
1

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

Michael Callaghan, Chetan Ghate, Stephen Pickford and Francis Rathinam

M. Callaghan ()
/RZ\�,QVWLWXWH�IRU�,QWHUQDWLRQDO�3ROLF\��6\GQH\��$XVWUDOLD
e-mail: mcallaghan@lowyinstitute.org

C. Ghate
,QGLDQ�6WDWLVWLFDO�,QVWLWXWH��1HZ�'HOKL��,QGLD
e-mail: cghate@isid.ac.in

S. Pickford
&KDWKDP�+RXVH��/RQGRQ��8.
e-mail: stephenjpickford@gmail.com

)��5DWKLQDP
'HSDUWPHQW�IRU�,QWHUQDWLRQDO�'HYHORSPHQW��'),'���1HZ�'HOKL��,QGLD��
H�PDLO��UIUDQFLV[DYLHU#JPDLO�FRP

1  Introductory Chapter

6LQFH�WKH�XQIROGLQJ�RI�WKH������JOREDO�ILQDQFLDO�FULVLV��WKH�*���KDV�SOD\HG�D�PDMRU�
UROH�LQ�FRRUGLQDWLQJ�PDFURHFRQRPLF�SROLFLHV�RI�PDMRU�HFRQRPLHV�DQG�UHYLYLQJ�WKH�
world economy.1 As the world’s primary forum for international economic coop-
HUDWLRQ��LWV�REMHFWLYHV�KDYH�EHHQ�WR�HQVXUH�PRUH�VXVWDLQDEOH�DQG�EDODQFHG�JURZWK��
DFKLHYH� HFRQRPLF� DQG� ILQDQFLDO� VWDELOLW\� DQG� UHIRUP� WKH� SUHYDLOLQJ� LQWHUQDWLRQDO�
ILQDQFLDO�DUFKLWHFWXUH��,Q�WKH�ZDNH�RI�WKH�FULVLV��WKHUH�ZDV�D�VHQVH�RI�XUJHQF\�DQG�
VWURQJ�DJUHHPHQW�WR�HQDFW�H[WUDRUGLQDU\�SROLF\�PHDVXUHV�WR�IHQG�RII�WKH�FROODSVH�RI�
WKH�UHDO�VHFWRU�EHFDXVH�RI�WKH�³FROODSVH�RI�FRQILGHQFH´�LQ�WKH�ILQDQFLDO�VHFWRU��7KH�
G20 performed spectacularly in this regard: global gross domestic product (GDP) 
FRQWUDFWHG�OHVV�WKDQ�H[SHFWHG�LQ������DQG�UHERXQGHG�IDVWHU�WKDQ�H[SHFWHG�LQ������2 

1 �7KH�JOREDO�ILQDQFLDO�FULVLV�RI������UHTXLUHG�D�PRUH�OHJLWLPDWH�DQG�UHSUHVHQWDWLYH�IRUXP�WKDQ�WKH�
G8 if it was to effect global macroeconomic and financial policy coordination to ward off immi-
QHQW�GHSUHVVLRQ��,W�ZDV�LQ�WKLV�FRQWH[W�WKH�*���/HDGHUV�6XPPLW�ZDV�ERUQ��
2  World Economic Outlook (April 09) predicted that world output would contract by 1.4 % in 
�����DQG�JURZ�DERXW�������LQ�������+RZHYHU��WKH�DFWXDO�RXWFRPH�ZDV�í������LQ������DQG�D�����
growth in 2010 (Ahluwalia 2011). 
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These coordinated actions were widely credited for forestalling a second Great De-
SUHVVLRQ��ZLWK�WKH�*���GHFODULQJ�YLFWRU\�DW�WKHLU�WKLUG�VXPPLW�DW�3LWWVEXUJK�LQ�6HS-
WHPEHU�������³,W�ZRUNHG´��

6LQFH�������,QGLDQ�&RXQFLO�IRU�5HVHDUFK�RQ�,QWHUQDWLRQDO�(FRQRPLF�5HODWLRQV�
�,&5,(5��� DORQJ�ZLWK� LWV� SDUWQHUV�� KDV� EHHQ�RUJDQL]LQJ� D� KLJK�OHYHO� DQQXDO� FRQ-
ference that brings together academics and key policymakers from G20 member 
FRXQWULHV�DQG�,QWHUQDWLRQDO�)LQDQFLDO�,QVWLWXWLRQV��,),V��WR�GHOLEHUDWH�RQ�D�UDQJH�RI�
LVVXHV� UHODWHG� WR� WKH�*����7KH�SUHYLRXV� WKUHH� ,&5,(5�FRQIHUHQFHV� LQ� WKLV� VHULHV��
KHOG�SULRU�WR�WKH�7RURQWR��6HRXO�DQG�&DQQHV�*���VXPPLWV��KDG�GHOLEHUDWHG�RQ�WKH�
WKHQ�*���DJHQGD��6XFFLQFW�VXPPDULHV�RI� WKHVH�FRQIHUHQFHV�KDYH�EHHQ�SXEOLVKHG�
DQG�ZLGHO\� FLUFXODWHG� DPRQJ� ,),V�� WKLQN� WDQNV� DQG� JRYHUQPHQW� RIILFLDOV� LQ� ERWK�
,QGLD�DQG�DEURDG��7KH�SURFHHGLQJV�VHUYHG�DV�LQSXWV�WR�SROLF\PDNHUV�SDUWLFLSDWLQJ�
LQ�WKH�VXPPLWV��,&5,(5�KRVWHG�LWV�IRXUWK�*���FRQIHUHQFH�RQ�2FWREHU��±���������DW�
1HZ�'HOKL�LQ�SDUWQHUVKLS�ZLWK�WKH�$VLDQ�'HYHORSPHQW�%DQN�,QVWLWXWH��$'%,���'H-
SDUWPHQW�RI�(FRQRPLF�$IIDLUV� �'($��0R)��� ,QWHUQDWLRQDO�0RQHWDU\�)XQG� �,0)��
and Konrad-Adenauer-Stiftung (KAS).

'LVFXVVLRQV�LQ�WKH�IRXUWK�FRQIHUHQFH�IRFXVVHG�RQ�VL[�NH\�DUHDV�RI�FRQFHUQ�IDFLQJ�
the G20:

��� 7KH�HXUR]RQH�FULVLV��VKRUW�UXQ�FKDOOHQJHV�DQG�RSWLRQV
��� 5HEDODQFLQJ�WKH�JOREDO�HFRQRP\
��� )LQDQFLDO�VHFWRU�UHJXODWLRQ
4. A new framework for reforming the international monetary system
5. Capital control policy and emerging market economies
6. Austerity and growth

7KH�RYHUDUFKLQJ�WKHPH�RI�WKH�FRQIHUHQFH�ZDV�WKH�VFRSH�IRU�FRRSHUDWLRQ�DQG�FRRUGL-
QDWLRQ�DPRQJVW�WKH�*���DFURVV�VHYHUDO�NH\�SROLF\�DUHDV�3�6HYHUDO�LVVXHV�UHODWLQJ�WR�
FRRSHUDWLRQ�DQG�FRRUGLQDWLRQ�LQ�PDFURHFRQRPLF�SROLF\�ZHUH�GLVFXVVHG��WKH�UHODWLYH�
HIILFDF\�RI�UXOHV�YHUVXV�GLVFUHWLRQ�EDVHG�FRRUGLQDWLRQ4��KRZ�WR�DFKLHYH�FRRSHUDWLRQ�
DFURVV�D�GLYHUVH�VHW�RI�FRXQWULHV�HVSHFLDOO\�ZKHQ�FRRSHUDWLRQ�DOVR�UHTXLUHV�ORVV�RI�
QDWLRQDO�LQWHUHVW��KDV�WKH�*���SURFHVV�UXQ�LWV�FRXUVH��KRZ�FDQ�WKH�SURFHVV�EH�PDGH�

3  There is a large theoretical literature on the international coordination of macroeconomic policy. 
See Pilbeam (2006��IRU�D�WH[WERRN�WUHDWPHQW��7KH�SULQFLSDO�DUJXPHQW�LQ�IDYRXU�RI�LQWHUQDWLRQDO�
FRRUGLQDWLRQ�LV�WKDW�JRYHUQPHQWV�ZLOO�EH�WHPSWHG�WR�SXUVXH�VXERSWLPDO�SROLFLHV�ZLWKRXW�LW��,Q�VKRUW��
WKHUH�ZLOO�EH�D�IDLOXUH�WR�LQWHUQDOL]H�WKH�H[WHUQDOLWLHV��ZLWK�WKH�XQFRRUGLQDWHG�DSSURDFK�OHDGLQJ�WR�
Pareto inefficient outcomes. Bird (2012��KRZHYHU�DUJXH�WKDW�SROLF\�FRRUGLQDWLRQ�GRHV�QRW�QHFHV-
VDULO\�LPSO\�3DUHWR�HIILFLHQW�JDLQV�DV�LQGLYLGXDO�FRXQWULHV�PD\�SHUFHLYH�WKDW�WKH\�ZRXOG�ORVH�IURP�
FRRUGLQDWLQJ�PDFURHFRQRPLF� SROLF\�ZKHQ� WKH\� VXEYHUW� GRPHVWLF� SROLF\� SUHIHUHQFHV� IRU� SROLF\�
RXWFRPHV�WKDW�DUH�VHHQ�DV�MRLQWO\�VXSHULRU��)XUWKHU��WKH�EDUJDLQLQJ�SRVLWLRQ�RI�LQGLYLGXDO�FRXQWULHV�
is unlikely to be equal in securing a coordinated outcome.
4  International policy coordination can take two broad forms: discretion-based cooperation or 
UXOH�EDVHG�FRRUGLQDWLRQ��:KLOH�PDQ\�H[DPSOHV�RI�SROLF\�FRRUGLQDWLRQ�IDYRXU�UXOH�EDVHG�FRRUGL-
QDWLRQ��GLVFUHWLRQ�EDVHG�FRRSHUDWLRQ�LV�W\SLFDOO\�VXSHULRU�JLYHQ�H[WUHPH�XQDQWLFLSDWHG�HYHQWV�IRU�
ZKLFK�WKH�H[LVWLQJ�VHW�RI�UXOHV�FDQQRW�FRSH��%LUG�2012���)URP�WKLV�VWDQGSRLQW��WKH�/RQGRQ�VXPPLW�
RI�WKH�*���LQ�$SULO������ZDV�DQ�DWWHPSW�WR�RUJDQL]H�GLVFUHWLRQ�EDVHG�FRRUGLQDWLRQ�
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PRUH�LQFOXVLYH��FDQ�WKH�*���UHJDLQ�LWV�VWDWXUH�DV�D�SUREOHP�VROYLQJ�JURXS��KRZ�FDQ�
WKH�*���VWUHQJWKHQ�LWV�NH\�IXQFWLRQ�RI�SURYLGLQJ�FULVLV�PDQDJHPHQW�PHFKDQLVPV��
DQG�JLYHQ�WKDW�WKH�EDVLF�UDWLRQDOH�IRU�WKH�FUHDWLRQ�RI�WKH�*���OHDGHUV¶�SURFHVV�ZDV�WR�
PDQDJH�VKRFNV�WUDQVPLWWHG�E\�DQG�WKURXJK�WKH�JURXS��KRZ�FDQ�LW�EHVW�GR�WKLV�

,Q�DGGLWLRQ��EURDGHU�LVVXHV�VXUURXQGLQJ�WKH�UROH�RI�WKH�*���LQ�PDFURHFRQRPLF�
SROLF\PDNLQJ�ZHUH�DOVR�GLVFXVVHG��)RU�LQVWDQFH��PDQ\�SDUWLFLSDQWV�IHOW�WKDW�WKH�*���
was an informal and political body that brought together the biggest economies in 
WKH�ZRUOG�DV�D�SUREOHP�VROYLQJ�JURXS�WKDW�ORRNHG�WR�WKH�IXWXUH��7R�EH�HIIHFWLYH��LW�
should remain a leader’s forum. Some participants felt that there were two sub-
JURXSV�LQ�WKH�*��²WKH�%5,&6�DQG�WKH�*��*���7KHVH�JURXSV�EURXJKW�D�IODYRXU�RI�
WKH�SDVW�1RUWK�6RXWK�GLYLGH��ZKLFK�PD\�OLPLW�WKH�VHQVH�RI�D�FRPPRQ�SXUSRVH�DPRQJ�
*���PHPEHUV��)RU�OHJLWLPDF\��YDULRXV�SDUWLFLSDQWV�IHOW�WKH�QHHG�IRU�*���FRXQWULHV�
WR�ZRUN�PRUH� FORVHO\�ZLWK�QRQ�*���FRXQWULHV��/HJLWLPDF\�ZRXOG� DOVR� LQYROYH� D�
VWURQJHU�DQG�PRUH�LQGHSHQGHQW�DFFRXQWDELOLW\�SURFHVV��ZLWK�UHJLRQDO�DUUDQJHPHQWV�
linked to the G20. Other points mentioned included a lack of resource commitments 
E\�*���PHPEHUV��WKDW�LQLWLDWLYHV�E\�WKH�FKDLU�ZHUH�RYHU�HPSKDVL]HG�DQG�WKH�FUHG-
ibility of the G20 was hampered by delay in implementing commitments.

)LQDOO\��SDUWLFLSDQWV�IHOW�WKDW�WKHUH�LV�IXUWKHU�VFRSH�IRU�FRRSHUDWLRQ�LQ�RWKHU�DUHDV�
VXFK�DV�WKH�FRQVXOWDWLRQ�SURFHVV�DQG�DGGUHVVLQJ�WKH�SDFH�RI�,0)�UHIRUPV��3UHGH-
termined policy options undertaken by the G20 through a consultation process did 
help in feeding back into national policymaking processes.5 This suggests that the 
UROH�RI�WKH�*���DV�D�FRRUGLQDWLRQ�PHFKDQLVP�ZLOO�EH�FUXFLDO��)XUWKHU��WKH�SURFHVV�
of reforming international financial institutions has been slower than what the dy-
QDPLF�HPHUJLQJ�HFRQRPLHV�ZRXOG�OLNH��5HIRUPLQJ�WKH�FRPSRVLWLRQ�RI�WKH�,0)�([-
HFXWLYH�%RDUG�WR�EHWWHU�UHIOHFW�WKH�FKDQJLQJ�HFRQRPLF�SRZHU�RI�PHPEHU�FRXQWULHV�
ZRXOG�KHOS�HQKDQFH�WKH�,0)¶V�FUHGLELOLW\�LQ�VXUYHLOODQFH�DQG�SROLF\�DGYRFDF\�

1.1  Format of the Volume

,QYLWHG�FRQWULEXWLRQV�IURP�SDUWLFLSDQWV�LQ�WKH�FRQIHUHQFH�KDYH�EHHQ�GLYLGHG�LQWR�VL[�
sections which directly mirror the conference agenda. Each section contains one 
OHDG�FKDSWHU�E\�D�FRQIHUHQFH�SDUWLFLSDQW�ZKLFK�SURYLGHV�DQ�H[WHQVLYH�UHYLHZ�RI�WKH�
issues of concern for that section. These lead chapters are supplemented by shorter 
notes by other participants in that session of the conference.

7KH�YROXPH�RSHQV�ZLWK�DQ�LQWURGXFWRU\�FKDSWHU�E\�WKH�HGLWRUV�RXWOLQLQJ�WKH�VFRSH�
RI�WKH�PDWHULDO�FRYHUHG�DQG�V\QWKHVL]LQJ�WKH�ULFK�DQG�EURDG�GLVFXVVLRQ�GXULQJ�WKH�
FRQIHUHQFH��7KH�NH\QRWH�DGGUHVV�GHOLYHUHG�E\�6XELU�*RNDUQ��)RUPHU�'HSXW\�*RY-
HUQRU��5HVHUYH�%DQN�RI�,QGLD��FRQVWLWXWHV�D�VSHFLDO�RSHQLQJ�FKDSWHU�WR�WKH�YROXPH�

5 �)RU� H[DPSOH�� WKH�&KLQHVH���WK���\HDU�SODQ�GRFXPHQW�SUHWW\�PXFK� UHIOHFWHG�ZKDW� WKH�JOREDO�
community wanted of it.
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1.2  Overview of Keynote Address

,Q�KLV�NH\QRWH�DGGUHVV��Subir Gokarn�DUJXHV� WKDW�D�QXPEHU�RI�VWUHVV�SRLQWV�KDYH�
HPHUJHG�LQ�WKH�JOREDO�HFRQRP\��*LYHQ�WKHVH��KH�SRVHV�WKH�TXHVWLRQ�ZKHWKHU�WKH�*���
FDQ�UHJDLQ�LWV�VWDWXUH�DV�D�³SUREOHP�VROYLQJ´�JURXS��RU�ZKHWKHU�LW�LV�MXVW�D�³ZDUWLPH´�
grouping that only works when a crisis is at hand.

7KH�DXWKRU�REVHUYHV�WKDW�WKH�HPSKDVLV�RI�WKH�*���KDV�VKLIWHG�IURP�LPPHGLDWH�
crisis management to addressing some of the structural factors that were widely seen 
WR�KDYH�SOD\HG�D�UROH�LQ�FDXVLQJ�DQG�VSUHDGLQJ�WKH�ILQDQFLDO�FULVLV��7KLV�KDV�PDGH�
WKH�*���D�WHVWLQJ�JURXQG�IRU�SURYLGLQJ�D�YLDEOH�VROXWLRQ�WR�PDFURHFRQRPLF�SROLF\�
coordination amongst heterogeneous economies. But the ease with which consen-
VXV�DFURVV�WKH�JURXS�ZDV�IRXQG�LQ�³ZDUWLPH´�LV�QRW�EHLQJ�UHSOLFDWHG�LQ�³SHDFHWLPH�´�
*LYHQ� WKH� UHODWLYHO\� ODUJH�QXPEHU�RI� LVVXHV�RYHU�ZKLFK�FRRUGLQDWLRQ� LV� UHTXLUHG��
the number of possible coalitions and the membership of each country in multiple 
FRDOLWLRQV�UDLVH�FRQFHUQV�DERXW�WKH�VKHHU�FRPSOH[LW\�RI�WKH�FRRUGLQDWLRQ�SURFHVV�

2  The Eurozone Crisis: Short-Run Challenges 
and Options

7KH�(XUR�FULVLV�KDV�ORRPHG�DV�D�PDMRU�WKUHDW�WR�JOREDO�UHFRYHU\�VLQFH�2011. A num-
EHU�RI�XQFHUWDLQWLHV��LQFOXGLQJ�FRQFHUQV�RYHU�ZKHWKHU�*UHHFH�PLJKW�KDYH�WR�H[LW�WKH�
HXUR��VHH�%XLWHU�DQG�5DKEDUL�2012���WKH�FULVLV�LQ�WKH�HXUR�SHULSKHU\�DQG�WKH�IHDU�RI�D�
SURORQJHG�UHFHVVLRQ�LQ�WKH�HXUR�DUHD��PDGH�PDUNHWV�QHUYRXV�6 One reason for market 
DQ[LHW\²DQG� UHFXUULQJ� VKRFNV²LV� WKH� DE\VPDO� FULVLV�PDQDJHPHQW� E\�(XURSHDQ�
SROLF\PDNHUV��6ROYHQF\�SUREOHPV�LQ�WKH�SHULSKHU\�FRXQWULHV�ZHUH�LQLWLDOO\�WUHDWHG�
DV�D� OLTXLGLW\�SUREOHP��DQG� WKH�SURSRVHG�VXSSRUW�ZDV� LQDGHTXDWH��PLVJXLGHG�DQG�
DUULYHG�ODWH�7�$QRWKHU�SUREOHP�LQ�(XURSH�ZDV�WKDW�QR�RUGHUO\�PHFKDQLVP�H[LVWHG�
for allowing struggling banks to fail (as there was in the USA)8. Participants in the 
FRQIHUHQFH�IHOW�WKDW�VHYHUDO�ULVNV�UHPDLQ�HOHYDWHG�DQG�FUXFLDO�TXHVWLRQV�XQDQVZHUHG��
such as:

�� :K\�DUH�ILQDQFLDO�PDUNHWV�VWLOO�QHUYRXV�DERXW�SURVSHFWV�LQ�WKH�HXUR]RQH"

�� :KDW� UHIRUPV� DUH� QHHGHG� WR� SUHYHQW� WKH� LPSORVLRQ� RI� WKH�(XURSHDQ� FXUUHQF\�
XQLRQ"

�� :KDW�LV�WKH�HIILFDF\�RI�XQOLPLWHG�OLTXLGLW\�DV�D�UHVSRQVH�WR�D�EDQNLQJ�FDSLWDOL]D-
WLRQ�FULVLV"

6 �6LQFH������KRZHYHU��FRRUGLQDWHG�LPSOHPHQWDWLRQ�RI�EDQN�OLTXLGLW\�VXSSRUW��LQFOXGLQJ�LQ�SDUWLFX-
ODU�WKH�2XWULJKW�0RQHWDU\�7UDQVDFWLRQV�RSHUDWLRQ�E\�WKH�(XURSHDQ�&HQWUDO�EDQN��DORQJ�ZLWK�FDSLWDO�
UHJXODWLRQ�LQ�WKH�HXUR�DUHD�DQG�ZHOO�JXLGHG�QDWLRQDO�SROLFLHV��KDV�KHOSHG�FDOP�ILQDQFLDO�PDUNHWV�
7 �)LUVW�WKH�FULVLV�LQ�*UHHFH�ZDV�GHQLHG��WKHQ�GLDJQRVHG�DQG�WUHDWHG�IRU�D�OLTXLGLW\�SUREOHP�ZKLOH�
LW�ZDV�D�VROYHQF\�SUREOHP��)XUWKHU��(&%�ZRUVHQHG�PDUNHW�VHQWLPHQWV�DV�LW�GHPDQGHG�SUHIHUUHG�
creditor’s status after buying Greek bonds on the secondary markets.
8 �)RU�H[DPSOH��WKH�)HGHUDO�'HSRVLW�,QVXUDQFH�&RUSRUDWLRQ�KDV�FORVHG�����EDQNV�VLQFH������
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�� 7R�WKH�H[WHQW�WKDW�GHEW�PXWXDOL]DWLRQ�LV�QHFHVVDU\�LQ�WKH�HXUR�DUHD��KRZ�LW�FRXOG�
EH�PDQDJHG��HVSHFLDOO\�LQ�WHUPV�RI�PRUDO�KD]DUG��DQG�KRZ�TXLFNO\�FRXOG�LW�EH�
implemented.9

�� +RZ�*UH[LW�RU��PRUH�EURDGO\��WKH�FROODSVH�RI�WKH�(XURSHDQ�FXUUHQF\�XQLRQ�ZRXOG�
SOD\�RXW"

�� :KDW�DUH�WKH�ZD\V�WR�DFKLHYH�EHWWHU�ILVFDO�FRRUGLQDWLRQ�DQG�ULVN�VKDULQJ�DPRQJ�
HXUR�DUHD�FRXQWULHV�LQ�WKH�PHGLXP�WR�ORQJ�UXQ"

�� +RZ�ZRXOG�IHUYHQW�ILVFDO�FRQVHUYDWLVP�LQ�(XURSH�DIIHFW�(XURSHDQ�JURZWK�SURV-
SHFWV�DQG�WKH�JRYHUQPHQW�ILQDQFHV�RI�PHPEHU�FRXQWULHV��DQG�ZKDW�ZRXOG�EH�WKH�
LPSDFW�RQ�WKH�UHVW�RI�WKH�ZRUOG��HVSHFLDOO\�(0(V�"

�� +RZ�FDQ�QDWLRQDO�HFRQRPLHV�VXSSRUW�JURZWK�LQ�WKH�VKRUW�WHUP�ZKLOH�PDLQWDLQLQJ�
ORQJ�WHUP�FRPPLWPHQWV�WR�DFKLHYLQJ�VXVWDLQDEOH�ILVFDO�SRVLWLRQV"

,Q�WKH�OHDG�FKDSWHU�HQWLWOHG�³2YHUFRPLQJ�WKH�(XUR�$UHD�&ULVLV��5HIRUPV�DQG�5H-
VXOWV�´�Holger Fabig, Yannick Kirchhof and Inka Zippe argue that considerable pol-
LF\�LQLWLDWLYHV�KDYH�EHHQ�LPSOHPHQWHG�LQFOXGLQJ�HVWDEOLVKPHQW�RI�WKH�(XURSHDQ�6WD-
bility Mechanism (ESM)��D�VWHULOL]HG�RSHQ�HQGHG�ERQG�SXUFKDVH�SURJUDPPH�E\�WKH�
(XURSHDQ�&HQWUDO�%DQN��(&%���ILVFDO�FRQVROLGDWLRQ�SURJUDPPHV�LQ�PHPEHU�FRXQ-
WULHV�DQG�WKH�SRVVLELOLW\�RI�WKH�GLUHFW�SXUFKDVH�RI�VRYHUHLJQ�GHEW�E\�WKH�(60��(IIHF-
WLYH�ILVFDO�FRQVROLGDWLRQ10��DQ�HDUO\�ZDUQLQJ�system to manage potentially harmful 
LQWHUQDO�PDFURHFRQRPLF�LPEDODQFHV��DQG�WKH�(XURSH������strategy11 for strong and 
VXVWDLQDEOH�JURZWK�KDYH�UHVXOWHG� LQ�D�PDUNHG�GHFOLQH� LQ�FXUUHQW�DFFRXQW�GHILFLWV��
LQFUHDVHG�H[SRUWV�DQG�LPSURYHPHQW�LQ�WKH�FRPSHWLWLYHQHVV�RI�WKH�SHULSKHU\��ZKLOH�
ZDJHV� KDYH� LQFUHDVHG� LQ� )UDQFH� DQG�*HUPDQ\��$Q� LQWHUJRYHUQPHQWDO� WUHDW\� �WKH�
)LVFDO�FRPSDFW��KDV�EHHQ�LQWURGXFHG�DV�D�QHZ��VWULFWHU�YHUVLRQ�RI�WKH�6WDELOLW\�DQG�
*URZWK�3DFW��%\�VLJQLQJ�WKH�WUHDW\�����FRXQWULHV�KDYH�FRPPLWWHG�WKHPVHOYHV�WR�LQ-
WURGXFLQJ�XQLIRUP��ORQJ�WHUP�EXGJHWDU\�UXOHV�LQWR�WKHLU�QDWLRQDO�OHJDO�V\VWHPV��SUHI-
HUDEO\�DW�FRQVWLWXWLRQDO�OHYHO��7KH�European Semester has also been adopted by the 
(XURSHDQ�&RXQFLO�DQG�ODXQFKHG�LQ�������ZLWK�D�FHQWUDO�WDVN�WR�FRRUGLQDWH�HFRQRPLF�
SROLFLHV�DQG�VWUXFWXUDO�UHIRUPV��7KLV�LPSURYHV�WKH�LQWHJUDWLRQ�DQG�LPSOHPHQWDWLRQ�
RI� ILVFDO� DQG� HFRQRPLF� UHIRUPV� LQ� WKH� HXUR]RQH��7KH� DXWKRUV� DOVR� QRWH� SURJUHVV�
UHJDUGLQJ�EXGJHW�EDODQFHV�LQ�WKH�HXUR�DUHD��,Q�SDUWLFXODU��VWUXFWXUDO�EXGJHW�GHILFLWV�
IHOO�RQ�DYHUDJH�LQ�WKH�HXUR�DUHD�IURP�������LQ������WR�������LQ�������$QRWKHU�NH\�
reform step has been the deepening of European banking sector integration. In this 

9 �6RPH�DUJXH�WKDW�GHEW�PXWXDOL]DWLRQ�VKRXOG�EH�SDUWLDO��L�H��WKH�(8�VKRXOG�SXW�LQ�SODFH�D�PHFKD-
nism for internal transfer where less creditworthy nations should compensate the more creditwor-
WK\�RQHV�DQG�IRU�PRQLWRULQJ�ILVFDO�SURJUHVV�RI�PHPEHU�FRXQWULHV��DQG�DOVR�HQVXUH�WKDW�WKH�QDWLRQDO�
JRYHUQPHQWV�UHPDLQ�UHVSRQVLEOH�WR�UHGXFH�GHILFLWV�
10 �1RPLQDO�EXGJHW�GHILFLWV�GHFOLQHG�IURP�������LQ������WR�������LQ������IRU�(8�DV�D�ZKROH��ZKLOH�
structural deficits corrected for the business cycle declined from 4.6 % to 2.1 %.
11  Europe 2020 is a strategy adopted by the European Union to address the shortcomings in the 
JURZWK�PRGHOV�RI�(XURSHDQ�FRXQWULHV�WDUJHWLQJ�VSHFLILFDOO\�HGXFDWLRQ��UHVHDUFK�DQG�LQQRYDWLRQ��
VRFLDO�LQFOXVLRQ�DQG�SRYHUW\�UHGXFWLRQ��DQG�FOLPDWH�HQHUJ\�IRU�DFKLHYLQJ�VPDUWHU��PRUH�VXVWDLQDEOH�
DQG�PRUH�LQFOXVLYH�JURZWK�
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FRQWH[W�WKH�GLVFXVVLRQ�RI�D�(XURSHDQ�%DQNLQJ�8QLRQ�ZLWK�EDQN�VXSHUYLVLRQ�IXQF-
WLRQ�KDV�EHHQ�SXVKHG�IRUZDUG��,Q�VXP��WKH�DXWKRUV�DUJXH�WKDW�(XURSH�KDV�UHVSRQGHG�
HIIHFWLYHO\�DQG�FROOHFWLYHO\�

Abheek Barua takes a contrasting position and argues that the recent crisis in 
Cyprus highlights the absence of an established and replicable model for crisis reso-
lution in the euro UHJLRQ��7KH�SRVVLELOLW\�RI�D�GHSRVLW�WD[�QRW�RQO\�HQKDQFHV�WKH�ULVN�
of bank runs across the region but also could generate sudden stops in liquidity as 
OHQGLQJ�EDQNV�EHFDPH�DSSUHKHQVLYH�WKDW�WKHUH�PD\�EH�D�TXLFN�HURVLRQ�LQ�WKH�OLDELOLW\�
base of debtor banks.

:KDW� LV� WKH� IXWXUH� IRU�(XURSH� DQG� WKH� HXUR"�'RHV�(XURSH� QHHG�PRUH� RU� OHVV�
LQWHJUDWLRQ"�7KHUH�DUH�WZR�YLHZV�KHUH��)LUVW��VRPH�SDUWLFLSDQWV�IHOW�WKDW�H[WHQVLYH�
integration—uniform economic policy and equal social security for all—would do 
justice neither to the European history nor to the preferences of the people. Eco-
QRPLF�FHQWUDOL]DWLRQ�KDV�D�IDLOHG�KLVWRU\��LQGHHG��VXSHU�QDWLRQDO�EDQNLQJ�VXSHUYL-
VLRQ�VXFK�DV�%DVHO�,�DQG�,,�GLG�QRW�KHOS�SUHYHQW�EDQNLQJ�FULVHV��7KH�DOWHUQDWH�YLHZ�
LV�WKDW�D�FRPPRQ�IUDPHZRUN�IRU�VXSHUYLVLRQ��UHJXODWLRQ�DQG�UHVROXWLRQ�LV�QHFHVVDU\�
DV�(XURSH�HQMR\V�D�FRPPRQ�FXUUHQF\�DQG�FDSLWDO�PDUNHW��DQG�KDV�H[WHQVLYH�FURVV�
ERUGHU�ILQDQFLDO�IORZV�ZLWKLQ�WKH�UHJLRQ��7KLV�GLYLVLRQ�RI�YLHZV�LV�WDNHQ�XS�LQ�WZR�
separate notes by Heribert Dieter and Pierre Jacques. Dieter�DUJXHV�WKDW�LI�JRYHUQ-
ments and institutions like the ECB keep coming to the rescue of the financial sec-
WRU��WKH�SOD\HUV�ZLOO�EHFRPH�OHVV�SUXGHQW�LQ�WKH�IXWXUH��5HVFXH�RSHUDWLRQV�ZLOO�OHDG�WR�
PRUDO�KD]DUG��+H�DOVR�DUJXHV�WKDW�(XURSH�FDQ�VWUHQJWKHQ�WKH�RZQHUVKLS�RI�HFRQRPLF�
DQG�ILVFDO�SROLFLHV�E\�SURYLGLQJ�LQFHQWLYHV�IRU�VXVWDLQDEOH�HFRQRPLF�GHYHORSPHQW��
$�NH\�SURYLVLRQ�KHUH�LV�WR�HOLPLQDWH�WKH�FRQWUDGLFWLRQV�DQG�LQFRQVLVWHQFLHV�RI�WKH�
Maastricht Treaty. Jacques argues that there is a clear lack of long-term and shared 
YLVLRQ�DERXW�(XURSHDQ�LQWHJUDWLRQ��'HDOLQJ�ZLWK�WKLV�UHTXLUHV�VWURQJ�SROLWLFDO�PREL-
OL]DWLRQ��7KLV�LV�WKH�GHHSHVW�FKDOOHQJH�IDFLQJ�(XURSH�FXUUHQWO\�

,Q�VXP��ZKLOH�(XURSH¶V�VKRUW��DQG�ORQJ�UXQ�UHIRUP�LQLWLDWLYHV�WR�WDFNOH�WKH�HXUR�
FULVLV²ILVFDO� FRQVROLGDWLRQ� DQG� VWHSV� WR� LPSURYH� FRPSHWLWLYHQHVV²KDYH� EHHQ�
SURPLVLQJ��D�GRPLQDQW�YLHZ�ZDV�WKDW�(XURSH�QHHGV�VWURQJHU�FRRUGLQDWLRQ��7KLV�LP-
SOLHV�PDQDJHG� LQWHJUDWLRQ� WR�HQVXUH� LQWHUQDO�EXUGHQ�VKDULQJ�� UHVWRUH�FRPSHWLWLYH-
ness and enhance potential growth.12

12 �7KH�VHVVLRQ�DOVR�GLVFXVVHG�ZKDW�ZRXOG�EH�WKH�OLNHO\�LPSOLFDWLRQ�RI�HXUR�FULVLV�RQ�WKH�([HPSWHG�
Micro Enterprises (EMEs) and India. Is the slide in growth correlated with intensification of the 
HXUR]RQH�FULVLV"�(0(V²OLNH�,QGLD²ZRXOG�EH�DIIHFWHG�E\�WKH�FULVLV�WKURXJK�WKUHH�FKDQQHOV������
WKH�FRQILGHQFH�FKDQQHO�WUDQVPLWWHG�WKURXJK�ILQDQFLDO�PDUNHWV������UHJXODWLRQ�WULJJHUHG�GHOHYHUDJ-
LQJ�RI�(XURSHDQ�EDQNV�PD\�KXUW�WKH�TXDQWXP�RI�IXQGV�DYDLODEOH�WR�(0(V�DQG�����WKH�WUDGH�FKDQQHO��
7KH�LPSOLFDWLRQV�IRU�,QGLD�ZRXOG�EH�VHYHUH�DV�WKH�(8�LV�,QGLD¶V�ODUJHVW�WUDGLQJ�SDUWQHU�DQG�KDOI�RI�
H[WHUQDO�FRPPHUFLDO�ERUURZLQJV�LQ�,QGLD�DUH�IURP�(XURSHDQ�EDQNV�
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3  Rebalancing the Global Economy

Global macroeconomic UHEDODQFLQJ�UHFHLYHG�FRQVLGHUDEOH�DWWHQWLRQ�LQ�WKH�FRQIHU-
HQFH��:KLOH� VHYHUDO� LVVXHV� UHPDLQ�FRQWHQWLRXV��D�JHQHUDO�FRQVHQVXV�KDV�HPHUJHG�
WKDW�UHSULRULWL]LQJ�GRPHVWLF�SROLFLHV�DQG�UHGXFLQJ�GRPHVWLF�GLVWRUWLRQV�DUH�NH\�WR�
rebalancing in an interconnected world. The focus of the debate was on understand-
LQJ�WKH�H[WHQW�RI�JOREDO�PDFURHFRQRPLF�UHEDODQFLQJ�DOUHDG\�DFKLHYHG��DQG�WKH�QHHG�
WR�GHYHORS�D�IRUZDUG�ORRNLQJ�SHUVSHFWLYH�IRU�XQGHUVWDQGLQJ�WKH�FKDQJLQJ�QDWXUH�RI�
LPEDODQFHV��3DUWLFLSDQWV�UHFRJQL]HG�WKDW�JOREDO�LPEDODQFHV�DUH�DOVR�G\QDPLF��ZKLOH�
WKH�PDLQ�VRXUFH�RI�JOREDO�GHILFLWV�UHPDLQV�ODUJHO\�WKH�VDPH�� WKH�VRXUFH�RI�JOREDO�
VXUSOXVHV�LV�QRZ�WKH�RLO�H[SRUWLQJ�FRXQWULHV��SHWURGROODUV��DV�RSSRVHG�WR�PDQXIDF-
WXULQJ�LQWHQVLYH�H[SRUWLQJ�HFRQRPLHV��WUDGH�VXUSOXVHV���7KH�FKDQJLQJ�QDWXUH�RI�LP-
EDODQFHV²WUDGH�VXUSOXVHV�YV��SHWURGROODUV²KDV�LPSRUWDQW�LPSOLFDWLRQV�IRU�UHVHUYHV�
and capital IORZV��DQG�IRU�SROLF\�UHVSRQVHV�

'LG�WKH�LPEDODQFHV�LQ������FDXVH�WKH�FULVLV"�:KLOH�VRPH�ZRXOG�DUJXH�WKDW�LW�
LV�QRW�H[WHUQDO�LPEDODQFHV�EXW�ILQDQFLDO�UHJXODWRU\�IDLOXUH�WKDW�FDXVHG�WKH�FULVLV��D�
SUHYDLOLQJ�YLHZ��KHOG��IRU�LQVWDQFH��E\�0HUY\Q�.LQJ�DQG�%HQ�%HUQDQNH��DSSHDUV�
to be that global imbalances fuelled the crisis through creating asset bubbles. 
+RZHYHU� WKHUH�KDYH� DOZD\V�EHHQ�JOREDO� LPEDODQFHV�� LQ� WKH�����V�� WKH�ZLGHQ-
LQJ�86�GHILFLW�ZDV�PDWFKHG�E\�LQFUHDVLQJ�VXUSOXVHV�LQ�-DSDQ�DQG�(DVW�$VLD��LQ�
WKH�HDUO\�����V�WKH�ULVH�LQ�WKH�86�GHILFLW�UHIOHFWHG�IDOOLQJ�86�GRPHVWLF�VDYLQJV�
UDWKHU�WKDQ�VWURQJ�GRPHVWLF�LQYHVWPHQW��ZKLOH�GXULQJ�����±�����WKH�86�GHILFLW�
remained large but was matched by a sharp increase in surpluses in China. What 
is different is the magnitude of the imbalances in the immediate lead-up to the 
crisis.

,Q� WKH� OHDG�FKDSWHU��Michael Callaghan argues that the issue of global imbal-
DQFHV�VKRXOG�QRW�EH�SUHVHQWHG�LQ�WHUPV�RI�D�FRQFHUQ�RYHU�JOREDO�LPEDODQFHV�SHU�VH��
EXW�WKDW�UHPRYLQJ�GLVWRUWLRQV�WKDW�UHVXOW�LQ�µEDG¶�LPEDODQFHV�LV�EHQHILFLDO�WR�all. He 
HPSKDVL]HV�WKDW�H[WHUQDO�LPEDODQFHV�DUH�D�V\PSWRP�RI�VWUXFWXUDO�IDFWRUV�DQG�SROLF\�
GLVWRUWLRQV��+HQFH��QRW�DOO� LPEDODQFHV�DUH�QHFHVVDULO\�µEDG¶�� ,PEDODQFHV�PD\��IRU�
H[DPSOH��EH�D�UHVXOW�RI�LQWHU�WHPSRUDO�RSWLPL]DWLRQ�E\�WKH�SULYDWH�VHFWRU��)RU�H[DP-
SOH��D�FRXQWU\�ZLWK�DQ�DJHLQJ�SRSXODWLRQ�UHODWLYH�WR�LWV�WUDGLQJ�SDUWQHUV�PD\�FKRRVH�
WR�VDYH�DQG�UXQ�FXUUHQW�DFFRXQW�VXUSOXVHV�LQ�DQWLFLSDWLRQ�RI�GLV�VDYLQJV�LQ�WKH�IXWXUH�
when the workforce VKULQNV��/LNHZLVH��D�FRXQWU\�ZLWK�PRUH�LQYHVWPHQW�RSSRUWXQL-
WLHV� UHODWLYH� WR� LWV� GRPHVWLF� VDYLQJV�ZLOO� GUDZ� RQ� IRUHLJQ� VDYLQJV��$OWHUQDWLYHO\��
SROLF\�GLVWRUWLRQV�WKDW�FDQ�UHVXOW�LQ�µEDG¶�LPEDODQFHV�LQFOXGH�DQ�H[SRUW�OHG�VWUDWHJ\�
WKURXJK�D�PDQLSXODWHG�H[FKDQJH� UDWH�RU� VWUXFWXUDO� VKRUWFRPLQJV�� VXFK�DV� WKH�DE-
VHQFH�RI�DQ�DGHTXDWH�VRFLDO�VHFXULW\�QHW�WKDW�UHVXOWV�LQ�H[FHVVLYH�SULYDWH�VDYLQJV��+H�
DOVR�SRLQWV�RXW�WKDW�WKH�,0)�KDV�KDG�OLWWOH�VXFFHVV�LQ�SHUVXDGLQJ�FRXQWULHV�WR�UHGXFH�
WKHLU�µEDG¶�LPEDODQFHV��DQG�WKHUH�ZHUH�IHZ�FOHDU�ZDUQLQJV�IURP�WKH�,0)�LQ�DGYDQFH�
RI�WKH�FULVLV��7KH�,0)�IRFXVVHG�DOPRVW�H[FOXVLYHO\�RQ�WKH�WKUHDW�RI�DQ�H[FKDQJH�UDWH�
FULVLV�UHVXOWLQJ�IURP�D�SXOORXW�IURP�GROODU�DVVHWV��OHDGLQJ�WR�D�GLVRUGHUO\�GHFOLQH�LQ�
the dollar and a spike in interest rates. It did not look at how these imbalances were 
linked to the systematic risks building up in financial systems.
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These arguments suggest the need to examine differences in stages of develop-
ment, demographic patterns, market failures and other structural shortcomings and 
how these work through saving and investment patterns and the financial system 
leading to persistent external imbalances. Hence, imbalances are only symptoms 
that should be used as a diagnostic tool to identify the underlying causes of the 
imbalances. The research challenge is in disentangling the causes of imbalances 
between structural factors and policy distortions.13 One body of literature14 suggests 
that domestic policy distortions played a major role in driving global imbalances in 
the run-up to the crisis.

What has the G20 done to rebalance global demand and what needs to be done in 
the future? First, the G20 spent a lot of time identifying quantifiable targets for mea-
suring ’excessive’ imbalances. However, it failed to identify the driving force be-
hind the imbalances. And the domestic situations in G20 countries and the sources 
of imbalances differ widely. As such, policies should be tailored to individual coun-
try circumstances, especially the underlying distortions, to anchor the G20 objec-
tive of strong sustainable and balanced growth. For example, fiscal consolidation, 
appropriately timed in advanced economies to reduce the persistent deficits and 
create fiscal policy space, should be complemented by revival of internal demand 
in surplus countries to support domestic and global growth.

However, this is easier said than done. A number of concerns remain in rebalanc-
ing global demand. First, convincing policymakers to achieve a global public good 
such as reducing imbalances, especially when a growth model is working fairly 
well—as in China—would be a difficult task. Here, the G20 may play a decisive 
role through its peer review process identifying domestic policies for countries that 
are good for sustaining domestic growth and also for resolving global imbalances. 
Building on these ideas, Emil Stavrev notes that the IMF sustainability report iden-
tified seven systemic members as having “moderate” or “large” imbalances that 
warranted more in-depth analysis. Sustainability assessments indicate that external 
imbalances have been driven primarily by saving imbalances: i.e. saving in ma-
jor advanced economies has been too low, and too high in key emerging surplus 
economies. He argues therefore that policymakers need to continue their efforts  
to further promote such dual rebalancing which involves a “hand-off”—or trans-

13  A closer look at the external imbalances in the run-up to the crisis shows that sources vary 
widely across seven systemic economies (the countries that account for 5 % or more of G20 GDP 
are China, France, Germany, India, Japan, UK and USA). A variety of structural factors reflecting 
country circumstances have driven savings and investment behaviour: low private and public sav-
ings, imbalances between tax revenues and spending commitments and resistance to raising taxes 
in the USA; low savings in the UK; high savings and over-investment partly reflecting the distor-
tions in the financial sector in Germany; scores of factors including high savings, structural im-
balances between tax revenues and spending, declining productivity and a shrinking labour force 
in Japan; despite high private savings, low public savings and tax revenues, and high spending 
commitments in India; and exceptionally high private savings and investment, partly inadequate 
social safety nets, restrictive financial conditions, under-valued exchange rates, subsidized factors 
of production, limited dividends and lack of competition in product markets in China.
14  For example, see Blanchard and Milesi-Ferretti (2009).
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IHU²IURP�SXEOLF�WR�SULYDWH�GHPDQG�OHG�JURZWK�LQ�PDMRU�DGYDQFHG�HFRQRPLHV��'XDO�
rebalancing also requires a shift from growth led by domestic demand in major ad-
YDQFHG�GHILFLW�HFRQRPLHV�WRZDUGV�H[WHUQDO�GHPDQG�DQG�YLFH�YHUVD�LQ�PDMRU�HPHUJ-
ing surplus economies.

:KDW�DERXW�HPHUJLQJ�PDUNHWV"�,Q�KLV�QRWH��Takuji Kinkyo argues that in response 
WR�WKH�$VLDQ�ILQDQFLDO�FULVLV�RI�����±������FULVLV�KLW�$VLDQ�FRXQWULHV�DEDQGRQHG�de 
facto�GROODU�SHJV�DQG�RIILFLDOO\�FODLPHG� WR�DGRSW� IORDWLQJ�H[FKDQJH� UDWH� regimes. 
+RZHYHU��DV�ZLGHO\�UHFRJQL]HG�LQ�WKH�OLWHUDWXUH��WKHUH�LV�D�GLVFUHSDQF\�EHWZHHQ�de 
jure and de facto�H[FKDQJH�UDWH�regimes. Kinkyo shows that while China’s current 
DFFRXQW�VXUSOXV�KDV�GHFOLQHG�VKDUSO\�IURP�WKH�SHDN�OHYHO�EHIRUH�WKH�JOREDO�ILQDQ-
FLDO�FULVLV�RI�����±������WKHUH�LV�HYLGHQFH�WKDW�WKH�UHQPLQEL�VWLOO�UHPDLQV�VXEVWDQ-
WLDOO\�XQGHUYDOXHG��,Q�SDUWLFXODU��KH�DUJXHV�WKDW�WKH�UHQPLQEL�LV�QRW�DSSUHFLDWLQJ�IDVW�
HQRXJK�WR�PDWFK�WKH�SDFH�RI�FKDQJHV�LQ�XQGHUO\LQJ�IXQGDPHQWDOV��QRWDEO\�WKH�ULVH�LQ�
SURGXFWLYLW\�DQG�WKH�DFFXPXODWLRQ�RI�QHW�IRUHLJQ�DVVHWV��7KH�UHQPLQEL�FRXOG��KRZ-
HYHU��EHFRPH�VXEVWDQWLDOO\�XQGHUYDOXHG�RQFH�JOREDO�GHPDQG�EHJLQV�WR�JURZ�faster.15

,Q�WKHLU�QRWH��Jong Kook Shin and Chetan Subramanian argue that global imbal-
DQFHV�DUH�QRW�D�QHZ�SKHQRPHQRQ�DQG�KDYH�EHHQ�DURXQG�IRU�WKH�SDVW�WKUHH�decades. 
What is important is that the magnitude of the imbalances in the 1980s was rela-
WLYHO\�PRGHVW�LQ�FRPSDULVRQ�WR�WKH�LPEDODQFHV�LPPHGLDWHO\�SULRU�WR�WKH�FULVLV��,Q�
DGGLWLRQ��WKH�H[WHUQDO�GHILFLWV�RI�WKH�86$�DQG�RWKHU�DGYDQFHG�FRXQWULHV�LQ�WKH�����V�
ZHUH�ODUJHO\�IXQGHG�E\�RWKHU�DGYDQFHG�FRXQWULHV��VXFK�DV�-DSDQ�DQG�*HUPDQ\��,Q�
FRQWUDVW��PRUH�UHFHQWO\�WKH�LPEDODQFHV�RI�WKH�DGYDQFHG�FRXQWULHV�KDYH�EHHQ�IXQGHG�
by emerging markets.

The authors argue that this pattern highlights one of the important causes for 
WKH�JOREDO�ILQDQFLDO�FULVLV��QDPHO\�WKH�GHPDQG�IRU�ULVN�IUHH�DVVHWV�ZKLFK�SDUWO\�UH-
IOHFWV�SRRU� OHYHOV�RI� ILQDQFLDO�GHYHORSPHQW� LQ� WKH�(0(V��7KH�DXWKRUV� DUJXH� WKDW�
WKLV�H[SODLQV�WKH�Lucas Paradox, where capital IORZV�IURP�WKH�(0(V�WR�GHYHORSHG�
countries (Lucas 1990).

15 �$QRWKHU�IDFWRU�LV�SHWUR�GROODUV��7R�TXRWH�WKH�(FRQRPLVW��³>W@KH�ELJJHVW�FRXQWHUSDUW�WR�$PHULFD¶V�
FXUUHQW�DFFRXQW�GHILFLW�LV�WKH�FRPELQHG�VXUSOXV�RI�RLO�H[SRUWLQJ�HFRQRPLHV�ZKLFK�KDYH�HQMR\HG�
KXJH�ZLQGIDOOV�IURP�KLJK�RLO�SULFHV��7KLV�\HDU�WKH�,0)�H[SHFWV�WKHP�WR�UXQ�D�UHFRUG�VXUSOXV�RI�
86������ELOOLRQ��WKUHH�ILIWKV�RI�ZKLFK�ZLOO�FRPH�IURP�WKH�0LGGOH�(DVW��7KLV�DPRXQW�ZLOO�GZDUI�
&KLQD¶V�H[SHFWHG�VXUSOXV�RI�86������%LOOLRQ��6LQFH�������WKH�FXPXODWLYH�VXUSOXVHV�RI�RLO�H[SRUWHUV�
DPRXQWHG�WR�RYHU�86����7ULOOLRQ��WZLFH�DV�PXFK�DV�WKDW�RI�&KLQD´��7KH�(FRQRPLVW�2012). Little 
DWWHQWLRQ�KDV�EHHQ�SDLG�WR�WKLV��DV�SHWUR�GROODUV�GR�QRW�VKRZ�XS�LQ�LQWHUQDWLRQDO�UHVHUYHV�EXW�JR�LQWR�
VRYHUHLJQ�ZHDOWK�IXQGV��7KLV�GRHV�QRW�KHOS�WKH�UHFRYHU\�RI�JOREDO�GHPDQG��7KLV�FRXOG�EH�FRUUHFWHG�
SDUWO\�E\�H[FKDQJH�UDWH�PRYHPHQWV�DQG�SDUWO\�E\�VSHQGLQJ��HVSHFLDOO\�RQ�GRPHVWLF�FRQVXPSWLRQ��
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4  Financial Sector Regulation

3DUWLFLSDQWV� LQ� WKH�FRQIHUHQFH�UHFRJQL]HG�WKDW� WKH�ILQDQFLDO�VHFWRU�KDV�EHHQ�D�ELJ�
source of shocks to the global economy.16�)LQDQFLDO�VHFWRU�UHJXODWLRQ�KDV�DOVR�EHHQ�
DW�WKH�KHDUW�RI�*���LQLWLDWLYHV�IURP�WKH�ILUVW�/HDGHUV¶�6XPPLW��WKH�*���VXFFHHGHG�LQ�
DJUHHLQJ�RQ�%DVHO�,,,�FDSLWDO��OHYHUDJH�DQG�OLTXLGLW\�VWDQGDUGV��H[SDQGLQJ�WKH�UHJ-
XODWRU\�SHULPHWHU� WR� LQFOXGH�V\VWHPLFDOO\� LPSRUWDQW� ILQDQFLDO� LQVWLWXWLRQV� �6,),V���
macro-prudential tools and regulation of the shadow banking system.

7KHVH�UHIRUPV�KDYH�WULJJHUHG�D�GHEDWH�RQ�VHYHUDO�TXHVWLRQV��ZHUH�WKH�UHIRUPV�
VWLOO�WRR�OLWWOH�RU�GLG�WKH\�RYHUUHDFK�DQG�H[FHVVLYHO\�LPSHGH�ILQDQFLDO�PDUNHWV"�,V�WKH�
IRFXV�RQ�DFKLHYLQJ�ILQDQFLDO�VWDELOLW\�DW�DQ\�FRVW"�:KLOH�LW�LV�QRZ�ZLGHO\�UHFRJQL]HG�
WKDW�SUH�FULVLV�ILQDQFLDO�UHJXODWLRQ�ZDV�WRR�OD[��LV�ILQDQFLDO�UHJXODWLRQ�DIWHU�WKH�FULVLV�
OHDGLQJ�WR�FUHGLW�UDWLRQLQJ"�+RZ�FDQ�HFRQRPLHV�UHIRUP�WKH�ILQDQFLDO�VHFWRU�ZLWKRXW�
VWLIOLQJ� LW"�+RZ�GR�FRXQWULHV�FRRUGLQDWH� ILQDQFLDO� UHJXODWLRQ�DFURVV� MXULVGLFWLRQV��
DQG�LV�LW�UHDVRQDEOH�WR�KDYH�FRRUGLQDWLRQ�ZKHQ�HFRQRPLHV�DUH�DW�GLIIHUHQW�VWDJHV�RI�
HFRQRPLF�DQG�ILQDQFLDO�GHYHORSPHQW"�$Q�DUHD�WKDW�LV�RI�SDUWLFXODU�LQWHUHVW�WR�,QGLD�
is whether raising fresh capital to comply with the new Basel III norms for Indian 
banks will be a challenge amidst a slowing economy.17

7KH�FULVLV�KDV�DOVR�FKDOOHQJHG� WKH� LQWHOOHFWXDO� IRXQGDWLRQV²HIILFLHQW�PDUNHWV��
VHOI�UHJXODWLRQ��PDUNHW�GLVFLSOLQH�DQG�ILQDQFLDO�LQQRYDWLRQ²WKDW�SUHYDLOHG�SULRU�WR�
the FULVLV��/LJKW�WRXFK�UHJXODWLRQ�DQG�VXSHUYLVLRQ�ZHUH�WKRXJKW�WR�EH�DGHTXDWH�DV�
PDUNHWV�ZHUH�HIILFLHQW�LQ�DFFXUDWHO\�PHDVXULQJ�ULVNV�DQG�DOORFDWLQJ�WKHP�RSWLPDOO\��
DQG�ILQDQFLDO�LQQRYDWLRQV�ZHUH�FRQVLGHUHG�WR�KDYH�LPSURYHG�ULVN�PDQDJHPHQW��%XW�
the crisis changed these perceptions. One lesson from the crisis is that financial 
VWDELOLW\�LV�QRW�LQGHSHQGHQW�RI�PDFURHFRQRPLF�VWDELOLW\��RU�WKH�ODWWHU�LQGHSHQGHQW�RI�
the former. Participants in the conference felt that the crisis highlighted many gaps 
LQ�WKH�UHJXODWRU\�DQG�VXSHUYLVRU\�IUDPHZRUN��LQFOXGLQJ�

�� )DLOXUH�RI�UHJXODWRU\�SROLFLHV��SDUWLFXODUO\�FDSLWDO�DGHTXDF\�DQG�OLTXLGLW\�VWDQ-
dards and disclosure requirements to assess risks

�� 3UR�F\FOLFDOLW\�RI�FDSLWDO�VWDQGDUGV

16 �,Q�D�0D\���������HQWU\�WR�WKH�,0)�GLUHFW��EORJ���'DYLG�5RPHU�RI�%HUNHOH\�SRLQWV�RXW�WKDW�ILQDQ-
FLDO�VKRFNV�DUH�QRW�UDUH��DQG�VKRXOG�EH�WKRXJKW�DV�EHLQJ�FORVHU�WR�FRPPRQSODFH�UDWKHU�WKDQ�EHLQJ�
FRQVLGHUHG�DV�H[FHSWLRQDO�HYHQWV��+H�VXJJHVWV� WKDW� LQ� WKH�SDVW����\HDUV� LQ� WKH�86$�� WKHUH�KDYH�
EHHQ�VL[�RFFDVLRQV�LQ�ZKLFK�ILQDQFLDO�GHYHORSPHQWV�KDYH�SRVHG�LPSRUWDQW�PDFURHFRQRPLF�ULVNV��
WKH�/DWLQ�$PHULFDQ�GHEW�FULVLV��WKH������VWRFN�PDUNHW�FUDVK��WKH�VDYLQJV�DQG�ORDQV�FULVLV�RI�WKH�ODWH�
����V�DQG�HDUO\�����V��WKH�5XVVLDQ�GHEW�FULVLV�RI�������WKH�GRW�FRP�EXEEOH�EXVW�RI�WKH�ODWH�����V�
DQG�HDUO\�����V�DQG�WKH�KRXVLQJ�FULVLV�DQG�ILQDQFLDO�PHOWGRZQ�RI�WKH�*)&�VWDUWLQJ�LQ�������6HH�
KWWS���EORJ�LPIGLUHFW�LPI�RUJ������������SUHYHQWLQJ�WKH�QH[W�FDWDVWURSKH�ZKHUH�GR�ZH�VWDQG��
17 �2QH�RI�WKH�IHDUV�RI�FXUUHQW�UHIRUP�LQLWLDWLYHV�LV�WKDW�LW�PD\�OHDG�WR�FUHGLW�UDWLRQLQJ��'RPHVWLFDOO\��
WKH�PRVW�DIIHFWHG�VHJPHQW�ZRXOG�EH�VPDOO��DQG�PHGLXP�VL]HG�HQWHUSULVHV��ZKLOH�JOREDOO\�LW�ZRXOG�
EH�(0(V��HVSHFLDOO\�WUDGH�FUHGLWV�WR�(0(�ILUPV��6LPLODUO\��FRXQWULHV�ZKHUH�D�KRPH�JURZQ�EDQN-
LQJ�V\VWHP�LV�DEVHQW�ZRXOG�JHW�DIIHFWHG�PRVW�DV�JOREDOO\�DFWLYH�EDFNV�GHOHYHUDJH��7KLV�ZRXOG�FDOO�
IRU�WDUJHWHG�UHIRUPV²VSHFLDO�SURYLVLRQLQJ²UDWKHU�WKDQ�JHQHUDO�UHOD[DWLRQ�UHJXODWRU\�VWDQGDUGV��
6HFRQG��PXFK�RI�WKH�*���GHEDWH�RQ�ILQDQFLDO�UHJXODWLRQV�UHIOHFWV�SUREOHPV�RI�WKH�86$�DQG�(XURSH�
DQG�LV�QRW�QHFHVVDULO\�UHOHYDQW�IRU�(0(V�
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�� 7RR�ELJ�WR�IDLO�SUREOHPV�DQG�DVVRFLDWHG�H[FHVVLYH�ULVN�WDNLQJ�EHKDYLRXU�E\�IL-
nancial institutions

�� 7KH�DEVHQFH�RI�PDFUR�SUXGHQWLDO�WRROV
�� 7KH�SRVLWLRQ�RI�VKDGRZ�EDQNLQJ�RXWVLGH�WKH�UHJXODWRU\�SHULPHWHUV
�� )DLOXUH� WR�DSSUHFLDWH�SRWHQWLDO� ULVNV�DVVRFLDWHG�ZLWK� LQQRYDWLRQ��FRPSHQVDWLRQ�

VWUXFWXUHV�DQG�DVVRFLDWHG�PLVJXLGHG�LQFHQWLYHV��WKH�V\VWHPLF�LPSRUWDQFH�RI�QRQ�
banks and the importance of the relationship between banks and non-banks

�� 7RR�PXFK�UHOLDQFH�RQ�FUHGLW�UDWLQJ�DJHQFLHV
�� &RUSRUDWH�JRYHUQDQFH�IDLOXUHV

,Q� WKH� OHDG� FKDSWHU� WR� WKLV� VHFWLRQ��Stephen Pickford takes stock of many of the 
DERYH�LVVXHV�DQG�DUJXHV�WKDW�DQ�LPSRUWDQW�DVSHFW�WR�FRQVLGHU�LV�WKH�H[WHQW�DQG�IRUP�
RI�ILQDQFLDO�VHFWRU�UHIRUPV�DOUHDG\�XQGHUWDNHQ��DQG�WKH�YDULDEOH�LPSDFW�VXFK�UHIRUPV�
PD\�KDYH�RQ�HFRQRPLF�DFWLYLW\�LQ�FRXQWULHV�WKDW�DUH�DW�GLIIHUHQW�VWDJHV�RI�HFRQRPLF�
DQG�ILQDQFLDO�VHFWRU�GHYHORSPHQW��+H�DUJXHV�WKDW�LQ�SROLWLFDO�HFRQRP\�WHUPV�LW�ZDV�
QHFHVVDU\�IRU�JRYHUQPHQWV�WR�WLJKWHQ�UHJXODWLRQ�LQ�RUGHU�WR�DGGUHVV�WKH�UHJXODWRU\�
VKRUWFRPLQJV�H[SRVHG�E\�WKH�FULVLV��ZKLFK�UHTXLUHG�H[FHSWLRQDO�OHYHOV�RI�VXSSRUW�
DQG�ILQDQFLDO�UHVRXUFHV�SURYLGHG�WR�EDQNV�DQG�RWKHU�ILQDQFLDO�LQVWLWXWLRQV��)XUWKHU��
PDOSUDFWLFH�DQG�PLVEHKDYLRXU� LQ�SULYDWH�ILQDQFLDO� LQVWLWXWLRQV�KDV�DGGHG�SROLWLFDO�
SUHVVXUH� IRU� WLJKWHU� UHJXODWLRQ�� FRPSRXQGLQJ� WKH�SUHVVXUH� DOUHDG\� UHVXOWLQJ� IURP�
WKH�KLJK�FRVW�RI�SXEOLF�VXSSRUW�IRU�EDQNV�GXULQJ�WKH�FULVLV��2YHUDOO��KH�FRQVLGHUV�WKDW�
ZKLOH�WKH�MXU\�LV�VWLOO�RXW�RQ�WKH�FRVW�DQG�EHQHILWV�RQ�D�YDULHW\�RI�UHJXODWRU\�UHIRUPV��
there are good political economy reasons for completing the current regulatory pro-
JUDPPH��7KLV�LV�EDVHG�RQ�WKH�YLHZ�WKDW�ZKLOH�UHIRUPV�WR�DGGUHVV�WKH�VKRUWFRPLQJV�
WKDW�OHG�WR�WKH�ODVW�FULVLV�PD\�QRW�SUHYHQW�IXWXUH�FULVHV��DW�WKH�YHU\�OHDVW�WKH\�VKRXOG�
SUHYHQW�D�UHSHDW�RI�WKH�ODVW�RQH�

In his note Jae Ha Park argues that Asian financial V\VWHPV�KDYH�EHHQ�UHODWLYHO\�
XQDIIHFWHG�E\� WKH�JOREDO� ILQDQFLDO� FULVLV� �*)&��DQG� WKH�RQJRLQJ�HXUR]RQH�FULVLV��
UHIOHFWLQJ�VRXQG�EDODQFH�VKHHWV��SUXGHQW�ULVN�PDQDJHPHQW�DQG�PRGHVW�H[SRVXUH�WR�
WR[LF�DVVHWV��+H�QRWHV�WKDW�WKLV�VWUHQJWK�RI�WKH�$VLDQ�ILQDQFLDO�V\VWHP�LV�GXH�WR�LWV�
VL]HDEOH�QRQ�EDQNLQJ�ILQDQFLDO�ILUPV��,Q�DGGLWLRQ��ODUJH�IRUHLJQ�H[FKDQJH�UHVHUYHV�
KDYH�SURYLGHG�D�FXVKLRQ�DJDLQVW�YRODWLOH�FDSLWDO�IORZV�LQ�PRVW�FDVHV��+H�QRWHV��KRZ-
HYHU��WKDW�UHTXLUHPHQWV�XQGHU�%DVHO�,,,�PD\�LPSRVH�DQ�H[FHVVLYH�EXUGHQ�RQ�VRPH�
HPHUJLQJ�$VLDQ�HFRQRPLHV��%DVHO�,,,�DQG�UHODWHG�VXSHUYLVRU\�DQG�UHJXODWRU\�PHD-
VXUHV��ZKLFK�ZHUH�GHVLJQHG�IURP�WKH�SHUVSHFWLYH�RI� WKH�H[SHULHQFH�RI�GHYHORSHG�
HFRQRPLHV�GXULQJ�WKH�*)&��PD\�QRW�QHFHVVDULO\�EH�DSSOLFDEOH�WR�$VLDQ�HPHUJLQJ�
market economies.18

18 �0DQ\�SDUWLFLSDQWV�IHOW�WKDW�UHJXODWRU\�FRQFHUQV�RI�(0(V�DUH�GLIIHUHQW�JLYHQ�WKHLU�GHYHORSPHQWDO�
QHHGV��7KH�UHJXODWRU\�SKLORVRSK\�LQ�PRVW�RI�WKH�(0(V��HVSHFLDOO\�LQ�$VLD��DQG�,QGLD���LV�GLIIHU-
ent—regulators pay close attention and capital and liquidity standards are high. Asian regulators 
DOVR�KDYH�XVHG�PDFUR�SUXGHQWLDO�SROLFLHV²DGPLQLVWUDWLYH�JXLGDQFH�WR�OLPLW�EDQN�FUHGLW�JURZWK��
UHDO�HVWDWH�ORDQ�FDSV��HWF�²ZKLFK�SURYLGHG�D�FXVKLRQ�DJDLQVW�WKH�FULVLV��+HQFH��UHIRUPV�SURSRVHG�
WR�DGGUHVV�ZHDNQHVVHV�LQ�DGYDQFHG�FRXQWU\�ILQDQFLDO�PDUNHWV�PD\�QRW�EH�DSSOLHG�WR�(0(V��7KRXJK�
FDSLWDO�DQG�OLTXLGLW\�VWDQGDUGV�RI�%DVHO�,,,�DUH�HDVLO\�DFKLHYDEOH�IRU�$VLDQ�FRXQWULHV��VWUHQJWKHQ-
LQJ�UHJXODWRU\�FDSDFLW\�DQG�GDWD�UHTXLUHPHQWV�IRU�LPSOHPHQWLQJ�%DVHO�,,,�PD\�LPSRVH�DQ�H[FHVV�
EXUGHQ��+RZHYHU�� LW� VKRXOG�EH�QRWHG� WKDW� LQWHUQDWLRQDO�VWDQGDUGV�VXFK�DV�%DVHO� UXOHV�DUH�PHDQW�
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,Q�KLV�QRWH��Berndt Spahn�ORRNV�DW�PRUH�UHFHQW�SURSRVDOV�IRU�UHRUJDQL]LQJ�EDQN-
LQJ�VXSHUYLVLRQ�LQ�(XURSH�DQG�WKH�HXUR�DUHD�LQ�particular. He argues that while the 
entire gamut of financial sector reforms—ranging from reforms that enhance the 
TXDOLW\�DQG�TXDQWLW\�RI�FDSLWDO�� OLTXLGLW\�DQG� OHYHUDJH� UDWLRV�� UHJXODWLQJ�27&�GH-
ULYDWLYHV��LGHQWLI\LQJ�V\VWHPLFDOO\�LPSRUWDQW�ILQDQFLDO�LQVWLWXWLRQV�DQG�EHWWHU�PDFUR�
SUXGHQWLDO�UHJXODWLRQV²ZLOO�LPSRVH�QHZ�FRVWV�DQG�OHDG�WR�D�UHVWUXFWXULQJ�RI�DFWLYL-
WLHV��WKH\�ZLOO�QRW�MHRSDUGL]H�WKH�IXQFWLRQLQJ�RI�WKH�ILQDQFLDO�LQGXVWU\�

Anand Sinha argues in his note that the recognition of the role of systemic risk 
and the importance of financial stability are the major lessons from the crisis. While 
WKHUH�DUH�DUJXPHQWV�IRU�ERWK�VXSSRUWLQJ�DQG�RSSRVLQJ�WKH�QHZ�UHJXODWLRQV��HDFK�KDV�
its own merits. The answer therefore lies in striking the right balance to ensure that 
WKH�QHZ�UHJXODWLRQV�DFKLHYH�WKHLU�REMHFWLYH�RI�VWUHQJWKHQLQJ�WKH�UHVLOLHQFH�RI�WKH�IL-
QDQFLDO�V\VWHP�ZKLOH�DW�WKH�VDPH�WLPH�QRW�DGYHUVHO\�LPSDFWLQJ�RQ�HFRQRPLF�JURZWK�
and the efficiency gains from financial LQQRYDWLRQ�

,Q�WKH�GLVFXVVLRQ��PDQ\�SDUWLFLSDQWV�IHOW�WKDW�ZKLOH�IRUZDUG�ORRNLQJ�SURYLVLRQLQJ�
DQG�FURVV�ERUGHU�UHVROXWLRQ�PHFKDQLVPV�DUH�EHLQJ�LQWURGXFHG��FRQVLGHUDEOH�HIIRUWV�
are still required to identify models or metrics to measure systemic risk and its 
LQWHUDFWLRQ�ZLWK� WKH�ILQDQFLDO�V\VWHP�DQG�UHDO�HFRQRP\�WR�HIIHFWLYHO\�XVH�PDFUR�
SUXGHQWLDO�SROLFLHV�IRU�VPRRWKLQJ�FUHGLW�F\FOHV�DQG�DFKLHYH�ILQDQFLDO�VWDELOLW\��)L-
QDQFLDO�VHFWRU�UHIRUPV�KDYH�WULJJHUHG�GHEDWHV�RYHU�WKH�LPSDFW�RQ�EDQN�OHQGLQJ�DQG�
HFRQRPLF� JURZWK�� ,W�ZDV� DFNQRZOHGJHG� WKDW� KLJK� FDSLWDO�� OLTXLGLW\� DQG� OHYHUDJH�
VWDQGDUGV�� DQG� UHVWULFWLRQV� RQ� FHUWDLQ� DFWLYLWLHV� IRU� EDQNV� KDYH� DUJXDEO\� UHGXFHG�
OHQGLQJ�WR�WKH�SULYDWH�VHFWRU�DQG�VWLIOHG�LQQRYDWLRQ��ZKLFK�GHSUHVVHV�JURZWK��6FHS-
tics of financial sector reform typically question the ability of regulators to manage 
WKH�PRUH�LQWUXVLYH�UHJLPHV��7KH\�DOVR�VKRZ��XVLQJ�KLVWRULFDO�GDWD��WKDW�VLPSOH�DQG�
PDUNHW�EDVHG�UXOHV�VXEVWDQWLDOO\�RXWSHUIRUP�FRPSOH[�UXOHV�VXFK�DV�WKH�ULVN�EDVHG�
%DVHO�DSSURDFK��2Q�WKH�RWKHU�KDQG��WKH�SURSRQHQWV�RI�ILQDQFLDO�VHFWRU�UHIRUPV�DUJXH�
WKDW�WKH�GDPDJH�XQOHDVKHG�E\�WKH�FULVLV�LV�PDVVLYH��DQG�KHQFH�WKH�H[SHFWHG�EHQHILWV�
RI�ILQDQFLDO�VWDELOLW\�RXWZHLJK�WKH�FRVWV�RI�UHJXODWLRQ��)XUWKHU��JLYHQ�WKDW�ILQDQFLDO�
PDUNHWV�IDLOHG�WR�DVVHVV�ULVN�DQG�WKHUH�ZDV�IUDXG�DQG�PDQLSXODWLRQ��SROLF\PDNHUV�
and the public at large lost trust in the self-regulation of financial markets. The dis-
cussion demonstrated that the debate is still LQFRQFOXVLYH�

The participants in this session highlighted the need for cooperation in the imple-
mentation of standards and the importance of consistent implementation across re-
gions so as to mitigate regulatory arbitrage. These standards are global and non-bind-
LQJ��7KH�*����KRZHYHU��KDV�HQWUXVWHG�WKH�)LQDQFLDO�6WDELOLW\�%RDUG��)6%��ZLWK�GH-
YHORSLQJ�D�FRRUGLQDWLRQ�IUDPHZRUN�IRU�PRQLWRULQJ�LPSOHPHQWDWLRQ�DW�QDWLRQDO�OHYHO�� 

IRU�LQWHUQDWLRQDOO\�DFWLYH�EDQNV��&RXQWULHV�KDYH�D�ODUJH�OHHZD\�WR�LPSOHPHQW�WKHP�DV�WKH\�GHHP�
ILW²IRU�H[DPSOH��,QGLD�KDV�SURSRVHG�WR�DSSO\�LW�IXOO\��ZKLOH�-DSDQ�DQG�WKH�86$�KDYH�RSWHG�LW�IRU�
RQO\�WKH�LQWHUQDWLRQDOO\�DFWLYH�EDQNV��)LQDOO\��DQ�LPSRUWDQW�LVVXH�WKDW�DULVHV�KHUH�LV�WKH�FRQFHUQ�RYHU�
WKH�UDSLG�JURZWK�RI�EDQN�FUHGLW��7KLV�PD\�EH�D�PLVOHDGLQJ�LQGLFDWRU�RI�³VWUHVV´�VLQFH�LQ�(0(V��
EDQN�FUHGLW� LV�SDUWO\�GULYHQ�E\�PRUH�ILQDQFLDO� LQFOXVLRQ��8QLYHUVDOO\�VWULQJHQW�FDSLWDO�VWDQGDUGV�
�VXFK�DV�%DVHO� ,,,��PD\�GLVSURSRUWLRQDWHO\�DIIHFW�(0(V�DV�JOREDOO\�DFWLYH�EDQNV�ZRXOG� UHGXFH�
WKHLU�H[SRVXUH�WR�(0(V�WR�PHHW�QHZ�VWULQJHQW�FDSLWDO�VWDQGDUGV��)XUWKHU��LI�WKH�QHZ�VWDQGDUGV�DUH�
LPSOHPHQWHG�LQ�(0(V��WKLV�ZRXOG�PDNH�GHYHORSPHQW�ILQDQFLQJ�DQG�ILQDQFLDO�LQFOXVLRQ�GLIILFXOW��
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,QGHHG��ILQDQFLDO�UHIRUPV�UHFHLYHG�WRS�ELOOLQJ�LQ�WKH�ILUVW�WKUHH�VXPPLWV�DQG�KDYH�FRQ-
tinued to be an important issue in the later summits. The successful implementation 
of financial reforms would highlight the success of the G20 as a global coordination 
mechanism. Many considered that rolling back the agenda was not an option.

7R�VXPPDUL]H��SDUWLFLSDQWV�IHOW�WKDW�VHYHUDO�PHVVDJHV�FDQ�EH�GUDZQ�IRU�WKH�*��¶V�
ILQDQFLDO�UHJXODWRU\�UHIRUPV��,Q�WKH�SUH�*)&�SHULRG��ILQDQFLDO�UHJXODWLRQ�ZDV�QRW�
HTXLSSHG� WR� LGHQWLI\� ULVN� FRQFHQWUDWLRQ� DQG� SHUPLWWHG� IODZHG� LQFHQWLYHV��0DFUR�
SROLFLHV�DOVR�IDLOHG�WR�WDNH�LQWR�DFFRXQW�WKH�EXLOG�XS�RI�V\VWHPDWLF�ULVN��+HQFH��LW�
LV� FUXFLDO� WR� IXOO\� FRPSOHWH� DQG� LPSOHPHQW� WKH� H[LVWLQJ� FRPPLWPHQWV� WR� WLJKWHU�
UHJXODWLRQV��+RZHYHU��LW�LV�LPSRUWDQW�WR�WDNH�LQWR�DFFRXQW�WKH�VLWXDWLRQ�RI�HPHUJLQJ�
PDUNHWV�� LQFOXGLQJ�WKRVH�LQ�$VLD��,I� WKHUH�DUH�VHFWRU�VSHFLILF�SUREOHPV��HVSHFLDOO\�
SHUWDLQLQJ�WR�FUHGLW�DQG�RU�(0(V��WKHQ�VHFWRU�VSHFLILF�DQG�(0(�VSHFLILF�VROXWLRQV�
must be framed. There may also be a need to consolidate the agenda and focus on 
LPSOHPHQWLQJ�H[LVWLQJ�UHIRUP�LQLWLDWLYHV��7KLV�ZRXOG�JLYH�UHJXODWRUV�DQG�VXSHUYL-
VRUV�VRPH�WLPH�WR�UHIOHFW�RQ�ZKDW�IRUP�RI�UHJXODWLRQ�DQG�VXSHUYLVLRQ�ZRUNV�EHVW�LQ�
SUDFWLFH��2WKHU�EURDG�TXHVWLRQV� WKDW�HPHUJHG� LQFOXGHG�ZKDW� LV� WKH�RSWLPDO�)6%±
*���UHODWLRQVKLS��DQG�KRZ�VKRXOG�ZH�DVVHVV�SURJUHVV��SDUWLFXODUO\�WKH�WUDGH�RII�EH-
tween the safety of the financial system and economic growth.

5  A new framework for reforming the International 
Monetary System

The G20 agenda for reforming the international monetary system (IMS) includes 
PDQDJLQJ�JOREDO�UHVHUYH�FXUUHQFLHV��PDQDJLQJ�H[FHVVLYH�FDSLWDO�IORZV�DQG�YRODWLO-
LW\��DQG�SURYLGLQJ�D�JOREDO�ILQDQFLDO�VDIHW\�net. Participants felt that the G20 has 
PDGH�OLWWOH�SURJUHVV�RQ�GHYHORSLQJ�D�FRPSUHKHQVLYH�PXOWLODWHUDO�IUDPHZRUN�IRU�UH-
IRUPLQJ�WKH�,06��6RPH�UHOHYDQW�TXHVWLRQV�UDLVHG�LQ�WKLV�VHVVLRQ�ZHUH�

�� ,V�WKH�,06�IXQGDPHQWDOO\�IODZHG"
�� +DV�WKH�HYROXWLRQ�RI�WKH�,06�NHSW�XS�ZLWK�FKDQJHV�LQ�WKH�JOREDO�HFRQRP\"
�� :LOO� IXQGDPHQWDO� FKDQJHV� LQ� WKH� JOREDO� HFRQRP\�PDNH� WKH� ,06�PRUH�PXOWL�

SRODU"
�� +DV�WKH�*���SURYLGHG�D�FRQFUHWH�SURSRVDO�IRU�UHIRUPLQJ�WKH�,06"
�� :KDW�UROH�FDQ�JOREDO�ILQDQFLDO�VDIHW\�QHWV�SOD\�LQ�PLWLJDWLQJ�EDODQFH�RI�SD\PHQW�

FULVHV�DQG�UHGXFLQJ�,06�LQGXFHG�JOREDO�LPEDODQFHV"
�� :KDW�LV�WKH�UROH�RI�PDFUR�SUXGHQWLDO�SROLFLHV�LQ�PLWLJDWLQJ�WKH�GHOHWHULRXV�HIIHFWV�

RI�YRODWLOH�FDSLWDO�IORZV"

7KH�,06�KDV�HYROYHG�IURP�WKH�JROG�VWDQGDUG�WR�WKH�%UHWWRQ�:RRGV�DUUDQJHPHQWV�
RI� IL[HG� DQG� DGMXVWDEOH� H[FKDQJH� UDWHV� �VLQFH� �����ZKHQ� WKH� JROG� VWDQGDUG�ZDV�
abandoned)��DQG�ILQDOO\�WR�WKH�FXUUHQW�V\VWHP�RI�EURDGO\�IORDWLQJ�H[FKDQJH�UDWHV��$�
key feature of the current IMS is that it requires a liquid international asset of stable 
YDOXH��L�H��D�UHVHUYH�DVVHW��ZKLFK�VLQFH�WKH�GHPLVH�RI�WKH�JROG�VWDQGDUG�KDV�EHHQ�WKH�
86�GROODU���7KHUH�DUH��KRZHYHU��VHYHUDO�V\PSWRPV�RI�LQVWDELOLW\�LQ�WKH�FXUUHQW�,06��
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7KLV�LV�HYLGHQFHG�E\�����URXWLQHO\�UHFXUULQJ�FULVHV�LQ�WKH�SRVW�%UHWWRQ�:RRGV�SHULRG�
PDUNHG�E\�SHUVLVWHQW�FXUUHQW�DFFRXQW�LPEDODQFHV������YRODWLOLW\�LQ�FDSLWDO�IORZV�DQG�
FXUUHQF\�YDOXHV�DQG�����D�VL]HDEOH�EXLOG�XS�LQ�LQWHUQDWLRQDO�UHVHUYHV�LQ�NH\�HPHUJ-
LQJ�HFRQRPLHV��ZKLFK�DSSURDFKHG����ELOOLRQ�RU�RYHU������RI�JOREDO�*'3�RQ�DYHUDJH�
in 2008 (Ghosh et.al. 2012).

The root causes of this instability can be traced largely to the following:

�� ,QDGHTXDWH�JOREDO�DGMXVWPHQW�PHFKDQLVPV��7KHUH�DUH�QR�PHFKDQLVPV�IRU�EXUGHQ�
VKDULQJ�DFURVV�FRXQWULHV�DQG��DV�VXFK��WKH�V\VWHP�LV�SURQH�WR�LQFRQVLVWHQFLHV�DQG�
H[WHUQDOLWLHV�

�� 7KH� ODFN�RI� D�JOREDO�RYHUVLJKW� IUDPHZRUN� IRU� FURVV�ERUGHU� FDSLWDO� flows. The 
KLJKHU�YROXPH�RI�FURVV�ERUGHU�FDSLWDO�IORZV�FUHDWHV�FRPSOH[�LQWHUGHSHQGHQFLHV��
DQG�D�XQLYHUVDO�IUDPHZRUN�WKDW�DGGUHVVHV�FURVV�ERUGHU�FDSLWDO�IORZV�LV�ODFNLQJ�

�� 1R�V\VWHPLF�OLTXLGLW\�SURYLVLRQ�PHFKDQLVP��7KH�VL]H�RI�WKH�FROOHFWLYH�VDIHW\�QHW�
LV�LQDGHTXDWH�DQG�WKHUH�LV�QR�V\VWHPDWLF�PHFKDQLVP�WR�SURYLGH�OLTXLGLW\�DW�WKH�
JOREDO�OHYHO�

�� 6WUXFWXUDO�FKDOOHQJHV��7KHUH�DUH�FRQFHUQV�DERXW�D�GRPLQDQW�QDWLRQDO�FXUUHQF\�
EDVHG�V\VWHP�ZKLFK�SURYLGHV�³H[RUELWDQW�SULYLOHJH´�WR�WKH�UHVHUYH�FXUUHQF\�LVVX-
HU��)XUWKHU��WKLV�FUHDWHV�D�GHHS�GHSHQGHQFH�IRU�WKH�UHVW�RI�WKH�ZRUOG�RQ�WKH�UHVHUYH�
LVVXHU¶V�GRPHVWLF�SROLFLHV��)XUWKHUPRUH��LW�UDLVHV�WKH�SRVVLELOLW\�RI�DQ�DV\PPHWULF�
adjustment to imbalances.

�� 7KHUH�LV�D�QHHG�WR�DFFRPPRGDWH�WKH�FKDQJLQJ�FRUH�DQG�WR�JHQHUDWH�WKH�QHFHVVDU\�
supply of safe assets.

,Q�WKH�OHDG�FKDSWHU��Jyoti Rahman, Ewa Orzechowska-Fischer and Redom Syed sug-
JHVW� WKDW�ZKLOH� WKH� FXUUHQW� ,06� QHHGV� UHIRUPV�� D� FRPSOHWHO\� QHZ� V\VWHP� LV� QRW�
UHTXLUHG��7KH\�QRWH�WKDW�LQ�WKH������/RV�&DERV�VXPPLW��WKH�*���/HDGHUV�IXUWKHU�
VXSSOHPHQWHG�WKH�,0)�1$%��1HZ�$UUDQJHPHQWV�WR�%RUURZ��DQG�TXRWD�UHVRXUFHV�
ZLWK�ELODWHUDO�ORDQV�ZRUWK�PRUH�WKDQ�86������ELOOLRQ��7KLV�KDV�EROVWHUHG�WKH�,0)¶V�
OHQGLQJ�FDSDFLW\��,Q�UHVSRQVH�WR�WKH�FULVLV��WKH�)XQG�DOVR�FUHDWHG�D�IOH[LEOH�FUHGLW�OLQH�
�)&/��DQG�D�SUHFDXWLRQDU\�OLTXLGLW\�OLQH��3//��DLPHG�DW�EROVWHULQJ�PDUNHW�FRQIL-
GHQFH�DQG�DOOHYLDWLQJ�EDODQFH�RI�SD\PHQW�ULVNV�IRU�FRXQWULHV�ZLWK�VWURQJ�HFRQRPLF�
IXQGDPHQWDOV��+RZHYHU��WKH�*)&�KLJKOLJKWHG�VLJQLILFDQW�ZHDNQHVVHV�LQ�WKH�,0)¶V�
VXUYHLOODQFH�PHWKRGV��$�UHYLHZ�RI�VXUYHLOODQFH�OHG�WR�PDMRU�LPSURYHPHQWV�LQ�WKH�
VXUYHLOODQFH�IUDPHZRUN�ZLWK�D�VWUHQJWKHQHG�IRFXV�RQ�VSLOORYHUV�DV�RSSRVHG�WR�DQ�
HDUOLHU�HPSKDVLV�RQ�H[FKDQJH�UDWH�SROLFLHV�DV�D�SULPDU\�FRQWULEXWRU�WR�H[WHUQDO�im-
EDODQFHV��7KH�DXWKRUV�DOVR�QRWH�WKDW�ZKLOH�WKH�,0)�KDV�EHHQ�XQGHUJRLQJ�D�VHW�RI�JRY-
HUQDQFH�UHIRUPV�DLPHG�DW�LQFUHDVLQJ�WKH�UHSUHVHQWDWLRQ�RI�HPHUJLQJ�PDUNHWV��IXUWKHU�
UHIRUPV�DUH�QHHGHG�WR�PDNH�WKH�,0)�JRYHUQDQFH�VWUXFWXUH�UHIOHFWLYH�RI�FKDQJLQJ�
JOREDO�UHDOLWLHV��DQG�WKDW�WKHVH�UHIRUPV�VKRXOG�OHDG�WR�D�VXEVWDQWLDO�VKLIW�LQ�WKH�,0)�
TXRWD�VKDUHV�WRZDUGV�WKH�G\QDPLF�(0'&V�DQG�D�FKDQJH�LQ�WKH�,0)�TXRWD�IRUPXOD�

,Q�VLPLODU� VSLULW��Emil Stavrev� DUJXHV� WKDW�ZKLOH� WKH�FXUUHQW� ,06�KDV�VXUYLYHG�
IRU�RYHU����\HDUV�DQG�KDV�XQGHU�SLQQHG�VWURQJ�JOREDO�JURZWK�DQG�LQFUHDVLQJ�LQWH-
JUDWLRQ��LW�KDV�DOVR�H[KLELWHG�PDQ\�V\PSWRPV�RI�LQVWDELOLW\��+LV�QRWH�VXPPDUL]HV�
WKH�NH\�SUREOHPV�IDFLQJ�WKH�,06�DQG�GLVFXVVHV�SRWHQWLDO�UHIRUPV��7KH�DYHQXHV�IRU�
reform can be found first in strengthening policy collaboration in the core and pe-
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ripheries through the G20 mutual assessment process (MAP). There should also 
EH� D� VWUHQJWKHQLQJ�RI� ,0)� VXUYHLOODQFH� DQG� LQWHJUDWLRQ�RI� ELODWHUDO� DQG�PXOWLODW-
eral VXUYHLOODQFH��7KLV� QHHGV� WR�EH� IXUWKHU� FRPSOHPHQWHG�E\� WKH�PRQLWRULQJ� DQG�
PDQDJHPHQW�RI�JOREDO�FDSLWDO� IORZV��)XUWKHU�ZRUN� LV�QHHGHG� WR� IRFXV�RQ�PDFUR�
SUXGHQWLDO�DQG�FDSLWDO�IORZ�PDQDJHPHQW�PHDVXUHV��)LQDOO\��WKH�FUHDWLRQ�RI�D�VWURQJ�
JOREDO�VDIHW\�QHW�ZLOO�EH�QHFHVVDU\�WR�IXOO\�PLWLJDWH�WKH�DERYH�PHQWLRQHG�LQVWDELOL-
WLHV��+RZHYHU��WR�HQVXUH�WKH�VXFFHVV�RI�WKLV�SODQ��LW�ZLOO�EH�LPSRUWDQW�WR�QDYLJDWH�DQ�
RUGHUO\�DQG�JUDGXDO�WUDQVLWLRQ�WR�WKH�VWURQJHU�JRYHUQDQFH�V\VWHP��3DUWLFLSDQWV�LQ�WKH�
VHVVLRQ�UHFRJQL]HG�WKDW�WKHUH�LV�DQ�DV\PPHWU\�LQ�WKH�*��V�UHIRUP�DJHQGD��ZLWK�D�
IRFXV�RQ�UHYLYLQJ�JOREDO�JURZWK��UHGXFLQJ�XQHPSOR\PHQW�DQG�GHDOLQJ�ZLWK�VRFLDO�
LVVXHV��ZKLOH�ORQJHU�WHUP�LVVXHV²HVSHFLDOO\�WKH�SHULRGLF�WHQGHQF\�RI�LQVWDELOLW\�LQ�
WKH�,06²KDYH�QRW�EHHQ�DGHTXDWHO\�DGGUHVVHG�

Gurbachan Singh,�LQ�KLV�QRWH��IRFXVHV�RQ�FUHGLW�OLQHV�PRUH�specifically. He ar-
JXHV�WKDW�FUHGLW�OLQHV��&/V��FDQ�VHUYH�DV�VDIHJXDUGV�DJDLQVW�WKH�SXUH�sudden stop of 
FDSLWDO�LQIORZV�LQWR�RWKHUZLVH�µVROYHQW¶�HFRQRPLHV��6LQFH�D�VXGGHQ�VWRS�LPSOLHV�D�
OLTXLGLW\�FUXQFK��LW�PD\�EH�GLIILFXOW�IRU�SXEOLF�DXWKRULWLHV�WR�UDLVH�IXQGV�LQWHUQDWLRQ-
ally ex-post RQFH�D�VXGGHQ�VWRS�KDV�RFFXUUHG��,Q�WKLV�FRQWH[W��DQ�ex-ante &/�JLYHV�
DQ�RSWLRQ�WR�ERUURZ�LQ�WKH�HYHQW�RI�D�VXGGHQ�stop. Credit lines can be put into two 
FDWHJRULHV��WKRVH�WKDW�QHHG�WR�EH�EDFNHG�E\�VRPH�UHVHUYHV�RU�OLTXLG�DVVHWV�DQG�WKRVH�
WKDW�GR�QRW�QHHG�WR�EH�EDFNHG�E\�UHVHUYHV��+H�SURSRVHV�WKDW�WKH�,0)�FRXOG�VHUYH�
as a mediator between central banks that use swap credit lines for mitigating a cur-
rency FULVLV��7KLV�UROH�LV�GLIIHUHQW�IURP�WKH�FXUUHQW�UROH�RI�WKH�,0)�DV�D�SURYLGHU�RI�
liquidity.

3DUWLFLSDQWV�DOVR�REVHUYHG�WKDW�WKH�REMHFWLYH�RI�WKH�6SHFLDO�'UDZLQJ�5LJKW��6'5� 
EHFRPLQJ�D�³SULQFLSDO�UHVHUYH�DVVHW´�ZDV�XQOLNHO\�LQ�WKH�IRUHVHHDEOH�IXWXUH��2YHUDOO��
WKH�FXUUHQW� ,06�QHHGV�D�EURDGHU�GLPHQVLRQ� LQFOXGLQJ� VWURQJHU� VXUYHLOODQFH��SDU-
WLFXODUO\�RYHU�H[FKDQJH�UDWH�SROLFLHV��EHQFKPDUNV�DQG�PHPEHUV¶�REOLJDWLRQV��DORQJ�
ZLWK�PRUH�ZRUN�RQ�JOREDO�OLTXLGLW\��WKH�UROH�RI�WKH�6'5�DQG�LPSURYHG�JRYHUQDQFH�
DUUDQJHPHQWV��7KH�,0)�KDV�WDNHQ�D�QXPEHU�RI�LQLWLDWLYHV�WR�VWUHQJWKHQ�LWV�VXUYHLO-
ODQFH�� LQFOXGLQJ� WKH� DGRSWLRQ� RI� DQ� ,QWHJUDWHG� 6XUYHLOODQFH�'HFLVLRQ� �,6'��� %XW�
ZKLOH�VWHSV�KDYH�EHHQ�WDNHQ�WR�LPSURYH�WKH�DQDO\VLV�DQG�FRYHUDJH�RI�,0)�VXUYHLO-
ODQFH��WKH�RQJRLQJ�FKDOOHQJH�LV�IRU�WKH�,0)�WR�KDYH�JUHDWHU�WUDFWLRQ�ZLWK�LWV�DGYLFH�
in terms of influencing countries’ policies. There is also a need for shared under-
VWDQGLQJ�RI�OLTXLGLW\�UHTXLUHPHQWV�E\�WKH�,0)��%DQN�IRU�,QWHUQDWLRQDO�6HWWOHPHQWV�
�%,6��DQG�WKH�)LQDQFLDO�6WDELOLW\�%RDUG��)6%���$V�UHJDUGV�WKH�XVH�RI�WKH�6'5�DV�
D� UHVHUYH�DVVHW�� DQ� LQWHUQDWLRQDO�XQLW�RI� DFFRXQW� DQG�DQ� LQFHQWLYH� WR� LPSURYH� WKH�
ZRUNLQJV�RI� WKH�DGMXVWPHQW�SURFHVV�� IXUWKHU�FRQVLGHUDWLRQ�VKRXOG�EH�HQFRXUDJHG��
7KH�FRPSRVLWLRQ�RI�WKH�6'5�EDVNHW�VKRXOG�EH�NHSW�XQGHU�UHYLHZ�DQG�PRGLILHG�DV�
UHTXLUHG�WR�UHIOHFW�WKH�UHODWLYH�LPSRUWDQFH�RI�HFRQRPLHV�LQ�LQWHUQDWLRQDO�WUDGH�DQG�
financial transactions.

:LWK�UHJDUG�WR�QDWLRQDO�PRQHWDU\�SROLF\��RQH�LPSOLFDWLRQ�RI�WKH�XVH�RI�XQFRQYHQ-
WLRQDO�SROLFLHV��VXFK�DV�TXDQWLWDWLYH�HDVLQJ��4(���LV�WKDW�RWKHU�FRXQWULHV��SDUWLFXODUO\�
(0(V��PD\�ORVH�FRPSHWLWLYHQHVV�WKURXJK�QR�IDXOW�RI�WKHLU�RZQ��1R�FHQWUDO�EDQN�LV�
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held domestically accountable for the effect it has on other economies. The use of 
capital controls remains an important issue for the international community.19

)LQDOO\��WKH�FULVLV�KDV�SURYLGHG�WKH�WULJJHU�DV�ZHOO�DV�WKH�RSSRUWXQLW\�IRU�UHIRUP-
LQJ�WKH�,06��3RVLWLYH�JDLQV�IURP�JOREDO�HFRQRPLF�LQWHJUDWLRQ�SRVW�%UHWWRQ�:RRGV�
DUH�QRZ�XQGHU�WKUHDW�DV�WKHUH�LV�DQ�LQFUHDVHG�ULVN�RI�LQVWDELOLW\��UHWUHDW�WR�SURWHFWLRQ-
LVP�DQG�FRPSHWLWLYH�GHSUHFLDWLRQV��OHDGLQJ�FRXQWULHV�WR�VWUHQJWKHQ�QDWLRQDO�UHVHUYHV�
DQG�UHJLRQDO�UHVHUYH�pools.

6  Capital Control Policy and Emerging Market 
Economies

Many participants felt that capital flows are mostly beneficial as they finance pro-
GXFWLYH�LQYHVWPHQW��GLYHUVLI\�ULVN�DQG�VPRRWK�FRQVXPSWLRQ��%XW�VXGGHQ�DQG�H[FHV-
VLYH� LQIORZV� FDXVH� YDULRXV�PDFURHFRQRPLF� FRQFHUQV� DQG� ILQDQFLDO� stability risks 
such as currency appreciation and asset price bubbles. Participants in this session 
felt that there were three major issues regarding the use of capital controls:

�� 7KH�FKRLFH�EHWZHHQ�FDSLWDO�FRQWUROV�DQG�SUXGHQWLDO�PHDVXUHV
�� (QVXULQJ�FDSLWDO�FRQWUROV�GR�QRW�VXEVWLWXWH�IRU�DSSURSULDWH�PDFURHFRQRPLF�WRROV
�� (QVXULQJ�SUXGHQWLDO�PHDVXUHV�DUH�QRQ�GLVFULPLQDWRU\

1HZ�DYHQXHV�IRU�IXWXUH�UHVHDUFK�ZRXOG�LQFOXGH�GHYHORSLQJ�D�IUDPHZRUN�IRU�DSSO\-
LQJ�WKH�DERYH�SROLF\�PHDVXUHV�IRU�GLIIHUHQW�NLQGV�RI�FDSLWDO�IORZV��GHEW��)',��HWF���
which could require different policy measures to be taken up by the recipient and 
VRXUFH�FRXQWULHV��DQG�ZKHWKHU�LW�LV�XVHIXO�WR�GUDZ�XSRQ�WKH�SROLF\�PHDVXUHV�WDNHQ�
E\�GHYHORSHG�QDWLRQV�DQG�DSSO\�WKHP�WR�(0(V�ZKRVH�VLWXDWLRQV�DQG�FLUFXPVWDQFHV�
PD\�EH�YHU\�GLIIHUHQW�IURP�DGYDQFHG�HFRQRPLHV�

,Q�WKH�OHDG�FKDSWHU��Abhijit Sengupta and Rajeswari Sengupta discuss some of 
WKH�FKDOOHQJHV� WKDW�KDYH�HPDQDWHG�IURP�,QGLD¶V� LQFUHDVHG�LQWHJUDWLRQ�ZLWK�JOREDO�
capital PDUNHWV�� ,QGLD¶V� H[SHULHQFH�ZLWK� FDSLWDO� IORZV�ZKLFK� UHPDLQ� YRODWLOH� KDV�
FRPSOLFDWHG�PRQHWDU\�DQG�H[FKDQJH�UDWH�PDQDJHPHQW��7KH�DXWKRUV�DUJXH�WKDW�,QGLD�
KDV� DGRSWHG� D�PXOWLSOH� LQVWUXPHQW� DSSURDFK� WKDW� LQFOXGHV� DFWLYH�PDQDJHPHQW� RI�
FDSLWDO�IORZV��HVSHFLDOO\�YRODWLOH�VKRUW�WHUP�DQG�GHEW�IORZV��D�PRGHUDWHO\�IOH[LEOH�
H[FKDQJH�UDWH�UHJLPH�ZLWK�WKH�5%,�LQWHUYHQLQJ�ZLWK�VWHULOL]DWLRQ�WR�SUHYHQW�H[FHV-
VLYH�YRODWLOLW\� DQG� DFWLYH� IRUHLJQ� UHVHUYH�management. The authors calculate the 
H[FKDQJH�PDUNHW�SUHVVXUH� �(03�� LQGH[� LQ� ,QGLD�DQG� WUDFN� LWV� HYROXWLRQ�RYHU� WKH�
ODVW�FRXSOH�RI�GHFDGHV��7KH\�DOVR�HYDOXDWH�WKH�H[WHQW�WR�ZKLFK�WKH�(03�LQGH[�KDV�
been influenced by major macroeconomic factors and conclude that the EMP has 
H[KLELWHG�D�JUHDW�GHDO�RI�IOXFWXDWLRQ�GXULQJ�WKH�SHULRG�����±������7KLV�LV�GXH�WR�
JOREDO�DQG�GRPHVWLF�HYHQWV�DQG�KDV�SULPDULO\�EHHQ�DIIHFWHG�E\�FKDQJHV�LQ�WKH�WUDGH�
EDODQFH��SRUWIROLR�HTXLW\�LQIORZV�DQG�VWRFN�PDUNHW�IOXFWXDWLRQV��,Q�VXP��,QGLD¶V�H[-

19  See the Landau report on global liquidity prepared by BIS at the behest of G20 (BIS 2011).
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SHULHQFH�LQ�QHJRWLDWLQJ�WKH�PDFURHFRQRPLF�³WULOHPPD´²PRQHWDU\�LQGHSHQGHQFH��
H[FKDQJH� UDWH� VWDELOLW\� DQG� FDSLWDO� DFFRXQW� RSHQQHVV²JLYHQ� LWV� LQWHJUDWLRQ�ZLWK�
JOREDO�FDSLWDO�PDUNHWV�GXULQJ�WKH�ODVW�WZR�GHFDGHV��LV�commendable. India has opted 
IRU�WKH�PLGGOH�JURXQG�DQG�KDV�EDODQFHG�DOO�WKUHH�REMHFWLYHV�E\�EXIIHULQJ�WKH�WUDGH�
RIIV�WKURXJK�UHVHUYH�accumulation.

,Q�KLV�QRWH��Atish R. Ghosh draws attention to ongoing research with colleagues 
LQ�WKH�,0)¶V�5HVHDUFK�'HSDUWPHQW�RQ�WKH�XVH�RI�FDSLWDO�FRQWUROV�LQ�WKH�IDFH�RI�LQ-
flow VXUJHV�� WKH� QH[XV� EHWZHHQ� FDSLWDO� FRQWUROV� DQG�PDFUR�SUXGHQWLDO�PHDVXUHV��
and multilateral aspects of managing the capital DFFRXQW��+LV�QRWH�VXPPDUL]HV�WKLV�
work. He argues that the policy toolkit for addressing financial stability risks could 
possibly include prudential measures and capital controls that may or may not dis-
criminate between residency and FXUUHQF\��7KHVH�ULVN�PLWLJDWLQJ�SROLFLHV�KDYH�DOO�
been undertaken by most countries at some time. But this raises the question of 
choosing between prudential measures and capital controls against financial sta-
bility risks. Prudential measures that are non-residency based (i.e. applied to the 
GRPHVWLF�EDQNLQJ�V\VWHP��DQG�EDVHG�RQ�FXUUHQF\�UDWKHU�WKDQ�UHVLGHQF\� should be 
used when the flows come through the economy’s financial/banking sector. The 
cases where flows come through the non-banking or non-financial sector should 
be handled with the use of capital controls. There are also issues of multilateral 
FRRSHUDWLRQ�ZKLFK�DUH�RI�FRQFHUQ�WR�WKH�*����L�H��KRZ�SROLFLHV�VKRXOG�WDNH�DFFRXQW�
RI�PXOWLODWHUDO�FRQVLGHUDWLRQV�DQG�PHFKDQLVPV�WKURXJK�ZKLFK�VSLOORYHU�LPSDFWV�DUH�
UHFRJQL]HG�DQG�ZRUNHG�XSRQ��,Q�DGGLWLRQ��WKHUH�LV�D�UHQHZHG�LQWHUHVW�LQ�LQWHUQDWLRQDO�
SROLF\�FRRUGLQDWLRQ�DULVLQJ�IURP�LPEDODQFHV�EHWZHHQ�VDYLQJV��FXUUHQW�DFFRXQW�VXU-
pluses) and borrowing (current account deficits). Other issues include the possible 
tools for capital account PDQDJHPHQW��WKH�HIIHFWV�RI�TXDQWLWDWLYH�HDVLQJ�LQ�DGYDQFHG�
economies on capital flows to emerging markets and the role of fiscal and monetary 
SROLF\�DV�D�VWDELOL]DWLRQ�WRRO�LQ�HPHUJLQJ�markets. Capital controls that are good for 
one country may not be necessarily good for others.

,Q� WKH� ODVW� IHZ�\HDUV�� WKH�ZRUOG� HFRQRP\�KDV� H[SHULHQFHG�GXDO�WUDFN�JURZWK��
ZLWK�VWURQJ�JURZWK�LQ�$VLD�FRQWUDVWLQJ�ZLWK�EHORZ�WUHQG�JURZWK�LQ�PRVW�DGYDQFHG�
economies. There is an interesting contrast between the last few years and the pre-
1997 period in which excessive investment in the Asian economies was funded by 
VKRUW�WHUP�GHEW�GHQRPLQDWHG�LQ�IRUHLJQ�FXUUHQF\��UHVXOWLQJ�LQ�ERWK�D�PDWXULW\�DQG�
foreign currency PLVPDWFK��1RZ��WKH�$VLDQ�UHJLRQ�KDV�excess savings. ,Q�JHQHUDO��
$VLD�KDV�EHHQ�DEOH�WR�ZHDWKHU�WKH������FULVLV��)',�LQIORZV�KDYH�EHHQ�VWURQJ�DQG�
KDYH�FRQWLQXHG�WR�EH�VWURQJ�GXULQJ�WKH�*)&��7KLV�LV�EHFDXVH�PRVW�)',�KDV�EHHQ�
attracted by growing production networks in East Asia. Another factor has been 
GRPHVWLF�GHPDQG�GULYHQ�JURZWK��ZKLFK�LV�DQ�DWWUDFWLYH�IDFWRU�IRU�)',��(TXLW\�IORZV�
DUH�DOVR�RQ�WKH�ULVH��PDQ\�$VLDQ�HFRQRPLHV�KDYH�XQGHUWDNHQ�ILQDQFLDO�VHFWRU�UHIRUPV�
ZKLFK�VXSSRUWV�HTXLW\�IORZV��0RWLYDWHG�E\�WKLV��David Kim asks whether monetary 
union in Asia (ASEAN 5 plus three) is a possibility. He notes that the region is far 
more heterogeneous than both the European Union and Mercosur in terms of per 
FDSLWD�LQFRPH��JHRJUDSKLFDO�SUR[LPLW\��LQGXVWULDO�VWUXFWXUH��SROLWLFDO�SUR[LPLW\�DQG�
LQVWLWXWLRQDO�LQVWLWXWLRQV��$QRWKHU�UHOHYDQW�IDFWRU�LV�WKDW�WKHVH�FRXQWULHV�DUH�DW�YDU\-
LQJ�VWDJHV�RI�HFRQRPLF�GHYHORSPHQW�DV�HYLGHQFHG�E\�WKH�FRPSRVLWLRQ�RI�LQGXVWULDO�
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VWUXFWXUH�ZLWKLQ�WKH�UHJLRQ��+RZHYHU��WKH�VLJQLILFDQW�JURZWK�LQ�LQWUD�LQGXVWU\�WUDGH�
DQG�IRUHLJQ�GLUHFW�LQYHVWPHQW�LQ�UHFHQW�GHFDGHV�KDV�VWLPXODWHG�GLVFXVVLRQ�RI�FORVHU�
regional economic LQWHJUDWLRQ��7R�DGGUHVV�WKLV��Kim notes that a key criterion is the 
V\QFKURQL]DWLRQ� RI� EXVLQHVV� F\FOHV� �DOVR� UHIHUUHG� WR� DV� WKH� V\PPHWU\� RI� VKRFNV��
because the cost of losing an independent monetary policy would be small. He 
concludes that for regional VKRFNV��VHYHUDO�FRXQWULHV�ZLWKLQ�(DVW�$VLD�KDYH�XQLIRUP�
responses. This points to the potential benefit of a common macroeconomic policy 
if the regional shocks constitute a significant proportion of all disturbances.

,Q�VXP��PDQ\�RI�WKH�SDUWLFLSDQWV�IHOW�WKDW�FDSLWDO�FRQWUROV�DUH�DQ�RSHQ�ILHOG��ZLWK�
WKH�RUWKRGR[\�EHLQJ�FKDOOHQJHG��6HYHUDO�LQWHUHVWLQJ�TXHVWLRQV�DQG�REVHUYDWLRQV�UH-
lating to capital controls include:

�� :KDW�GULYHV�FDSLWDO�IORZV��SXOO�IDFWRUV�RU�SXVK�IDFWRUV�"
�� 7KH�FRPSRVLWLRQ�RI�FDSLWDO�FRQWUROV�PDWWHUV��HTXLW\�W\SH�OLDELOLWLHV�YHUVXV�GHEW�

W\SH�IORZV�ZKLFK�WHQG�WR�EH�KLJKO\�YRODWLOH��
�� 7KH�IRFXV�VKRXOG�EH�RQ�JURVV�IORZV��1HW�IORZV�DUH�PRUH�LPSRUWDQW�IRU�PDFURHFR-

QRPLF�PDQDJHPHQW��EXW�JURVV�IORZV�DUH�PRUH�LPSRUWDQW�IRU�ILQDQFLDO�VWDELOLW\�
�� :KDW�DUH�WKH�IDFWRUV�DIIHFWLQJ�JURVV�IORZV��JOREDO�IDFWRUV�YHUVXV�FRQWDJLRQ�DQG�

GHEW�IORZV�"
�� ,V�WKHUH�D�FDVH�IRU�FDSLWDO�FRQWUROV²ZKDW�LV�WKH�HPSLULFDO�HYLGHQFH"
�� 'R�FDSLWDO�FRQWUROV�KHOS�QDYLJDWH�WKURXJK�WKH�LPSRVVLEOH�WULQLW\"
�� :KDW� LV� WKH�DSSURSULDWH�GLFKRWRP\� LQ� WKH�XVH�RI� LQVWUXPHQWV� IRU�GHDOLQJ�ZLWK�

PRQHWDU\�SROLF\�DQG�PDFUR�SUXGHQWLDO�SROLFLHV"
�� 7KH�QHHG�IRU�IOH[LELOLW\�DQG�SUDJPDWLVP��UDWKHU�WKDQ�WH[WERRN�RUWKRGR[\��

Participants also felt that the policy toolkit to address macroeconomic challenges 
FRXOG�LQFOXGH�DOORZLQJ�WKH�H[WHUQDO�EDODQFH�WR�PRYH�WRZDUGV�WKH�PHGLXP�WHUP�PXO-
WLODWHUDOO\�FRQVLVWHQW�HTXLOLEULXP�YDOXH��7KH�(0(V�IROORZLQJ�D�IORDWLQJ�H[FKDQJH�
UDWH�ZRXOG�DOORZ�WKH�QRPLQDO�UDWH�WR�DSSUHFLDWH��7KH�³SHJJHUV´�ZRXOG�QRW�HQJDJH�LQ�
DQ\�VWHULOL]HG�LQWHUYHQWLRQ��2WKHU�RSWLRQV�LQFOXGH

�� $FFXPXODWLQJ�UHVHUYHV�IRU�FRXQWU\�LQVXUDQFH
�� /RZHULQJ�LQWHUHVW�UDWHV�DQG�WLJKWHQLQJ�ILVFDO�SROLF\
�� 8VLQJ�FDSLWDO�FRQWUROV�SUXGHQWLDO�PHDVXUHV�

7  Austerity and Growth.

7KLV�VHFWLRQ�KDG�WZR�REMHFWLYHV��ILUVW��WR�UH�YLVLW�WKH�DXVWHULW\�YHUVXV�JURZWK�GHEDWH�
LQ�OLJKW�RI�WKH�86$��HXUR]RQH�DQG�HPHUJLQJ�PDUNHW�H[SHULHQFHV�LQ�WKH�SRVW�ILQDQ-
FLDO�FULVLV�SHULRG��DQG�VHFRQG��VLQFH�LQIUDVWUXFWXUH�VSHQGLQJ�LV�W\SLFDOO\�FXW�LQ�ILVFDO�
DXVWHULW\�SURJUDPPHV��ZKDW�GRHV�DXVWHULW\� LPSO\�IRU� ORQJ�UXQ�JURZWK� LQ�QDWLRQDO�
HFRQRPLHV��7KH�GHEDWH�RQ�DXVWHULW\�YHUVXV�JURZWK�LV�GHHSO\�GLYLGHG��$Q�RSHQ�UH-
search question is whether there are conditions under which contractionary fiscal 
SROLF\�FDQ�EH�H[SDQVLRQDU\��)XUWKHU��LI�VKRUW�UXQ�VWDELOL]DWLRQ�LV�QRW�WKH�H[FOXVLYH�
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GRPDLQ�RI�PRQHWDU\�SROLF\��ZKDW�ILVFDO�WRROV�DUH�UHTXLUHG��,Q�WKH�OHDG�FKDSWHU��Alok 
Sheel� DUJXHV� WKDW�DQ\�RYHUDOO�DVVHVVPHQW�RI� WKH�*���PXVW� IRFXV�RQ� WZR�PHWULFV��
LWV�VXFFHVV�DV�D�PRGHO�IRU�JOREDO�HFRQRPLF�JRYHUQDQFH�DQG�WKH�ZHOIDUH�JDLQV�IURP�
the globally coordinated response orchestrated by G20 central banks and Leaders 
after the *)&��+H�QRWHV�WKDW²LQ�RQH�LQVWDQFH²WKH�*���KDV�QRW�GHOLYHUHG�RQ�PDF-
URHFRQRPLF�SROLF\�FRRUGLQDWLRQ�EHFDXVH�RI�WKH�LQWURGXFWLRQ�RI�³H[SDQVLRQDU\�ILV-
FDO�FRQWUDFWLRQV�´�7KLV�OHDGV�WR�D�KRVW�RI�UHODWHG�TXHVWLRQV��LI�ILVFDO�PXOWLSOLHUV�DUH�
SRWHQWLDOO\�KLJK��ZK\�LV�WKH�86�UHFRYHU\�QRW�PRUH�UREXVW"�&RXOG�WKLV�EH�EHFDXVH�
RI�WKH�ILVFDO�PL["�+H�VXJJHVWV�WKDW�5LFDUGLDQ�(TXLYDOHQFH�PD\�FRPH�LQ�WKH�ZD\�RI�
WUDQVODWLQJ�DGGLWLRQDO�LQFRPH�LQWR�H[SHQGLWXUH��,Q�D�UHFHVVLRQ�LQGXFHG�E\�D�ILQDQFLDO�
FULVLV��WD[�FXWV�PD\�EH�OHVV�HIIHFWLYH�WKDQ�GLUHFW�JRYHUQPHQW�H[SHQGLWXUH�LQ�VWLPXODW-
ing the economy.

He argues that one area that needs more attention by the G20 is the lack of pub-
OLF�LQYHVWPHQW�LQ�LQIUDVWUXFWXUH�LQ�GHYHORSLQJ�FRXQWULHV��,QIUDVWUXFWXUH�LQYHVWPHQW�
FRXOG�KHOS�HQKDQFH�WKH�HIIHFWLYHQHVV�RI�PDFURHFRQRPLF�SROLFLHV�GXULQJ�D�GRZQ-
WXUQ�WKURXJK�YDULRXV�FKDQQHOV��ILUVW�� LW�ZRXOG�VWLPXODWH�WKH�HFRQRP\�E\�FUHDWLQJ�
PRUH�MREV�DQG�LQGXFH�KRXVHKROG�VSHQGLQJ��VHFRQG��LW�ZRXOG�FRPSOHPHQW�PRQHWDU\�
SROLF\�WUDQVPLVVLRQ�FKDQQHOV��WKLUG��LW�ZRXOG�DGGUHVV�WKH�LQVWDELOLW\�LQ�WKH�JOREDO�
HFRQRP\�E\�UHEDODQFLQJ�JOREDO�GHPDQG�DV�LQIUDVWUXFWXUH�LQYHVWPHQW�LV�LPSRUW�LQ-
WHQVLYH��DQG�IRXUWK��LW�ZRXOG�KHOS�UHEDODQFH�GHPDQG�IURP�WKH�SXEOLF�VHFWRU�WR�WKH�
SULYDWH�VHFWRU��(PSKDVL]LQJ�LQIUDVWUXFWXUH�LQYHVWPHQW�LQ�*���GHOLEHUDWLRQV�ZRXOG�
DOVR�FDOP�WKH�PDUNHWV�DV�WKH\�ZRXOG�EH�FRQYLQFHG�RI�DW�OHDVW�RQH�VRXUFH�RI�JURZWK�
in global demand. He recommends accelerated financing and implementation of 
SXEOLF� LQYHVWPHQW� SURMHFWV� LQ� GHYHORSLQJ� HFRQRPLHV²ZKLFK�ZRXOG�KDVWHQ�ERWK�
JOREDO�DQG�LQWHUQDO�UHEDODQFLQJ��ZLWK�WKH�DVVRFLDWHG�GHPDQG�IRU�FDSLWDO�JRRGV�FUH-
DWLQJ�MREV�LQ�DGYDQFHG�FRXQWULHV��+H�DOVR�DUJXHV�WKDW�RQH�DUHD�ZKHUH�WKHUH�LV�VFRSH�
for cooperation is coordinating fiscal policy. The task of fiscal re-structuring is 
FRPSOLFDWHG�E\�WKH�IDFW�WKDW�FROOHFWLYH�DXVWHULW\�OHDGV�WR�D�YLFLRXV�IHHGEDFN�ORRS��
An immediate priority for fiscal policy is therefore the composition of adjustment: 
SDUWLFXODUO\�ZKHWKHU�WKH�DGMXVWPHQWV�DUH�JURZWK�IULHQGO\�DQG�QRW�RYHUWO\�KDUPIXO�
in the short run.20

,Q�WKHLU�QRWH��Denis Medvedev and Smriti Seth�DUJXH�WKDW�WKHUH�DUH�PL[HG�YLHZV�
on the role of fiscal consolidations in reducing both public debt and simultane-
ously reducing the output gap. The proponents of fiscal consolidation argue that a 
FUHGLEOH�FRQVROLGDWLRQ�SODQ�ZRXOG�LPSO\�D�UHGXFWLRQ�LQ�H[SHFWHG�IXWXUH�WD[HV��DQG�
KHQFH�DQ�LQFUHDVH�LQ�H[SHFWHG�IXWXUH�LQFRPH��ZKLFK�ZRXOG�OHDG�WR�DQ�LQFUHDVH�LQ�
FXUUHQW�FRQVXPSWLRQ��+HQFH��ILVFDO�FRQVROLGDWLRQV�FRXOG�EH�H[SDQVLRQDU\��,Q�DGGL-
WLRQ��VSHQGLQJ�FXWV�ZRXOG�ZRUN�WKURXJK�WKH�ODERXU�PDUNHW�FKDQQHO�DV�ZHOO��LW�ZRXOG�
UHGXFH�ZDJHV��LQFUHDVH�SURILWV��ZKLFK�LQ�WXUQ�ZRXOG�LQFUHDVH�LQYHVWPHQW�DQG�VWLPX-
late long-term growth.

20 �,Q�QRUPDO�WLPHV��VRYHUHLJQ�ERUURZLQJ�FRVWV�DUH�SRVLWLYHO\�DVVRFLDWHG�ZLWK�SXEOLF�GHEW��'XULQJ�
D�FULVLV�SHULRG��KRZHYHU��IXQGV�WHQG�WR�PRYH�IURP�KLJK�ULVN�DVVHWV�WR�ULVN�IUHH�VRYHUHLJQ�ERQGV��
7KXV��WKRXJK�WKHUH�LV�DQ�LQFUHDVH�LQ�WKH�ILVFDO�GHILFLWV��WKHUH�ZLOO�EH�D�IDOO�LQ�WKH�7UHDVXU\�ERQG�
\LHOGV�LQ�PDMRU�GHYHORSHG�FRXQWULHV��7KLV�ILVFDO�VSDFH��LI�XWLOL]HG��FDQ�VWLPXODWH�JURZWK�ZKLFK�ZLOO�
EH�D�NH\�IDFWRU�IRU�VWLPXODWLQJ�JURZWK��DQG�KHQFH�ILVFDO�FRQVROLGDWLRQ�LQ�WKH�PHGLXP�WR�ORQJ�UXQ�
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2Q�WKH�RWKHU�KDQG��WKH�SURSRQHQWV�RI�ILVFDO�H[SDQVLRQ�DUJXH�WKDW�ZKHQ�H[SDQVLYH�
PRQHWDU\�SROLF\�DQG�SULYDWH�LQYHVWPHQW�FDQQRW�SLFN�XS�WKH�VODFN��WKH�JRYHUQPHQW�
VKRXOG�VWHS�LQ��7KH�VWLPXOXV�FDQ�SD\�IRU� LWVHOI��DV�HFRQRPLF�DFWLYLW\�SLFNV�XS��DV�
ZLOO� WD[� UHYHQXH�� )XUWKHU�� D� FRQWUDFWLRQDU\� ILVFDO� SROLF\�ZLOO�ZRUN� IRU� D� FRXQWU\�
WKURXJK�WKH�H[SRUW�FKDQQHO�LI�WKH�JOREDO�HFRQRP\�LV�growing. If there is a synchro-
QL]HG�GRZQWXUQ� LQ�PDQ\� FRXQWULHV�� DV� LV� WKH� FDVH� QRZ�� DXVWHULW\�ZRXOG� VXSSUHVV�
JOREDO�GHPDQG�DQG�DJJUDYDWH�WKH�GRZQWXUQ��+RZHYHU��WKH�HIIHFWLYHQHVV�RI�VWLPXOXV�
in bridging the output gap depends on the stage of the business cycle and the speed 
RI�DGMXVWPHQW�RI�WKH�PDUNHWV��$OVR��WKHUH�LV�D�UROH�IRU�FRPSOHPHQWDU\�SROLFLHV��HVSH-
cially monetary policies and supply-side policies.

:KDW�VKRXOG�JRYHUQPHQWV�GR"�:KLOH�LW�LV�HDV\�WR�SURSRVH�FXWWLQJ�XQSURGXFWLYH�
H[SHQGLWXUHV�DQG�LQFUHDVLQJ�SURGXFWLYH�H[SHQGLWXUHV��WKLV�LV�GLIILFXOW�WR�GR�LQ�SUDF-
WLFH��,W�LV�QRW�HDV\�WR�GLVWLQJXLVK�SURGXFWLYH�H[SHQGLWXUH�IURP�XQSURGXFWLYH��+RZ-
HYHU��JRLQJ�E\�WKH� OLWHUDWXUH��VSHQGLQJ�RQ�KHDOWK��HGXFDWLRQ�DQG�LQIUDVWUXFWXUHV� LV�
SURGXFWLYH��ZKLFK�ZRXOG�LQ�WXUQ�LQFUHDVH�SURGXFWLYLW\�LQ�WKH�SULYDWH�VHFWRU��)XUWKHU��
KRZ�VXFK�VSHQGLQJ�LV�ILQDQFHG��DQG�ZKDW�PDUJLQV�DUH�GLVWRUWHG��WKH�FRPSRVLWLRQ�RI�
JRYHUQPHQW�VSHQGLQJ�ZRXOG�KDYH�LPSOLFDWLRQV�IRU�WKH�HIIHFWLYHQHVV�RI�D�VWLPXOXV�
package.

A policy-induced depression in some sectors should be corrected by reducing 
VXEVLGLHV�DQG�RU�LQFUHDVLQJ�WD[�LQ�WKH�RWKHU�VHFWRUV²IRU�H[DPSOH��D�SROLF\�LQGXFHG�
UHSUHVVLRQ�LQ�WKH�PDQXIDFWXULQJ�VHFWRU�LQ�,QGLD�FRXOG�EH�FRUUHFWHG�WKURXJK�WD[LQJ�
the agricultural sector or at least by reducing subsidies to the agricultural sector that 
ZRXOG�WLOW�WKH�WHUPV�RI�WUDGH�LQ�IDYRXU�RI�PDQXIDFWXULQJ��6LPLODUO\��UHGXFLQJ�ZDVWH-
IXO�DJULFXOWXUDO�VXEVLGLHV�LQ�WKH�(XURSHDQ�8QLRQ�FRXOG�IUHH�YDOXDEOH�ILVFDO�VSDFH��
+RZHYHU��WKHVH�DUH�SROLWLFDOO\�contentious.

Shankar Acharya� DUJXHV� WKDW� RYHU� WKH� SDVW� ��� \HDUV� ILVFDO� DXVWHULW\� KDV� EHHQ�
notable by its absence in ,QGLD��7KH�FRPELQHG�GHILFLW�RI�FHQWUDO�DQG�VWDWH�JRYHUQ-
PHQWV�KDV�W\SLFDOO\�EHHQ�LQ�WKH�UDQJH�RI��±������RI�*'3��H[FHSW�IRU���\HDUV��WZR�LQ�
WKH�PLG�����V�DQG�WKUHH�LQ�WKH�PLG�����V��+RZHYHU��ZKLOH�WKH�WZR�EHVW�SHULRGV�RI�
economic JURZWK�LQ�,QGLD������±�����DQG�����±������have been associated with 
significant fiscal FRQVROLGDWLRQ��SHULRGV�RI�KLJK�ILVFDO�GHILFLWV�have not engendered 
high JURZWK��)XUWKHU��WKH�SHUVLVWHQFH�RI�WKH�KLJK�ILVFDO�GHILFLWV�EH\RQG������������
ZKLOH�FRQWULEXWLQJ�WR�,QGLD¶V�HFRQRPLF�UHVLOLHQFH�LQ�����±������DOVR�KHOSHG�IXHO�WKH�
KLJK�LQIODWLRQ�RI�WKH�SRVW�FULVLV�\HDUV��UHGXFHG�GRPHVWLF�VDYLQJV�DQG�KHOSHG�LQGXFH�
WKH�ZRUULVRPH�ZLGHQLQJ�RI�H[WHUQDO�deficits. The need for successful fiscal consoli-
dation in India therefore remains strong. He also suggests that because India’s fiscal 
policies in the last 25 years cautions against accepting a uniform policy paradigm 
for all nations at all times on issues of fiscal SROLF\��WKH�RQJRLQJ�LQGXVWULDO�QDWLRQ�
GHEDWH�RQ�DXVWHULW\�YHUVXV�VWLPXOXV�PD\�KDYH�OLWWOH�SUDFWLFDO�UHOHYDQFH�IRU�,QGLD¶V�
current fiscal priorities.
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