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The G20 road to Cannes is likely to be littered with dissent and unfulfilled pledges. Before the
next summit takes place in early November, there is little hope to narrow the divergences within
the group over key issues, most notably persistently large global imbalances, volatile capital
flows, ultra-loose monetary policy in the US, and currency manipulation by China.
The G20’s poor record on several commitments will call into question its effectiveness and
fuel criticism of the group. While successive G20 meetings continue to expose the rifts among
member countries and their poor track record, inflation has re-emerged as a global policy issue.
Inflation fears have grown markedly on the heels of surging food and fuel prices. Although
higher commodities prices pose a challenge for all countries, in the emerging world they are
compounding domestic liquidity-driven inflationary pressure, shifting the debate from ‘currency
wars’ to inflation fears.
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Under the slogan ‘New World, New Ideas’, France

rising inflation, booming property prices, and a surge

presidency of the G20 in 2011. The French have

different exchange rate system, all three countries

put forward an ambitious agenda for its rotating
their work cut out. The recent preparatory meetings
for the Cannes summit have shown little progress in

narrowing substantive disagreements within the G20.
The first ministerial in Paris last February did not go

of capital inflows. In distinct ways, reflecting their

are facing a monetary policy dilemma, since higher

interest rates to control inflation attract more capital,
making it harder to prevent currency appreciation.

smoothly: after lengthy discussions, G20 financial

While Brazil, India, and China regularly try to

imbalances that put off the difficult policy decisions

countries ahead of G20 meetings, the establishment

leaders settled on a two-step strategy to resolve global
until subsequent meetings. Otherwise, the (reportedly

tense) meeting delivered only a timetable for the
group’s 2011 work program.

By contrast, the April ministerial in Washington DC

(during the IMF/World Bank Spring Meetings), was
hailed by French representatives as a pragmatic,

coordinate their positions with the other BRICS

of a common front on all issues is limited by a lack
of collective interests. The mid-April BRICS summit
in the Chinese resort of Sanya (with South Africa

taking part for the first time) was the latest attempt to
improve coordination, with a view to enhancing the
group’s influence at the global table.

‘happy G20’. Despite their claim that significant

Within the BICs—clearly the heavyweights in the

concrete agreement was reached only on a small

importance in global affairs, coupled with a desire to

progress had been made on all fronts, however,

step towards rebalancing global demand. The rest
of the agenda was ‘happily’ kicked down the road.
And, with world trade talks on the verge of collapsing

after nearly ten years of negotiations, there was no
reference to the Doha Round in the communiqué.

The top priority under the French presidency is the

reform of the international monetary system, including
strategies to curb global imbalances and to manage

capital inflows. France has also placed the issue of
volatility in commodity prices high on the G20 agenda,
stressing its impact on food security. Given the G20’s

club—there is a shared vision about their growing

challenge US dominance. Beyond that, there are no
automatic alliances between the three countries, but

pragmatic positions on each issue, based on national
interest. Importantly, the three countries are as much
competitors as they are partners. Both Brazil and

India are seeking a more balanced trade with China,
as they see their manufacturing sector get wiped out
by cheap Chinese imports, while their dependency

on commodity exports keeps growing. So it is not
surprising that they sometimes join the US-led chorus
for Yuan revaluation.

poor track record to date, France is pushing hard for

The BICs strongly support France’s top priority of

including financial sector reform implementation.

particular, they have backed the efforts to promote

a more systematic follow-up on ongoing projects,

While the recent G20 meetings have unveiled

important divergences among the BICs, they also

highlighted common short-term challenges. As
other emerging countries, Brazil, India, and China
are dealing with overheating economies, plagued by
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reforming the international monetary system. In

alternative reserve currencies to reduce dependence
on the dollar, including a greater role for the SDR.

Regarding global governance, the BICs continue to
fight to enhance the voice of emerging countries in
international organizations to better reflect changes in
the geopolitical landscape.
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On global imbalances, China continues to resist US

France’s proposal to strengthen regulation in

heavy criticism of the FED’s monetary easing. It has

Brazil, in particular, was firmly against market

pressure for Yuan appreciation, counterattacking with
strong backing from Brazil. For the two countries, the

origin of current financial imbalances is the excess
liquidity created by ultra loose monetary policy in the
US and other advanced countries. By contrast, India has
been supportive of the FED’s policy, on the grounds
that boosting US growth is in everyone’s interest—or

perhaps in retribution for coveted US support for India’s
bid for a seat at the United Nations Security Council.

commodity markets was not supported by the BICs.
regulation, arguing that the best way to limit volatility

of commodity prices is to encourage production and

trade using market mechanisms, not through state
intervention. France insisted that its objective was to
control speculation (and its impact on prices), not to

hurt exporters. As large agricultural exporters, Brazil

and the US were on the same side of the debate,
against market regulation.

In the currency wars, Brazil has battled both the US

The BICs tend to blame the expansionary monetary

case). It has accused both countries of keeping their

rising global inflation, including through speculation

and China (mostly with kid’s gloves in the latter
currencies artificially depressed, forcing countries
with flexible rates to take defensive measures to curb
speculative inflows.

The debate on capital controls has been passionate,
reflecting the range of views of G20 countries on the

policy in the US and other advanced countries for
in commodity derivatives. Therefore, they support

stronger regulation of the derivatives market for

commodities to prevent abuse and destabilizing

activities, and thus alleviate the social impact of high
and volatile commodity prices.

topic. Capital originators have tended to stress the ‘pull

The recent G20 meetings have firmed up the group’s

and growth prospects in emerging markets. Capital

meeting seems to introduce a fresh round of finger-

factors’ for the inflows—the improved fundamentals
recipients (including the BICs) highlight the lax
monetary policy in advanced economies and the risks

that the inflows pose to emerging countries (including
risk of reversal).

The BICs are against global approaches to capital

reputation as long on talk but short on results. Each
pointing, with US monetary policy and China’s

exchange rate policy as the favorite targets. In the
absence of another crisis, progress in the G20 agenda
is likely to be incremental at best. Expect more
process in Cannes, not firm agreements.

controls, arguing that it is up to individual countries to

One thing is clear: the BICs have boosted their

they strongly opposed the proposed IMF framework for

seat at the global table. However, their international

decide how to manage excessive inflows. Therefore,

capital controls. Although the new IMF stance is more

pragmatic, recognizing the policy tools increasingly
used by its membership as valid lines of defense, the

proposal was perceived as yet another attempt by

advanced countries to infringe on developing countries’
sovereignty. Moreover, it had paid insufficient attention

to ‘push factors’, since capital originators had not been
prescribed any ‘code of conduct’.
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influence along the way, and are likely to keep their
influence will depend on how they handle their
domestic

economic

challenges,

including

the

possibility of a bust following the recent booms. In
any event, the future group dynamics is likely to

hinge on the pivotal role of China in the global stage,
which will shape its relationship with Brazil and India
as partners or competitors.
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