Sustained recovery hangs in the balance for G20

G20 leaders will be hoping they can mirror Pittsburgh's remarkable turnaround (Photo: Adam Sacco)
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EUOBSERVER / BRUSSELS – Leaders from the Group of 20 industrialised and developing nations are meeting in the US city of Pittsburgh (24-25 September), with a plethora of topics jostling for position on the agenda.

The mood in the formerly depressed steel town is likely to be more upbeat than previous G20 meetings since the crisis began, when leaders were very much in financial fire-fighting mode. 

This time round, attention is set to focus on the need to continue economic stimulus packages in order to turn recent signs of a return to growth - seen in Germany, France, Japan and the US – into a long-term economic recovery. 

While most members insist a premature easing off on stimulus spending would threaten a double-dip plunge into greater recession, the new Japanese government recently signalled its intention to cut back on"wasteful" stimulus spending mapped out by the former administration.

Likewise constitutional requirements and the German aversion to inflation, may cause the country's leader, Angela Merkel, to start talk of easing off if re-elected this Sunday. 

Debate around the Pittsburgh table will also centre on how to co-ordinate exit strategies for when recovery does finally return, with EU leaders meeting in Brussels last week stressing now is the time to begin planning. 

"The whole future of Europe's welfare societies and the whole future of our competitiveness depend on how well and how fast we can implement our exit strategies," Finland's finance minister Jyrki Katainen said this week. 

French President Nicolas Sarkozy told national television on Wednesday that the worst would not be behind them until unemployment levels started to fall, with the possibility that further G20 "smart stimulus" packages may be concentrated in this area. 

World imbalances 

The debate over how to prevent future economic imbalances – singled out by many as a key component of the economic crisis – has gained in traction in recent weeks. 

Economists point out that a return to global growth should not mean a return to the huge trade differences which saw surplus countries such as China and Saudi Arabia stockpile reserves, creating a glut of cheap credit that helped US consumers move further into debt. 

The EU insists it is trade neutral as a bloc, with Germany's large surplus counterbalanced by UK and Spanish deficits. This argument is unlikely to wash with the US however, with Germany seeking to push the emphasis back onto financial regulation in recent days. 

But analysts say the G20 is set to agree a new architecture to prevent the future build up of greater imbalances that have started to come down over the last year. 

John Kirton, director of the G20 research group in Canada, predicts Friday's statement will set out a new framework whereby countries such as China will agree to scale back on exports if they surpass an agreed threshold. 

In exchange for greater voting rights within the International Monetary Fund and the chance to increase stakes in foreign companies overseas, China is set to agree mechanisms that could be used to slow exports to the rest of the world, he told EUobserver.

Possible mechanisms include allowing the value of the yuan to rise, thereby increasing the price-tag of Chinese exports. 

Banks, bonuses 

Following a Franco-German initiative, EU leaders agreed in Brussels last week on the need to clampdown on the banking culture of big bonuses.

Mr Sarkozy in particular has played up to public outrage in France, while the Dutch government decided to seize the moral high-ground with a unilateral action to limit bonuses just days after a meeting of G20 finance ministers in London this month called on the Financial Stability Board to come up with a solution. 

The US has been reluctant to call for an out-and-out cap of executive pay, but the Federal Reserve has been raiding US bank files in recent weeks to glean information on trading positions. 

While this could herald a move towards ensuring pay packages are increasingly based on long-term profits, a US / EU dog-fight in this area cannot be ruled out, with Mr Sarkozy once again threatening to walk out if he does not get what he wants. 

Likewise serious debate in the area of increased capital for banks is expected, with EU banks concerned this will have a disproportionate effect on them. 

The chair of the Financial Stability Board, Mario Draghi, is expected to come forward with proposals in this area. 

All this pushes the important issue of climate finance further down the agenda, although an announcement in this area may be made. French talk of a carbon border tax for the EU is likely to face strong opposition from China amongst others.
