests to work constructively for a more cooperative and productive
future for both. Further, it is in Canada’s interests in particular to bend every effort to make the
G-20, which affords us extraordinary opportunities to promote and protect our interests,
successful.

* Other works by Paul Heinbecker in the same field include:“The Future of the G-20 and Its Place in
Global Governance”, Centre for International Governance Innovation, April 2011; The “New”
Multilateralism of the 21st Century” with Fen Hampson in Global Governance, a Review of
Multilateralism and International Organizations, forthcoming, 2011 and The United Nations and the
G-20: Synergy or Dissonance?”, in Global Leadership in Transition: Making the G-20 More Effective and
Responsive, Colin I. Bradford and Wonhyuk Lim (eds.), Brookings and the Korea Development Institute,
Washington: Brookings Institution Press, June 2011.

T The G-20 comprises Argentina, Australia, Brazil, Canada, China, Germany, France, India, Indonesia, Italy,
Japan, Mexico, Nigeria, Russia, Saudi Arabia, South Africa, South Korea, Turkey, the United States and
the United Kingdom. Spain is an unofficial member and the Netherlands has attended. The EU qua EU is
represented. See the chart at the end of this paper for group memberships.



CONCLUSIONS AND INSIGHTS

The G-20 and the Crisis

The Group of 20 heads of government came into being in 2008 because economic
catastrophe loomed, preventive action and remedial steps were urgently needed, and the
existing global governance organizations and institutions were unequal to the tasks. As
well, the ground had been prepared for institutional innovation.

Notwithstanding sometimes warranted criticism, the G-20 countries have been successful in
averting grievous harm to the global economy including quite possibly a depression; they
have stuck tightly to their top priority of economic and financial reform.

The G-20 countries have been largely effective in financial re-engineering to mitigate the
crisis, although more remains to be done, notably with respect to implementing Basel I1I
banking reforms, providing the authority and resources required by the new Financial
Stability Board (FSB) and solving the issue of financial institutions that are too big to fail;
and carrying out and strengthening the Mutual Assessment Process (MAP), the backbone of
the “Framework for Strong, Sustainable and Balanced Growth™” adopted at the Pittsburgh
G-20 Summit in 2009.

The G-20 countries have done less well so far in addressing the highly political tasks of
resolving the current account, trade and budget imbalances conundrum, whose roots go
deep into the economic and political philosophies of the world’s largest economic players,
although thanks in part to Canadian brokering progress was made by G-20 finance
ministers in Paris in February in establishing criteria by which dangerous imbalances can be
measured and assessed.

The larger story of the G-20, including its much criticized performance at the Seoul
summit, is not that the G-20 is failing to resolve intractable issues but that the issues are
intractable and the G-20 is working on resolving them.

Absent the G-20, the world might find itself in a Smoot-Hawley environment and in
depression. In any case, there is no other forum where prospects for agreement are better.

The G-20 and Global Governance

The G-20 has not yet transformed itself from a global crisis response group to a global
steering group. Further, it still lacks consensus on the nature of what it is that ties members
together i.e., global interdependencies.

The G-20 will not in any case itself be sufficient to govern the world. Through cooperative,
transparent relationships, it can complement existing international organizations, not replace
them.

There would be benefits if the G-20 countries broadened their agenda to address the world’s
most pressing hybrid issues such as the economic and financial dimensions of climate
change, along with non-economic issues, including global governance reform.

The exclusive nature of the group promotes efficiency but limits its effectiveness in rallying
wide-scale support for its decisions. It needs the cooperation of other bodies to extend its
reach.

A reciprocal, quality relationship between the nascent G-20 and the sexagenarian United
Nations is necessary. Both institutions are needed, neither is sufficient and cooperation
between the two is likely to yield synergies.



The G-20 faces serious operational challenges deriving from diverse philosophies,
experiences, languages and cultures, as well as logistics that encumber the group’s
effectiveness. However necessary, the cooperation of 20 sovereign and powerful countries
was never going to be easy or simple to achieve.

The G-20 will probably supplant the G-8, which might survive as a high-level dinner
meeting on the margins of other events. There will not be a G-2, and likely not a G-5, for
the same reasons that the G-8 is inadequate: the membership would be too narrow to solve
all problems on its own and insufficiently powerful to compel others’ cooperation.

The G-20 and Security

As most major states have too much at stake economically and socially to risk a role of the
military dice against each other, perhaps the most effective action the G-20 countries can
take to improve international security is to strengthen economic relations between them by
implementing their commitment to strong, sustainable and balanced economic growth.

To the extent the G-20 is successful in promoting an environment of trust in which all
acquire “habits of cooperation,” there will be spillover effects into security relations,
reducing frictions between members and facilitating problem solving, as has been the case
in the past between Russia and the rest in the G-8, which could be especially beneficial for
the Asian members of the G-20 who have fewer effective organizations within which to
subsume their differences and work cooperatively.

If the G-8 experience is any guide, the G-20 leaders will sooner rather than later start to
consider political/security issues; if they don’t, the G-20 might die of boredom!

To the extent that the G-20 qua G-20 will concern itself directly with security, it will likely
do so in response to phenomena such as organized crime and terrorism, although the threat
the latter poses is comparatively small (many more people died from extreme weather last
year than from terrorism cumulatively in the past 40 years).

We are entering into a time either of enhanced cooperative governance if we are wise or
zero-sum international competition if we are foolish; the G-20 could be decisive in
determining which it is to be.

The G-20 and Canada

If, as is likely, the G-20 endures, it will change the context in which Canada pursues its
foreign policy and become a major locus for the promotion and protection of Canadian
interests and values.

It will also change how Canadian foreign policy is conducted, becoming a vital avenue and
instrument for the pursuit of Canadian interests abroad and the protection of Canadian
values.

More than ever, the prime minister will be the “point man” of Canadian high-level
diplomacy, becoming the face and voice, indeed the personification, of the Government of
Canada on the international stage.

The institution of prime minister will be thus even more paramount in the conduct of
Canadian foreign policy.

Canada should make the most of its membership in the G-20, and seek to broaden its
agenda to suit Canadian interests, especially as we will not be in the UN Security Council
for some years to come.



THE INTERNATIONAL CONTEXT

Globalization continues to change our world before our eyes and, notwithstanding the constant
repetition of bad news by today’s 24-hour news cycle, largely for the better. Since 1950, gross
world product has increased more than eightfold and average per capita income has more than
tripled. Since 1990, almost 500 million people have climbed out of poverty.” Average life
expectancy has increased by almost 50 percent. The global literacy rate has increased from

56 percent in 1950 to 82 percent in 2004.” Despite the predations of terrorism and the failing of
fragile states, the world remains largely at peace. According to a report of the independent UN
High-Level Panel on Threats, Challenges and Change in 2005, there were fewer interstate wars
between countries large or small in the second half of the 20th century than in the first half,
despite a nearly fourfold increase in the number of states.” And the number of intra-state wars
declined dramatically since 1992, before increasing slightly since 2003.*

Most countries, including most major countries, increasingly put economic prosperity at the
heart of their foreign policy. The US is a major exception, although there are signs that hard
economic times and vast deficits are forcing reconsideration there too. Further, the sheer
destructiveness of contemporary military technology, even “conventional” technology, makes
war between major states increasingly irrational and improbable, except by inadvertence or
miscalculation. Most states have too much at stake economically and socially to risk a role of
the military dice.

People in almost every region are healthier, richer, better educated, more secure and better
connected electronically —as well as more numerous—than ever before. More than two billion
people have access to the Internet, and more than five billion have access to cell phones, which
together are becoming a tool of democratization or, at least, public information and protest.’
People are more and more linked to each other and have progressively greater access to
information, as the revolution in Cairo’s Tahrir Square showed. As a consequence, governing
this world presents challenges more complex than ever before. States remain predominant in
global decision-making but technology is making it possible for more and more people to be
involved in the world beyond their borders and for more and more individuals and groups to
affect the environment in which states conduct their foreign (and national) policy. The same
phenomenon affects the operations of multilateral organizations.

Sources: Compiled by Earth Policy Institute with 1950-1979 from Worldwatch Institute, Signposts 2001, cd-Rom
(Washington, DC: 2001) (Worldwatch update of Angus Maddison, Monitoring the World Economy 1820-1992 [Paris:
oecd, 1995]); 1980-2005 from International Monetary Fund, World Economic Outlook Database, at
www.imf.org/external/pubs/ft/ weo/2006/02/data/index.htm, updated September 2006; United Nations, World
Population Prospects: The 2004 Revision (New York: 2005); U.S. Commerce Department, Bureau of Economic
Analysis, “Implicit Price Deflators for Gross Domestic Product,” Table 1.1.9, revised August 30, 2006, at
www.bea.gov; Unesco Institute for Statistics, Data on Illiteracy, for Population Age Fifteen and Older:
http://www.uis.unesco.org; Economic and Social council E/CN.9/2010/3, January 28, 2010.

See the UNESCO Literacy Report 2008 http://www.uis.unesco.org/template/pdf/Literacy/LiteracyReport2008.pdf

See A/59/565, “A More Secure World: Our Shared Responsibility,” Report of the High-Level Panel on Threats,
Challenges and Change, December 2, 2004, p 12.

Human Security Report Project, Human Security Report 2009/2010: The Causes of Peace and the Shrinking Costs of
War. Pre-publication. Vancouver: HSRP, 2010. (Forthcoming in print from Oxford University Press Brief, Figure
10.1.

“The Digital Disruption: Connectivity and the Diffusion of Power,” Eric Schmidt and Jared Cohen, Foreign Affairs,
November-December 2010.



Although the US will long remain the pre-eminent state, Asian political and economic power is
growing perceptibly and the centre of economic gravity is shifting eastward, and southward.
China, though far behind the US by most economic, social and military measures, is making
rapid progress’, as are other emerging economies, with the result that in the decades ahead, no
country will determine unilaterally the course of world events. At the same time, competition
between states is at least as much economic as military in character, with the size of a state’s
Gross Domestic Product (GDP) and its attractiveness to others in terms of quality of life
increasingly a currency of power and influence. We are entering into a time either of enhanced
cooperative governance if we are wise or zero-sum international competition if we are foolish.
The G-20 could be decisive in determining which it is to be.

The global institutions through which the world governs itself have been struggling for over a
generation to respond to the world’s rapidly changing expectations and demands. The UN, the
International Monetary Fund (IMF) and the World Bank have for some considerable time faced
challenges of effectiveness, efficiency and legitimacy as they have considered whether and how
to acknowledge the emergence of new powers and to accommodate growing popular
engagement. The G-8 has faced similar problems. The G-20, potentially the most important
innovation in global governance since 1976, when the G-7 was formed, or even since the
creation of the UN and Bretton Woods institutions in the 1940s, is important both for what it
is—a body whose membership is a frank acknowledgment of the power shifts underway in the
world—and for what it can potentially do to help world leaders cooperate to deliver effective
global leadership and governance, if those leaders have the wit and will to use it effectively and
creatively.

This paper will attempt to answer three key sets of questions:

* How well is the G-20 doing, and what does the future likely hold for it? Will it complement
or conflict with the G-8, the UN and other global institutions with security avocations? Is the
G-20 still necessary?

*  What are the consequences of the G-20 for international politics and security likely to be?

e How will all of this affect Canada, particularly Canadian foreign policy and what should
Canada do about it?

None of these questions can be answered confidently at this time and certainly not definitively,
but thinking about them now is essential to our adapting to a world that is changing rapidly.

° But according to Branko Milanovich in “The Haves and Have-Nots,” as quoted by Doug Sanders in the Globe and
Mail. January 22, 2011, “Even as the Chinese worker has gone from $525 per year to $5,000 in two decades, the
average American worker has gone from about $25,000 to $38,000,” the income gap has widened in favour of the
American.



THE SHORT, LARGELY SUCCESSFUL, BUT SO FAR MOSTLY ECONOMIC, HISTORY OF
THE G-20

In international relations as in everything else, necessity is the mother of invention, timing is
everything, and opportunity comes to prepared minds. The G-20 heads of government came
into being in 2008 because economic catastrophe loomed, preventive action and remedial steps
were urgently needed and the existing world governance organizations and institutions were
unable to resolve the major financial issues that the highly innovative and equally reckless
American and European financial communities and their feckless regulators and overseers had
created in the preceding two decades. The G-20 also came into being because the ground had
been prepared for institutional innovation.

The G-20’s Origins

The origins of the Group of 207 are traceable to the successive financial crises at last century’s
end—the Mexican peso crisis, the Asian financial contagion and the Russian default—when it
became clear that existing institutions were inadequate to meet the challenges they faced.
Then-finance minister Paul Martin and his US treasury secretary counterpart, Lawrence
Summers, among others, recognized that the G-7° of leading industrial countries was unable to
respond effectively to financial crises because the governments seated around the table were
not able to carry out or enforce the decisions they made. Crucial players, capable of resisting
G-7 decisions or ignoring them altogether, were absent. To remedy the problem, Martin called
into being the G-20 finance ministers group, which thereafter met as an entity. In Martin’s
words in 2001, “[n]obody’s going to follow a G-7 dictate. They [the emerging powers and the
faltering economies] have got to be at the table and be part of the solution.” Further, even
though the G-20 represented the lion’s share of global GDP, large parts of the world were not
represented and the hope was that countries like South Africa, and others, would take a
leadership role in their regions, promoting best practices and sound policies.

As the heat of that financial moment cooled so, too, did the ardour of finance ministers for
their G-20—possibly a harbinger of things to come for prime ministers as the “Western
Financial Crisis” subsides. The G-20 finance ministers, as an institution, nevertheless endured,
and engaged in meaningful debate in a frank, informal manner, seeking consensus, building
habits of cooperation and creating personal relationships that were ready to be called on when
the time came to do so. When Martin subsequently became prime minister in 2003, he
perceived before many other leaders did the rapidity with which power realities in the world
were changing. To respond to the times, he called for upgrading the G-20 to the level of
leaders, and he also commissioned Canadian think tanks, notably the Centre for International
Governance Innovation (CIGI) in Waterloo and the Centre for Global Studies at the University
of Victoria, in cooperation with Brookings, Princeton, Oxford and others, to research the
modalities of such an upgrade. In 2005 he wrote that “an effective new [leaders’] group,
focused on practical issues of global importance, is something that the world very much
needs.”"’

7" For an interesting and detailed assessment of North-South relations, see Global Governance and Emerging
Economies— An Indian Perspective, by Shyam Saran, former Indian foreign secretary and national security adviser
of Prime Minister Manmohan Singh, 2010.

8 The US, Germany, the UK, France, Italy, Japan and Canada.

? Interview with Paul Martin, Canada’s Minister of Finance and Chair of the G-20 conducted by Candida Tamar
Paltiel, G-8 Research Group November 18, 2001, Ottawa.

10 Paul Martin, Prime Minister of Canada, A Global Answer to Global Problems, Foreign Affairs, May/June 2005.



It was an innovative idea whose time had not quite come, however, meeting inertia and even
resistance in several G-8 capitals and above all in Washington where president George W. Bush
was simply not interested in participating in one more multilateral summit group where US
power and freedom to maneuver would be constrained by combinations of others less
powerful. Further, most G-8 members were comfortable in their small, familiar, like-minded
group, where they could talk relatively freely with one another. Further, the prestige and thus
domestic partisan political advantage that such exclusivity appeared to confer were also
factors; better to be seen in the intimate company of the instantly recognizable (by the public)
powerful Western leaders than that of the less médiatique arrivistes, to be a big fish in a
smaller pond. They preferred to enlarge their group informally, inviting other leaders, and
heads of international organizations, to join the proceedings only on issues for which their
presence could not be avoided. Various formulations were used, e.g., G-8 + others and G-8 +
G-5, all of which had the G-8 as the core.

At the same time, the emerging powers, especially China and Brazil, but also India and
Mexico, did not relish the idea of being “outreach” countries and were increasingly chafing at
G-8 expectations that they should be satisfied to wait in the corridors for a summons to join the
top table for figurative dessert—and to share the tab for dinner. As their global significance
grew rapidly, their impatience with attending G-8 sessions only on the sufferance of their
“betters” grew apace. They formed their own counter-group, the G-5, a divisive development
that was likely to complicate global problem-solving rather than facilitate it. When
subsequently the G-20 leaders came into being, the five agreed among themselves that they
would not acquiesce in an organic link between the G-8 and G-20 processes’’ (a decision that
was to cost Canada a pretty penny when summits had to be organized in Toronto as well as
Muskoka). The G-20 was to be new, one of the few international bodies in which the major
existing powers and the major emerging powers were to meet on the basis of formal equality,
unlike the UN Security Council with its permanent and non-permanent members or the major
international financial institutions, where voting power is weighted. Nor were caucuses of the
eight and five to become the norm within the G-20, although the G-8 qua G-8 has continued to
meet separately.

As the financial system rapidly melted down in the fall of 2008, and as G-8 leaders, especially
those in Washington, peered into the economic abyss, all reticence about including the
emerging powers in their midst evaporated. The G-5, for its part, welcomed the idea of being
part of something that was not an appendage of the G-8. All eagerly grasped the ready-made
idea of the G-20, and president Bush, apparently at the urging of President Sarkozy of France,
convened the group in Washington to try to chart a course away from the precipice. Thus was
born the leaders’ G-20, a made-in-Canada idea, and foreign policy success, albeit not because
of any enthusiasm for it in Conservative-governed Ottawa after Martin left office. The G-8 was
at least initially Prime Minister Stephen Harper’s preferred grouping.

" See “Global Governance and Emerging Economies” by Shyam Saran, former Indian Foreign Secretary and national
security adviser of Prime Minister Singh, 2010.



The G-20 Record So Far

The G-20 as an entity has been effective and has the potential to be more so, although progress
on its economic agenda has slowed as it addresses domestically sensitive problems. It has met
five times since its inception in 2008 and has succeeded in pulling the world back from the
abyss of another Great Depression, undertaking some of the financial re-engineering needed to
prevent a recurrence. The G-7 finance ministers and the G-20 leaders saved, not too strong a
word, the international financial system from collapse.

On October 10, 2008, facing the very real risk that markets would just not open on the
following Monday and that there would be a run on British banks, with demonstration effects
elsewhere, finance ministers including Canada’s Jim Flaherty, agreed they would do whatever
it took to prevent the banks from defaulting, unfreeze credit and money markets, re-establish
lending, assure confidence in national deposit and guarantee programs and restart secondary
markets for mortgages and other securitized assets. Fortunately, it largely worked.

At the Washington G-20 meeting a few weeks later, heads of governments signaled, Apollo 13-
like, that they recognized that the world had a problem and pledged to work cooperatively to
address it. All leaders agreed to take steps to unfreeze credit, “fix” their banks (Canada was
exempted), launch financial reforms, avoid protectionism and stimulate their economies. At the
next meeting in London in the spring, leaders undertook to pump large sums—a trillion dollars,
using creative accounting—into the international economy through the IMF and other
International Financial Institutions (IFIs), to the benefit largely of the large emerging
economies. Leaders effectively reversed the descent into economic depression, launching
reform of the international financial regulatory system, modernizing international financial
institutions and undertaking to recognize in structural terms the growing power and influence
of the emerging market countries. They created the FSB', a potentially major international
institutional innovation, intended to provide better international oversight of the financial
system and develop capital and liquidity standards for systemically important financial
institutions.

In Pittsburgh in the fall, as the danger of a depression receded, the leaders proclaimed the G-20
as the “primary institution for [their] economic cooperation™” and charted the transition from
crisis to recovery with the Framework for Strong, Sustainable and Balanced Growth (FSSBG),
commissioning work on what had to be done to achieve a new “balanced” growth model in the
future.

In Toronto the following June, Canada’s game plan was for the G-20 to concentrate on meeting
past commitments on the core agenda, and to hand off progress to Seoul. Ottawa focused the
summit agenda on four critical areas:

Supporting the recovery and laying the foundations for the FSSBG.

Following through on required reforms to the regulation and management of financial
sectors.

Global Plan for Recovery and Reform (02/04/2009), the official communiqué issued of the G-20 London Summit.

Pittsburgh Communiqué.



* Strengthening international financial institutions, particularly the World Bank and the IMF,
through reforms to their governance and strengthening of their resources.

* Resisting protectionism and seeking enhanced liberalization of trade and investment.’*

Leaders found themselves having to respond to the suddenly urgent sovereign debt crisis in
Europe triggered by Greece. Prime Minister Harper, who had earlier written to other leaders
about deficits, proposed precise targets for winding them down. With his counterparts from
Britain, Germany and France, he favoured sending the markets a signal of fiscal consolidation,
i.e., that leaders understood that they needed to rein in unsustainable deficits and public debt in
advanced economies, although they also recognized that such consolidation had to be balanced
against the continuing implementation of fiscal stimulus in some countries and a rebalancing in
global demand, with a particular emphasis on emerging economies to offset the slower growth
in the developed world.

US President Barack Obama, for his part, worried that the recovery was not yet self-sustaining
and emphasized, therefore, leaving the door open to increased stimulus spending, the large
government deficits notwithstanding. Ultimately, G-20 leaders under Harper’s chairmanship
effectively decided to do both, agreeing that they would complete their planned fiscal stimulus
programs, but also setting targets of a 50 percent deficit reduction by 2013 and a stabilized or
improving debt-to-GDP ratio by 2016, thereby sending a clear signal to markets that they
recognized that budget deficits could not go on forever. The British had already moved to cut
spending in order to get their fiscal books in order and others promised to do so. Others,
especially the newly emerging economies, argued that they didn’t have a deficit and debt
problem and that they needed to continue to spend on development; in any case, the countries
that had caused the crisis should get their own houses in order first. The emerging economies
were effectively excused from the deal, as were the Japanese whose fiscal problems were put
in the “too difficult” category. To block a British, French and German push for an international
bank tax that would have unfairly burdened Canadian banks, which had not been part of the
problem, the Harper government actively sought allies and made common cause with some of
the emerging economies, notably China and India.

In Toronto, leaders also made progress on the goal of financial sector reform. In particular,
leaders agreed on the need to recalibrate upwards requirements regarding the amount and
quality of capital held by banks. Leaders agreed on the importance of creating a strong
regulatory framework, including the need to create a more effective system for oversight and
intervention. Whether the major powers will heed such advice is an open question.

In Toronto, the G-20 was also able to deliver on a number of earlier commitments, including
ensuring $350 billion in general capital increases for multilateral development banks, which
would allow them to nearly double their lending. The group also endorsed recent reforms at the
World Bank and called for an acceleration of efforts to advance additional quota and
governance reforms at the IMF to reflect changed reality. On both quotas and “voice,” leaders
recognized that the situation at the IMF, with its northern and western, especially European,
over-representation, remained inequitable, seriously undermining the legitimacy of the

" Len Edwards, Canadian “Sherpa”, speech to the Annual General Meeting of the Korea-Canada Society, Ottawa,
November 3, 2010.



organization and support for it in the rest of the world. Leaders also renewed their commitment
to avoid protectionism and to conclude the Doha Development Round of trade negotiations.”
Perhaps as a consequence, protectionism has not disappeared but has arguably not been as bad
a problem as it might otherwise have been. Completing the Doha negotiations remains,
however, in the realm of good intentions. Overall, the G-20 took forward its “core” agenda,
dealt with the sovereign debt crisis, and put in train work for Seoul and beyond.

Following Toronto, Bank of Canada Governor Mark Carney commented that successful
implementation of the G-20 financial reform agenda, when combined with the peer review
process of the FSB and external reviews by the IMF, should increase actual and perceived
systemic stability. At the same time, he warned that while the right promises had been made,
implementation was less encouraging.’® It was evident already then that the G-20 was
becoming a victim of its own success, having achieved enough progress to lessen the urgency
of going further, and thereby taking at least some of the drive out of the financial reform effort.

In the lead-up to Seoul, the G-20 struggled to come to grips with currency valuation and credit-
easing policies and their significance for current account and trade imbalances. The US and
others, including Canada, took one side and China and Germany took another, with the US
blaming China for currency manipulation to maintain its export-led growth, China criticizing
the US for unilaterally creating excessive credit through “quantitative easing” and some other
countries openly or covertly agreeing with one or the other or both. It is a sign of how
tendentious discussions among the group had become on monetary policy that the veteran and
very sober German politician and Finance Minister Wolfgang Schéuble characterized US
policy as “clueless” —not the usual vocabulary used in these august circles—for, in his
judgment, pumping too much financial liquidity into the market which would destabilize some
countries’ financial systems and risk provoking international defensive responses. South
African Finance Minister Pravin Gordhan warned that “developing countries, including South
Africa, would bear the brunt of the US decision to open its flood gates...” which “undermines
the spirit of multilateral co-operation that G-20 leaders [...] fought so hard to maintain during
the current crisis.” Brazil’s Finance Minister, Guido Mantega, warned that the US move would
hurt Brazil and other exporters. China asked for an explanation.’”

Policy responses to the imbalances were creating strange, or at least, new, bedfellows.

In Seoul, the cracks in solidarity evident in Toronto on the causes of trade and current account
imbalances and on currency values became fissures. The group effectively split several ways
on this issue, but did manage to establish a 2011 target for agreeing on “indicative guidelines”
by which to assess imbalances and to consider what, if anything, to do about them. Harper and
Prime Minister Manmohan Singh of India were tasked with providing ideas. G-20 countries
were able to agree on the need for new financial rules to render the international financial

"> Prime Minister Stephen Harper, “From Canada to Korea: Advancing Global Leadership through the G-8 and G-20”
in G-20 the Seoul Summit, November, the G-20 Research Group Munk Centre for International Studies, University
of Toronto, 2010.

!5 Bank of Canada Governor Mark Carney’s speech, Sep 10, 2010.

17 China, Germany and South Africa criticize US stimulus, BBC Business News, 5 November 2010.



system more resilient, reduce the “moral hazard” of major financial institutions relying on
governments to bail them out, limit the buildup of systemic risk and support stable economic
growth.”® The G-20 adopted new capital and liquidity requirements for banks that will,
however, only be implemented starting on January 1, 2013 and only fully phased in by January
1, 2019, ostensibly out of concerns for constricting lending and thereby aborting the recovery,
but likely also because of the effective lobbying by Wall Street in Washington. Priority
attention was also given to the regulation of commodity derivatives markets, which have been
blamed for commodity price volatility and the food crisis of 2008.

The Seoul summit will likely be remembered for registering the importance of the emerging
economies in the G-20, both by virtue of its non-G-8 locus and by the shift in the content of
the agenda. Thanks mainly to Korean leadership, “development” in the sense of economic
growth, rather than the traditional donor-recipient paradigm was added to the G-20 agenda.
Seoul also put the issue of cross-border capital flows on the G-20 macro-prudential regulatory
agenda, advocating the creation of “financial safety nets” to safeguard smaller states from
volatile financial flows and obviate the need for the self-insurance of large reserves, which
contribute to the imbalances problem.

At Seoul, G-20 leaders endorsed IMF reforms that will give developing countries greater
influence in the institution. China will become the third largest IMF shareholder, bypassing
Germany, as part of an overall six percent transfer of voting power to dynamic and
underrepresented economies. Progress in reforming the IMF has been made, but a clear and
widely shared view on the appropriate role and functioning of the IMF remains, nevertheless,
elusive. In some respects, the IMF has progressed from acquiescing in G-8, especially
American, views to acquiescing in G-20 views; progress of a sort. The willingness of the major
economies to heed the IMF remains sketchy.

THE FUTURE OF THE G-20 AND ITS PLACE IN GLOBAL GOVERNANCE

The G-20: A Work in Progress

Because of the currency and liquidity disputes, the general public perception of the results of
Seoul was negative, even if progress was made on a number of key issues (IMF reform,
financial regulation, development, etc.). In the Spring of 2011, according to the Financial
Times, Reuters, the Globe and Mail and others, finance ministers and central bankers made
progress in reconciling the divergent views of the US, which has the world’s largest trade
deficit, with those of China and Germany, who have the two largest surpluses, on establishing
indicators of the causes of the imbalances, and in financial reform challenges remain,
especially as regards reserve currencies and capital market volatility as well as cross-border
financial institutions being too big to fail and the need to give the new FSB the authority and
capacity to do its job effectively. They, also, agreed that G-20 countries accounting for more
than five percent of G-20 GDP (on market exchange rates or purchasing power parity exchange
rates) will be reviewed, reflecting the greater potential for spillover effects from larger
economies. (Financial Times, April 2011).

8 Prime Minister Lee Myung-bak, President, Republic of Korea, in G-20 the Seoul Summit, the G-20 Research Group
Munk Centre for International Studies, University of Toronto, November 2011.



The Washington summit communiqué foresaw “addressing other critical challenges” such as
fossil fuel subsidies, energy security and climate change, food security, rule of law, and the
fight against terrorism, poverty and disease.’” There is also a need for the international
community to address water scarcity, reform of the UN Security Council and arms control. The
G-20 has, nevertheless, stuck close to its self-prescribed economic and financial mandate.

For everyone’s sake, G-20 leaders do have to get the economics and financial issues right, as
well as the related reforms to the governing rules and regulations. Undoubtedly, the group will
be judged primarily on its success in re-engineering the financial system to preclude as much
as possible recourse to risky financial practices that can bring the entire world to the brink of
economic disaster. But over time, and likely not very much time, G-20 leaders will probably
complement their financial and economic agenda with deliberations on other issues that require
their attention. Experience derived from the G-8 has been that when leaders come together, the
temptation is irresistible to take advantage of each other’s presence to discuss the pressing
issues of the day, whatever they are and whatever the agenda of the meeting they are attending
may be. Nor do most (perhaps not including Harper, who regards himself as an economist)
want to delve too deeply into the technical details of international finance, preferring to leave
that task to finance ministers and national bank governors.

The next G-20 summit will be held in France, and its host, Sarkozy, speaking before an annual
gathering of French ambassadors in July 2010 signaled his preference for an expansive agenda:

“... now that relative calm has returned, there is a temptation to
limit the G-20’s ambitions to implementing its decisions,
supplementing them in 2011 by expanding regulation where it
remains insufficient, verifying the implementation of tax exchange
information agreements, adopting strong measures to fight
corruption, strengthening the mandate of the Financial Stability
Board and, more broadly, re-examining the prudential framework of
banking institutions to avoid a repetition of the recent crisis.
Completing the work that is under way is important—the G-20’s
credibility depends on it. But is it enough?”’

He then answered his own question, asserting that “sticking with this agenda would condemn
the G-20 to failure and the world to new crises.” It would also condemn the world to cope with
its major governance problems using organizations and institutions that were created in other
times, partly at least to address other issues.

In January 2011, Sarkozy refined his priorities for the next summit in Cannes, identifying three
overall priorities that France would invite G-20 leaders to address, namely:

1. Continuing reform of the international monetary system to ensure that the decisions taken at
the last five G-20 summits are put into practice, particularly as regards financial regulation,
greater stability of the international monetary system, volatility in currency values, volatile
capital flows that destabilize developing economies as well as indicators to measure global
economic imbalances.

19 Declaration of the Summit on Financial Markets and the World Economy, Washington, November 15, 2008.

2% President Nicholas Sarkozy, adapted from an address to the 18th Ambassador’s Conference, 25 August 2010, Elysée
Palace, Paris.



2. The need to control the volatility of commodity prices, including oil and agricultural
products, notably wheat (commodities of particular interest to Canada, especially to
Western Canada), possibly through a code of conduct on food aid and emergency stocks.

3. Reform of global governance.

On the last, Sarkozy’s ambitions stretch from creating a G-20 secretariat to promoting
innovative financing for development such as some version of “the Tobin tax” on international
financial transfers, giving the International Labour Organization (ILO) more weight in global
governance, setting up a minimum standard of universal social protection, fulfilling financial
commitments on climate change (the G-20 summit in France will be held just before the 2011
UN climate change conference in Durban, South Africa) and infrastructure projects in Africa.
UN reform, particularly UN Security Council reform, which had earlier been an explicit part of
the French governance reform package, appears to have been regrettably put on the back burner.

Whether and how far the other G-20 leaders will wish to accompany the French president in
pursuing such an ambitious and wide-ranging agenda remains to be seen. Progress will not in
any event come easily. Conflicting national interests lie behind all of the issues that he
enumerated, not least currency values and commodity price volatility, climate change and
international institutional reform. The group is unlikely to be a panacea for all that ails the
world, but it is potentially important.

The G-20 and the G-8: Redundant or Complementary??’

The Canadian government has been one of the principal defenders of the ongoing utility of the
G-8, with Harper arguing that the G-8 and G-20 have distinct but complementary roles to play.
He apparently sees the G-20 as focusing on finance and economics and the G-8 on democracy,
development assistance (it was at Huntsville that Harper promoted the multi-billion dollar
initiative on maternal and children’s health®?) and peace and security.”

Not everyone is convinced by the logic of these divisions, especially as regards economics and
development, as China, India, Brazil and South Africa are deeply involved economically in the
Third World. Non-G-8 members of the G-20 are skeptical of the need for the continuing
existence of the G-8, even wary of it. G-8 members seem generally disposed to continue the
G-8’s existence although some, including particularly Obama, have expressed doubts. Sarkozy,
the host of the next G-8 in 2011, seems noncommittal, remarking to the gathering of French
ambassadors last summer that while France would prepare the next G-8 summit with the
requisite care, “...some have said [the G-8] is condemned. Others believe it has a rosy future if
it refocuses on security issues and its partnership with Africa. The future will decide.”**

2 For a fuller treatment of the relationship of the G-8 and the G-20, see “Canada, the G-8 and the G-20: A Canadian
Approach to Shaping Global Governance in a Shifting International Environment,” by Gordon S. Smith and Peter
Heap, SPP Research Papers, The School of Public Policy, Volume 3, Issue 8, November 2010

% The Canadian initiative succeeded in attracting quite substantial funding—pledges equaled $ 7.3 billion—but also

drew the ire of some of our partners, notably the Americans, for our determination to exclude funding for abortion, a
policy posture that had earlier been adopted by the Bush administration, but explicitly rejected by the Obama
administration. US Secretary of State Hilary Clinton specifically and publicly criticized this dimension of the Harper
government’s initiative. The communiqué papered over the cracks.

3 Statement by the Prime Minister of Canada, Stephen Harper, at the 2010 World Economic Forum, Davos,

Switzerland, January 28, 2010. See also the article by Prime Minister Harper, in G-20 the Seoul Summit, the G-20
Research Group, Munk Centre for International Studies, University of Toronto, November 2010.
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It does seem very likely that the G-8 will not in future meet in tandem with the G-20, given the
antipathy to it of the non-G-8 members of the G-20. The G-8 might well become little more
than a high-level dinner club that meets on the margins of the UN General Debate in New York
each fall, which all of its members usually attend anyway. This would keep the group alive and
allow its members to compare notes on issues of interest, and do so at vastly lower cost, not a
trivial consideration at a time of soaring budget deficits.

Ultimately the G-20 seems destined to supplant the G-8. The time demands of summit
diplomacy —exceeding a dozen gatherings per year and more for some leaders—as well as the
wear and tear on leaders of travel across time zones and the impatience of those leaders with
redundancies of forums and issues, militate in favour of dispensing with the G-8. For example,
at Huntsville and Toronto, both the G-8 and the G-20 addressed themselves to Haiti’s
problems, with the G-8 discussing Haiti’s security needs and the G-20 focusing on economic
challenges. Had there been the will to do so, some moderately agile drafting would have made
it possible to address these issues in one session. Unless the G-20 falls into deadlock, the odds
are that the G-8 will go the way of the Group of Major Emitting Countries, which has near
identical membership to the G-20, and which has not met since the L’ Aquila, Italy summit in
2009.

THE G-20 AND THE UNITED NATIONS

One of the most important governance questions facing the international community is what
the relationship is to be between the G-20 and the UN. Both are creatures of the wills of their
member states, and are in some respects complementary instruments for promoting global
governance and international cooperation, and, in other respects, potentially competitive. As
and when the G-20 enters the international political domain, it has the ability to assist the UN
to come to grips with intractable global problems, notably climate change, by importing greater
consensus into UN deliberations. It can also impart a reform trajectory to the UN that is
difficult to generate otherwise. The UN, for its part, can extend the G-20’s effectiveness,
“ratifying” G-20 decisions and thus lending greater legitimacy to them. Getting the relationship
between the G-20 and the UN right holds the prospect of considerable benefits all round.

The Enduring Value of the UN*

The UN Charter provides the rule book for the conduct of international relations which all
states, including G-20 states, usually see it as in their interest to respect—and have respected.
If the UN didn’t exist, to quote the old cliché, the world would have to invent it, if the world
could marshal the political will to do so in the absence of a stimulus as powerful as the Second
World War.

B For a fuller treatment of the United Nations, see Paul Heinbecker, “Getting Back in the Game; a Foreign Policy
Playbook for Canada,” Key Porter, 2010, from which some of this line of argument is derived.



An underappreciated reality is that the UN is a kind of motherboard of global governance,
performing its own core functions but also enabling other entities, for example, UNICEF, to
work better as well. Were there no UN with its universal membership, the restrictive G-20
would be much more controversial and its decisions much more contested —and resented.
NATO, for its part, needs the UN to certify the legitimacy of its operations in, for example,
Afghanistan and Libya, and to complement NATO’s military efforts there with civilian
development programs. The UN also makes it possible for initiatives such as the Millennium
Development Goals (MDG) to be sub-contracted out efficiently. The reverse is also true. The
products of other entities, potentially including the G-20, are imported into the UN for
consideration by its larger membership and where possible endorsement, as the Ottawa Treaty
on anti-personnel landmines, the Responsibility to Protect and the Global Fund to Fight AIDS,
Tuberculosis and Malaria have been. From peacekeeping, peace enforcement and peace-
building to international criminal justice systems, sustainable development, refugee protection,
humanitarian coordination and food relief, democracy and electoral support, human rights
conventions, health protection, landmine removal and managerial accountability and oversight,
the organization has been innovating and equipping itself to acquit its increasingly demanding
responsibilities. As a consequence, the UN has a broader presence in the world than any other
organization except the United States, and much substantive expertise in dealing with
contemporary challenges, such as instability, fragile states and natural disasters.

The results of the UN’s efforts are impressive—and vital. In 2009, the UN High Commissioner
for Refugees protected 36 million people —equivalent to more than the population of Canada—
including refugees, the stateless, the internally displaced, returnees and asylum-seekers.” In
2009, the World Food Program (WFP), operating in 75 countries, fed almost 102 million
people,”” which is more than three times the population of Canada. The World Health
Organization (WHO), which, in its earlier years, led the successful program to eradicate
smallpox, is now close to eliminating poliomyelitis. As a consequence of the work of the
WHO and its private partners, including Rotary International, polio infections have fallen by
99 percent since 1988, and some five million people have been spared paralysis. With the
assistance of the WHO and UNICEF, the immunization of children for the six major vaccine-
preventable diseases— pertussis, childhood tuberculosis, tetanus, polio, measles and
diphtheria—has risen dramatically. For example, about 20 percent of the world’s children had
been inoculated in 1980 for measles; the figure by the end of 2009 was an estimated

82 percent™; at least 90 percent will be immunized by 2015, the target date of the MDG.
Global coverage of infants for hepatitis B in 1990 was one percent; in 2009 it was 70 percent.”’
Meanwhile, the WHO has also been coordinating the world’s response to SARS, the avian flu
and the HIN1 virus. This work has been belittled in some unenlightened quarters as mere
inter