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The G20 turns ten:
what'’s past is prologue

Suman Bery

Executive summary

THE FIRST G20 leaders’ summit was held in Washington DC in November 2008. This Policy
Contribution assesses the performance of this informal but influential institution since then
to understand what could lie ahead. We focus on the coordination of national economic poli-
cies as this has been at the core of the G20 leaders’ agenda throughout the decade.

THE G20 LEADERS created a supportive political environment for strong national and global
actions soon after they first met. This prevented a global depression but was followed by an
uneven recovery. The leaders early on called for enhanced coordination of macroeconomic
policies. This was clearly an ambitious undertaking given the limited success of earlier coor-
dination efforts within the more homogeneous G7. Even after ten years such coordination
remains a work in progress. The G20’s emerging and developing economy members, with
the exception of China, have remained cautious in their engagement on macro policies. This
caution might reflect emerging and developing economies’ discomfort at the obligations
that could arise if they come to be considered systemically important despite lower levels of
income, wealth and institutional capacity. Habits of cooperation among the newcomers are
also less developed than within the G7. Coordination between the G7 members is reinforced
by the G7 continuing to hold its own leaders’ meetings separate from the G20.

WHILE EMERGING AND developing economies are catching up with advanced economies in
their contribution to real output and merchandise trade, the picture is very different where
cross-border finance is concerned. Transactions on capital account are dominated by the
advanced economies. Despite a shared concern for global financial stability, this asymmetry
makes for different priorities in the reform of global finance. The G20’s emerging and develop-
ing economy members seek to insulate their less open and more vulnerable financial systems
from shocks arising from policy measures taken by the advanced economies, and to make
global liquidity less dependent on the US dollar. The leaders’ summit from 30 November to 1
December 2018 in Buenos Aires (concluding the Argentine G20 Presidency) and the summit
to follow in Osaka in June 2019 (hosted by Japan) both provide opportunities for European
G20 members to provide political leadership on this financial reform agenda, and on the
important but hitherto neglected area of trade.
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1 Fissures and fractures

The G20 first met at the leaders’ level in Washington DC in 2008 at a moment of deep crisis. To-
day’s context differs in three important ways. A broad-based cyclical recovery in the global econo-
my provides an opportunity for the G20 to move beyond fire-fighting to deeper structural reform:
‘winning the peace’ in the words of Buti (2016). At the same time, the political context has evolved
in each of the ‘big three’ G20 participants (the US, the EU and China) and increasingly in the
dynamics between them. The Trump administration is engaged in a big shift in the goals and style
of the US’s international engagement, with a preference for bilateral negotiations over multilateral
approaches. Recent US economic initiatives, particularly in trade, and also its positions on com-
bating climate change, have created deep divisions within the G7. In Europe the political impact
of a fast-approaching Brexit, the German and French elections of 2017 and the Italian elections of
2018 provide a changed context for addressing international economic issues.

The third big global player, China, has also become more forthright in its own aspirations
for shaping the global economic order, most obviously through its Belt and Road Initiative
(BRI). Over the past decade, China has also become by far the dominant member of the
BRICS grouping (Brazil, Russia, India, China and South Africa), whose cohesion and rele-
vance has been severely strained by weak economic performance in Brazil, South Africa and
Russia. Relations between China and India (the world’s second and third largest economies in
real terms) have faced both economic and political strain given China’s overwhelming bilat-
eral trade surplus with India and competition between the two in the countries of South Asia.

For all these reasons, the time is right to take a fresh look at the G20 leaders’ effectiveness
as the leading forum for guiding the global economy. We are particularly interested in two
issues for the G20’s future:

o What more can the G20 leaders do to meet their paramount goal of fostering sustained,
high-quality global growth given experience in the last decade and the changing global
environment?

o With diminished cohesion within both the G7 and BRICS groupings, can an issue-based
‘variable geometry’ of ad-hoc coalitions articulate a path ahead, given widening policy
differences between the G20 members? What role should Europe play in forging such
coalitions and in strengthening the machinery of G20 interaction?

We review the record of the G20 in coordinating the economic policies of its members: primar-
ily monetary and fiscal policies, but also financial stability and trade’. We follow the International
Monetary Fund in classifying G20 member countries into two groups: ‘Advanced Economies’
(AEs) and ‘Emerging and Developing Economies’ (EDEs). This classification has remained
unchanged since 1998 despite considerable shifts in real per-capita output over the last twenty
years® Both Russia and Saudi Arabia are included in the EDE group. It is the addition of the EDE
countries that differentiates the G20 from the G7, and we look at the G20 from their perspective.
Since 2008, several EDE members have held the Presidency of the G20: Mexico, Turkey, China and
the chair at time of writing, Argentina. Their choice of agenda, and commentary by their scholars
(though far less copious than that generated for the advanced economies), provide us with an
opportunity to understand the priorities and performance of the G20 as these countries see them.

There is a deeper justification for bringing the EDEs closer to centre-stage. The G20 first

1 There is an extensive literature on G20 summits, and we also base our assessment on background conversations
with observers and participants and the work of the G20 centre at the University of Toronto, which tracks the G20’s
evolving priorities: http://www.g20.utoronto.ca/.

2 The least affluent member of the AE group in 2017 was Italy (a member of both the G7 and of the EU) with GDP
per capita (PPP) of $39,400, while the most affluent member of the EDE group in the same year (other than Saudi

Arabia and Russia) was Turkey at GDP per capita of $26,500. The least affluent member of the G20 has consistently
been India, with 2016 per-capita output of $7,100.
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met at the ministerial level in 1999. It was later elevated to meetings at leaders’ level in 2008.
These were both responses to cross-border financial crises, in which the emerging markets
were revealed as important links in global finance. This shared vulnerability was demonstrated
by the collapse in 1998 of the Long Term Capital Management hedge fund, and in 2008 by the
decision of the US Fed to extend exceptional swap lines in 2008 to Brazil, South Korea, Mexico
and Singapore (Chey, 2012). Threaded through these developments are two narratives, which
we explore: first, the G20’s effectiveness in helping heal the advanced economies after 2008, and
its record and potential for maintaining high-quality growth for the AEs, and for the world, in
coming years; and second, the value-added of the G20 for its less-affluent (and less financially
open) members over the past decade, and the G20’s priorities for the future.

2 The G20 members: a profile

The membership of the G20 has been stable since the group was first convened in 1999. It
consists of nineteen sovereign states and the European Union as full members. In addition,
Spain is a permanent invitee to summits. Figure 1 charts the historic and projected shares of
world real output of the two G20 sub-groups over a thirty-year span starting in 1992. While
the starting point is arbitrary, it broadly reflects an era of accelerated real and financial global
integration. Figure 1 shows that the AEs’ share of global output has declined from around a
half to a third of global output over this period. The share of the G20 EDEs has, correspond-
ingly, risen, largely but not wholly because of the sustained growth of China. Figure 2 tracks
the performance of the G20 EDEs as a share of merchandise trade of all G20 countries over an
even longer period. It corroborates the view that something decisive and sustained happened
in the integration of G20 EDEs in the early 1990s, although this shift has been substantially
driven by the growth of Chinese trade.

Figure 1: G20 emerging economies now equal 620 advanced economies in

contribution to global output
Shares of AE and EDE G20 economies in world GDP

2% Advanced 620
55%
50%
a5y 44%
40% .
35% 36%
30%

26%
259, Emerging and developing G20

20%

1992 1997 2002 2007 2012 2017 2022

Source: Bruegel based on IMF (2018) country estimates and classifications. Note: GDP in current international US$ at PPP exchange rates.
Dotted lines (2018-23) are forecasts. ‘Advanced’ economies include: Australia, Canada, France, Germany, Italy, Japan, Korea, United
Kingdom, United States and the member states of the European Union (EU28) that are not part of the G20 in their own right. ‘Emerging and
developing’ economies include: Argentina, Brazil, China, India, Indonesia, Mexico, Russia, Saudi Arabia, South Africa and Turkey.
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Figure 2: G20 emerging economies, steady convergence in merchandise trade
Merchandise trade in EDE G20 economies as a share of merchandise trade in all G20 economies
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Source: Bruegel based on WTO Statistics Database. Note: Merchandise trade is the sum of exports and imports. Emerging economies group
composition as in Figure 1. Data for Russia from 1992.

Figure 3: Asia stands out in real income convergence
Average GDP per capita in emerging and developing economies (EDE) as percentage of average GDP per
capita in the G7 economies

30%
/
25% 7,
Al EDE excluding Asia ~

20%

15% All EDE

10%

EDEAsia
5%

0%
1980 1986 1992 1998 2004 2010 2016 2022

Source: Bruegel based on IMF (2018) country estimates and classifications. Note: GDP per capita in current international US$ at PPP
exchange rates. Dotted lines (2016-2023] are forecasts. Country groups as defined in IMF (2018).

Figure 3 provides evidence of real income convergence over the last four decades. The refer-
ence group is the G7 economies (excluding East Germany at the beginning of the period), and
Figure 3 shows the per-capita GDP of this group as a multiple of selected cohorts of emerging
and developing economies as classified by the International Monetary Fund (IMF), a universe
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wider than members of the G20. This chart once again suggests a break in the trend in the early
1990s, following which there has been a mild but continued convergence by the EDEs as a
group toward the real income levels of the G7. The most powerful and sustained trend over the
past forty years has been in developing Asia which has moved from having just 5 percent of G7
income in 1992 to almost 22 percent in 2016, projected to increase to 28 percent by 2022.
Figures 1-3 are consistent with the established narrative that trade integration by the EDEs as

a group has been associated with both fast output growth and real income convergence over
the long haul, particularly for developing Asia. Cross-border financial integration is somewhat
different and the picture varies for flows and stocks®. In the post-war period current account
imbalances have repeatedly been the trigger for policy disputes, initially within the G7 and more
recently including the EDEs. At a global level ex-post deficits and surpluses must balance, and it
is a matter of judgement as to what is autonomous and what is induced (Bernanke, 2005)". Ber-
nanke’s 2005 speech, suggesting that the US current account deficit was an offset to a ‘savings
glut’ originating in Asia following the East Asia financial crisis of 1997, was a further indication
of the rising systemic importance of the EDEs as a group.

Figure 4: Global current account imbalances: narrower since crisis; surpluses have
shifted but deficits largely remain in US
Quarterly current account surplus and deficit for various country groups as a percentage of world annual

GDP (4-quarter moving averages)
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Source: Bruegel based on IMF International Financial Statistics and WEO. Note: Figure shows 4-quarter moving average of quarterly gross
current account balance as percentage of yearly world GDP at market prices and current exchange rates. Country groups: CEE (Central
and Eastern Europe) comprises Bulgaria, Croatia, Czech Republic, Hungary, Poland and Romania; ‘0il’ comprises Norway, the Russian
Federation and Saudi Arabia; ‘Financial centres’ comprises Hong Kong, Singapore and Switzerland; ‘Surplus Asia’ comprises South Korea,
Philippines and Thailand; ‘Deficit advanced’ comprises Australia, Canada and New Zealand; ‘North (EU)’ comprises Denmark and Sweden;
‘Deficit emerging’ comprises India, Indonesia, South Africa and Turkey; Latin America includes Argentina, Bolivia, Brazil, Chile, Colombia,
Ecuador, Mexico and Uruguay. Last observation is 2017 03. In principle gross surpluses and deficits should equal each other; the imbal-
ance reflects exclusion of smaller economies, reporting errors and omissions.

3 Assets and Liabilities include both portfolio investment and foreign direct investment (FDI).
4 The Trump administration’s concern with bilateral trade deficits is comparatively unusual, although not wholly

unprecedented. Similar concerns animated the US posture towards Japan in the 1980s.
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Figure 5: Cross-border financial exposure: gap has widened
Cross-border assets and liabilities held by G20 advanced (AE) and G20 emerging and developing (EDE)
economies as a percentage of these groups’ own GDP
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Source: Bruegel based on data from Lane and Milesi-Ferretti (2017).

Figure 4 shows the evolution of current account surpluses and deficits by countries and
regions as contributions to total global imbalances, expressed as shares of global GDP*. The
most consistent trend is the increased contribution of the US to the aggregate global deficit.
(Figure 11 shows this data as shares of US output). The story is more varied and fluid among
surplus countries and regions. Bernanke (2015) summarised the important developments
in the decade since his 2005 speech as follows: the US current account roughly halved in
dollar terms; the current account surpluses of EDEs fell significantly, primarily because of
adjustment in China. These trends were however, offset by rising surpluses in the euro area.
As Bernanke observed, “in particular, Germany, with population and GDP each less than a
quarter that of the United States, has become the world’s largest net exporter of both goods and
financial capital. In a world that is short aggregate demand, the persistence of a large German
current account surplus is troubling” (Bernanke, 2015).

Figure 5 deals with cross-border stocks of assets and liabilities of AEs and EDEs, starting
from the early 1990s. The curves represent the gross value of assets and liabilities as shares of
each group’s nominal dollar GDP. Figure 5 illustrates the stark difference in the evolution of
the two groups when adjusted for size of economy. For many reasons (including deregulation,
developments in information technology and financial innovation) cross-border holdings
of foreign assets and liabilities of the AEs have risen far more quickly than those of the EDEs.
This represents both an existing asymmetry between the two groups and an indication of
what might follow if the EDEs go down the same path as the AEs. Figure 6 reinterprets the
data of Figure 5 for a recent year, and aggregates the assets and liabilities for selected groups.
It confirms that outstanding gross cross-border holdings are dominated by the advanced
countries.

In sum, the decision to include the large emerging economies arose because of crisis but
has been vindicated by what has taken place since. This is particularly the case in terms of
output and merchandise trade. Large gaps however remain in real per-capita income and in

5 In principle, gross surpluses and deficits should equal each other; the imbalance reflects exclusion of smaller econo-

mies, reporting errors and omissions.
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financial depth and openness, even as the EDEs, individually and as a group have increas-
ingly become systemically important’. These gaps in turn have implications for the agenda and
functioning of the G20.

Figure 6: Advanced economies dominate cross-border finance
Distribution of absolute value of cross-border assets and liabilities by country group at the end of 2015

n Others
® Emerging G20
u OtherAdvanced

m Advanced G20

Source: Bruegel based on data from Lane and Milesi-Ferretti (2017).

3 Assessment criteria

To assess the effectiveness of the G20 leaders we need a yardstick. We have followed estab-
lished practice in using the G20 leaders’ own early statement of aspiration (at the Pittsburgh
Summit in 2009) of restoring “strong, sustainable and balanced growth’ . Even this relatively
narrow focus requires agreement on three contentious matters: what such high-quality
global growth would look like; what range of actions (and carried out by whom) is required
to bring about such growth; and what would be an alternative (counter-factual) trajectory
for global growth in the absence of the G20’s direction. These economic issues largely fall
under what is called the ‘Finance track’ of the G20. The procedures and rhythms of this
track were established in the decade before the first leaders’ summit, when meetings were
held at the level of finance ministers and central bank heads. The consequence is that inte-
gration with the mandate and governance of the international financial institutions (IFIs),
notably the IMF and the Financial Stability Board is relatively smooth. By contrast, the G20
leaders are primarily driven by the so-called ‘Sherpa track’ This second track integrates the
important economic, but fundamentally technocratic, concerns of the finance track into the
broader political concerns of each G20 member country?®. It is the Sherpa track under which
the leaders’ communiqué is produced following each summit.

Assessing G20 performance along the ‘Sherpa track’ is more complex than the finance

6 The shortcomings of the global monetary and financial system led the G20 Finance Ministers in 2017 to establish an
Eminent Persons Group (EPG) on global financial governance. This group reported to the Ministers at their meeting
in Bali in October 2018 (G20 Eminent Persons Group, 2018).

7 See for example Butler (2012) and Lavigne and Sarker (2012).

8 For clarity we refer to G20 members as ‘member countries; and countries of the European Union as ‘member states!

In this regard the EU is one ‘member country’ of the G20.
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track, and the relevant deliverables are less tangible. A broad variety of issues have come
before the leaders (see Annex 1, which uses data from the Toronto G20 centre; see also
footnote 1)°. While concerns about mission creep and loss of focus are not unfounded*?, our
conclusion from interviews is that the G20 leaders’ meetings provide an important, infor-
mal political forum at a time of massive upheavals in global production, distribution and
technology. At a minimum these meetings help to bring to the surface the resulting national
and global tensions. The communiqués are sufficiently significant to be an effective tool for
exerting peer pressure. Despite intense time pressure and multiple political differences, the
leaders have found it worthwhile to meet annually and to deliberate on critical global issues
as these have evolved.

Participants in these meetings suggest that bilateral conversations that occur are of
equal importance to the formal sessions; also that the refreshing of the agenda under suc-
cessive country chairs both enables a broad range of cross-border issues to be brought to
the attention of the leaders and encourages a sense of ‘ownership’ by the rotating presi-
dency. One think-tank interviewee with long-standing G20 experience observed that recent
debates among the leaders have reflected the shared challenge of preserving the market
economy in a world still adjusting to the aftershocks from the 2008 financial crisis. These
aftershocks include a deep crisis of elite legitimacy, unpalatable distributional outcomes
at the national level and unbridled, disruptive but so far economically fallow technologi-
cal change. A potent symbol of these concerns is the inclusion of the ‘future of work’ as a
priority for the Argentine G20 presidency. Even so, the issue of accountability cannot be
avoided, particularly given the increasing scale of bureaucratic and financial resources that
the leaders’ process now consumes''.

4 G20 achievements and accountability

Global growth

The trajectory of real global growth'* following the 2008 crisis has been exhaustively doc-
umented in successive editions of the IMF’s World Economic Outlook (WEQ), presented
here in summary terms (Figure 7). Figure 7 also uses the IMF’s growth forecasts for future
years in successive editions of the WEO at various points after the crisis. Two points are
clear: first, that the IMF’s original expectations of recovery were much too optimistic; and,
second, that the trajectory of projected real global growth has been steadily lowered over
the decade. On this reckoning the global economic recovery after 2008 has been disap-
pointing, although the IMF’s institutional bias toward optimism might partly be respon-
sible. Historical precedents suggest that it takes as much as nine years for the effects of a
widespread ‘balance sheet’ crisis to be reversed (Reinhart and Rogoff, 2009). This is not

to say that policy is powerless to shape the trajectory of the recovery and we examine the
differences of diagnosis, particularly across the G7, that might have acted to hold back the
recovery.

9 “The G20 exists, but its mission and role in the world economy are not well defined. For the moment, its focus evolves
over time, driven by successive presidencies” (Angeloni and Pisani-Ferry, 2012).

10 G20 EPG (2018) (Proposal 17) notes the actions of the Argentine Presidency in sharpening the focus of issues
brought to the leaders for their consideration.

11 Asat21 August 2018, the Argentine Presidency website reported 84 working group meetings as well as the leaders’
summit. Also see Table 1, and Table 1 in EPG (2018).

12 Measured in the World Economic Outlook as individual country growth weighted by current purchasing power
parity (PPP).
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Figure 7: The global recovery has been slower than expected
World GDP growth since 2001 — actual (full line) and projections (dashed line)
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Source: IMF (2009; 2013; 2018). Note: GDP in constant prices, PPP weighted. Annual growth rates. Dashed lines are projections.

Avoiding depression

An important claim made for the G20 leaders is that they prevented the financial crisis of 2008
from descending into a second Great Depression'®. Figures 8 and 9 examine this claim with
reference to the Great Depression of the 1930s, pulling together growth in real global output and
international trade. While in both episodes industrial production dropped sharply compared

to pre-crisis levels, the bottom was far shallower this time round. Equally noteworthy, though

is the much more rapid recovery in the 1930s: note that this was in a period before the mobili-
sation for the second world war. While there has been much hand-wringing on the slowing of
global trade after the 2008 crisis, Figure 9 is more reassuring on the comparison with the 1930s.

Figure 8: Depression averted 1

Volume of world industrial production, indexed to beginning of period
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90
June 1928 - June 1937
80
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60
1 2 3 4 5 6 I4 8 9

Source: Eichengreen and 0’ Rourke (2010, updated 2016). Note: volumes in June 1929 and April 2008 normalised to 100. X-axis shows
years since the start of the recession.

13 The relevant alternatives would have been unilateral action by G20 member countries, each pursuing its own interest
(though mindful of the behaviour and reaction of its peers); and the added value of wider membership of the G20

compared with the G7.
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However, writing in the Financial Times Martin Wolf (2018) undertook a similar
exercise to us, though for a much smaller group of countries, all of which today are
classified among the advanced economies. Examining the record on post-crisis growth,
deflation and unemployment he concluded based on country (not aggregate) data that
“this recovery has not been a triumph”. On the positive side, for the US, the UK, France
and Germany, real output was much more volatile in the 1930s than in the past decade.
Deflation was avoided by both the US and the UK this time round, unlike the situation in
the 1930s" and in both these countries peak unemployment rates were half those experi-
enced eighty years ago. By contrast the euro-area periphery (Portugal, Spain and Greece)
endured peak unemployment rates not very different from those suffered by the core
countries in the Great Depression, because of the longevity and depth of the recessions
suffered by these three countries’®.

Figure 9: Depression averted 2
Volume of world trade in goods, indexed to the start of recession
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Source: Federico and Tena-Junguito (2016) and CPB Trade Monitor. Note: Volumes in 1929 and 2008 normalised to 100. X-axis shows
number of years before and since the start of the recession. Historical 1922-38 data built using current country borders.

14 Given our focus on non-G7 members it is of some interest to compare these before the current crisis with the core
countries (France, Germany, the UK and the US) immediately prior to the depression. Using data from the Maddison
project at the University of Groningen, we note that China’s per-capita output in 2008 was just a little lower than that
of the US in 1929, while that of Indonesia in 2008 lies somewhere between that of France and Germany in 1929. Tur-
key and Russia are considerably more affluent; their per-capita output in 2008 was roughly that of the UK in 1960. Of
the G20 members, it is India that brings up the rear, with output per head in 2008 only two-thirds that of Indonesia,
and about the same as the US in 1880.

15 The euro area and Japan were less successful in avoiding deflation, although both successfully used unorthodox
monetary tools to limit its impact. However, neither jurisdiction has been as successful in returning to nominal
market interest rates at levels that would have been considered ‘normal’ in their own past, for reasons that lie outside
the scope of this paper.

16 Wolf (2018) argues that swift action on fiscal, monetary and banking policies in the Anglo-Saxon pair explains their
superior performance. To quote, “the contrast between the swifter US recovery and the dreadful delays in the eurozone

gives striking support for this view. Essentially, the latter lost five years before the recovery began”.
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The supply side: potential growth
Recorded growth outcomes represent the combination of longer-term trends in potential growth
(reflecting developments on the supply side of the economy) and cyclical demand fluctuations
which represent negative or positive ‘output gaps’ when compared with estimated potential.
Figure 10 provides estimates of growth of potential output for the entire G20 group, and separately
for the advanced economies (AEs) and the emerging and developing economies (EDEs). From
Figure 10 it appears that the post-2008 period has been associated with a much sharper slowing
of potential growth in the EDEs than the AEs, though for both groups the post-crisis period marks
a decline. Interestingly the increasing relative economic weight of the EDEs means that potential
growth for all G20 countries is less affected than for each sub-group. We note that there is con-
siderable uncertainty about the sources of growth in post-industrial economies where intangible
capital has become of overwhelming importance. The estimates for the EDEs are perhaps better
grounded, and as such should be a greater source of concern. Accepting this caveat, these esti-
mates raise two questions for policy. First, whether the pre-crisis trends were unsustainable and
a ‘new normal’ is both inevitable and desirable. Second, whether country-level structural policies
could do more to lift potential growth in a more sustainable fashion than before the crisis".

Each economic sub-group is dominated by one giant: in the case of the G20 AEs this is
the US (38 percent of aggregate sub-group GDP in 2017) while for the G20 EDE:s this is China
(45 percent in 2017). China'’s relative weight in its sub-group is both overwhelming and has
increased by 20 percentage points over the last two decades. In both these giants idiosyncratic
factors underlie the slowdown in potential growth. In the case of the US, Stock and Watson
(2016) (among many others) have identified several secular factors behind the growth slow-
down, which predate the financial crisis. In