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When it comes to growth, the global 
economy still faces significant headwinds and 
uncertainties remain.  

 
The top priority assignment for world 

leaders when they meet in St. Petersburg, Russia, on 
September 5-6, is to find cooperative ways to fortify 
global economic growth. Here the world’s four 
biggest national economies – the United States, 
China, Japan and Germany – need to show 
leadership.  

 
As the Summit leaders come together there 

is a shift taking place in the dynamic of the world’s 
economy. Over the last few years, the emerging 
market economies, led by China, drove global output, 
while the major industrial economies were mired in 
financial crisis and what came to be known as the 
Great Recession. 

 

Now, we are seeing a moderate revival of 
the U.S. and Japanese economies. Meanwhile, there 
have been substantial declines in growth rates across 
the emerging market economies led by the “BRICS” 
(Brazil, Russia, India, China, South Africa).  

 
Unquestionably, a central concern at the 

G20 will be the economic strains in the 17-member 
country eurozone. Overall, growth in the region is 
minimal and insufficient to dent the record high rates 
of unemployment that plague those countries with the 
gravest economic problems. The travails of Europe 
weigh heavily on the global economic outlook.  

 
CHINA ---   As we look ahead, the drivers of a 
stronger economic outlook appear to be the world’s 
big three economies – the United States, China and 
Japan. Each of these economies face unique 
difficulties. If the governments can manage these 
well, then the broader global outlook is likely to 
show an improvement. 
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I believe that some of the negative analysis 

of China’s economic prospects has been overdone. 
The Chinese economy is likely to grow this year by 
around 7% to 7.5%.  

There may be some downward statistical 
revisions, but the latest data is encouraging.  The 
numbers combine to paint a picture of a 
strengthening economy: industrial output rose by 
9.7% in July; retail sales increased by 13.2%; fixed-
asset investment for the January-July period rose by 
20.0%; and, exports gained 5.1% year-over-year 
while June imports were also strong and rose 10.9% 
year-over-year.  

The positive economic news will make it 
somewhat easier for the government and the central 
bank to continue their efforts to strengthen the 
financial sector. The Chinese leadership, I believe, 
needs to act rapidly to liberalize the financial sector, 
free up interest rates, as well as accelerate moves 
towards full convertibility of the RMB. 

 
A key goal of the government is to reduce 

dependence on exports and boost domestic 
consumption. To speed this development the social 
safety net needs strengthening. While this change is 
not easy it is gradually taking place and will enhance 
the internal balance of the economy for the longer-
term.  

 
Entwined in such macro-economic 

challenges are a range of fundamental issues, from 
environmental protection to curbing corruption, 
which the government has vowed to address. Action 
on these fronts is essential for China’s long-term 
economic fortunes, but nobody should underestimate 
the difficulties of securing advances in these areas.   

 
Importantly from a global economic 

perspective, the underlying resilience of China’s 
economy right now is likely to provide some support 
to a range of commodity prices across the globe. This 
can provide major benefits to some of the emerging 
market countries that export commodities, such as 
Brazil and Indonesia, whose growth rates have 
slowed.   
 
JAPAN      Meanwhile, the early results from the 
radical changes in Japanese economic policy that 

have been led by Prime Minister Shinzo Abe point to 
the end of the multi-year stagnation that characterized 
the world’s third largest economy.  Official data 
suggests that the economy grew by 2.6% in the 
second quarter and this may well be revised up in due 
course.  I think it is quite likely that 2013 growth in 
Japan will exceed the 2% rate forecast by the 
International Monetary Fund (IMF). 

 
The Bank of Japan’s monetary policy 

easing, plus fiscal stimulus are likely to be the 
mainstays of economic revival for some time to 
come. Importantly, the popularity of the government 
provides it with the opportunity to move ahead with 
some politically very difficult measures on the 
structural side. Increasing taxation is one of them that 
is now high on the government’s agenda. Pursuing 
reforms that moderate the exceptionally high level of 
public sector debt is a vital priority. So too is 
deregulation that can assist the business sector to 
become more competitive.  

 
The range of structural issues that the 

Japanese government must tackle is extensive and 
there needs to be rapid action on each of them if the 
economy is to thrive in the longer-term. These range 
from dealing with the ongoing problems in the 
nuclear sector and forging a new energy policy, to 
restructuring social policies to better tackle the 
problems that are surfacing given the aging of the 
Japanese population.  

 
UNITED STATES       To be sure, growth in China 
and Japan, and many other economies, depends to a 
degree on progress in the world’s largest economy, 
the United States. Unemployment is gradually 
moving down, the budget deficit is moving down, the 
housing industry is reviving, while the stock market 
is hitting new highs. 

 
An important benefit to the U.S. that will 

become still more important in the coming years is 
the increase in domestic oil and gas production. The 
U.S. is going to be less dependent on energy imports. 
Domestic prices will moderate over time. The 
benefits for growth will be substantial. The global 
impact will be to place prospects for oil prices on the 
downside, which is good news for energy importing 
countries like China.   
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The latest IMF predictions for the U.S. 
economy are for a GDP gain of 1.75% this year and 
then 2.75% next year. The biggest question for the 
U.S. and indeed the world’s economy, centers on the 
policies of the Federal Reserve Board.  To use the 
central bank’s own term, there will be a time when 
the policy of exceptionally easy money “tapers off.”  

 
If current economic trends continue in the 

U.S., then it is my expectation that the Fed will start 
to taper asset purchases in September. The one major 
impediment to such a prospect is a fiscal crisis. 
Influential members of the U.S. Congress who 
oppose President Obama are threatening to shut down 
the government over another debt ceiling dispute.     
 
EURO ZONE       When it comes to the outlook for 
the global economy as a whole, then it is important to 
take the eurozone into account. The multiple political 
and economic problems in a number of countries and 
the strenuous efforts that they are making to become 
more internationally competitive will not benefit 
China in the short run. At the same time, Europe is 
not going to be boosting its imports from China in a 
meaningful way for some time to come. 

 
The exceptionally modest second quarter 

upswing in growth overall in the eurozone reflects 
the easy money policies of the European Central 
Bank (ECB). It also reflects years of recession and/or 
stagnation in some of the hardest hit economies 
whose competitiveness is finally starting to 
strengthen somewhat.   

 

The scale of unemployment in the eurozone, 
which in June exceeded 19.2 million, weighs heavily 
on the region’s economic and political future. In both 
Greece and Spain the unemployment rates are more 
than 26% - youth unemployment in these countries is 
over 56% in Spain, while it has soared to 64.9% in 
Greece.  

 
For many Europeans this will be a lost 

decade. This fact will be prominent at the G20, where 
many for the participants will turn to the leader of 
Europe’s strongest economy, Chancellor Angela 
Merkel of Germany, for some guidance on how she 
sees a euro zone economic revival. For her part, 
caution may well be the watchword, at least until 
after the important German elections on September 
23.   
 
COOPERATION       The diversity of specific 
economic challenges facing each of the leading 
national economies is substantial. All of them, 
however, will need to ensure more robust, non-
inflationary, growth if they are to address these 
challenges effectively.  

 
Right now the growth momentum of the 

global economy is improving compared to some 
months ago, but conditions remain fragile. Enhanced 
policy coordination by those at the helm of the most 
powerful economies is now necessary – the G20 
Summit provides them all with the opportunity to 
show leadership and a shared willingness to work 
together to secure and sustain growth.  

 


