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14. Sustaining Global Growth
John Kirton

Hello, I’m John Kirton, Director of the G8
Research Group at the University of Toronto
and your lead instructor for G8 Online 2002.

In this session, “Sustaining Global Growth,”
we examine the G7/G8’s role and record in
fostering and sustaining real economic growth,
in ways that support social and environmental
objectives, and that does so within G7/G8
countries and in the global community as a
whole.

Generating sustainable growth is a core sub-
ject that every G7/G8 Summit has dealt with
since the Summit’s start in 1975. It is also one
of the three themes selected as a focus for the
Kananaskis Summit in June 2002. It comes as
the G7/G8 struggles with the challenge of how
its members can transform their still somewhat
fragile recovery, following the terrorist attacks
of September 11, 2001, into strong, sustained
growth that will broaden to benefit all.

There are deep doubts about whether the
G7/G8 can deliver anything of real value in
this regard. Indeed, the false new consensus
model of Summitry asserts that the G7/G8 can
do little to manage economies in today’s glo-
balized markets, dominated by the private sec-
tor. Here, more than US$1.4 trillion is traded
every day in foreign exchange markets. And
here, it is claimed, all governments feel they
should balance their budgets to maintain the
confidence of investors and their money,
which can instantly move anywhere in our glo-
balized world (Bergsten and Henning 1996).

Alternatively, adherents of the American
leadership model see the United States as the
great engine, or “locomotive,” that drives glo-
bal growth and macroeconomic policy
co-ordination. They worry that an internally
preoccupied America will not manage its
economy in ways that reflect the needs of the
Japanese, Argentinians, Europeans, developing

countries or others around the world (Putnam
and Bayne 1987).

But still others argue, in accordance with the
concert equality model, that the G8’s major
power governments, acting together, can still
effectively manage exchange rates and
co-ordinate their macroeconomic policies to
sustain growth. The G7 does so in part by giv-
ing markets the confidence and clear signals
about desired directions they need to function
efficiently in a globalizing age (Davanne and
Jacquet 2000).

In this lecture, I argue that the G7 — and
increasingly the G8 with Russia — is still as
potent and productive in generating global
growth as it was in the Summit’s early years.
Indeed, globalization has given the G7/G8 a
greater relevance and role. International eco-
nomic flows are now more important to more
countries. Now more types of economic poli-
cies must be managed internationally to ensure
economic stability and growth. Citizens the
world over now call for growth that avoids
inflation and generates good jobs, and also
fosters social cohesion and environmental
protection. Such growth is only possible
through G7/G8 economic governance (Kirton
and von Furstenberg 2001).

The G7/G8 controlled the inflation and oil
shocks of the 1970s, the unsustainable U.S.
“superdollar” and developing countries’ debt
crisis of the 1980s. and the global financial in-
stability of the 1990s. Already in the twenty-
first century, it has had to face several new
shocks. These include the first simultaneous
slowdown in all three G8 regions in 25 years,
the collapse of firms and “new economy” stocks
based on information and communication
technology (ICT), the post–September 11th sei-
zure of North American economies. At the same
time, a soaring U.S. superdollar, a burgeoning
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American current account deficit and volatile
world oil prices have arisen once again. Yet
despite these new challenges, the prospects are
good that at Kananaskis the G7/G8 leaders will
meet them and beat them, and thus broaden
today’s fragile recovery for the benefit of all.

A. G8 Macroeconomic Governance,
1975–2001
At every Summit since 1975, G7/G8 leaders
have discussed the world economy. At almost
every gathering they have made clear collec-
tive commitments about what they will do to
foster and sustain growth. A careful count of
the leaders’ commitments each year suggests
that decisions on economic growth have been
particularly prominent at the Summits hosted
by France — Rambouillet in 1975, Versailles
in 1982 and Lyon in 1996 (Kirton and Takase
2002). The dean of Summit scholars, Nicholas
Bayne, has judged that growth has been a key
part of the Summit’s overall achievements at
the 1977 London Summit and the 1978 Bonn
Summit, and, in more specialized ways, at
Rambouillet in 1975, Versailles in 1982, Tokyo
in 1986, Birmingham in 1998 and Cologne
in 1999 (Bayne 2000, 195). Indeed, some
regard the 1978 Bonn Summit as the most suc-
cessful Summit ever, because despite initial
reluctance, each member government adjusted
different parts of its domestic economic policy
— interest rates, government spending stimu-
lus, oil price controls and trade liberalization
— as part of a coherent package to stimulate
global growth.

In the first half of the 1980s, the Summit
tended to move from “singing in harmony”,
with each member doing different things, to
“singing in unison,” with everyone doing the
same thing. Under the latter, all members tried,
with difficulty, to move in the same direction
to reduce inflation, budget deficits and domes-
tic microeconomic inefficiencies. By 1985,
however, they returned to bold, targeted, in-
terventionist action to reduce the exchange rate
of the vastly overvalued U.S. dollar, and to

institute an early-warning system of surveil-
lance of member economies. At the 1986
Tokyo Summit, they created a new G7 finance
ministers forum to oversee the new system.

In the 1990s there was less Summit atten-
tion and action in regard to growth. This was
partly because, all G7 and global economies
except Japan were doing relatively well after a
mild recession in 1991 (Kirton 1999). It was
also because the G7 was preoccupied with
transforming the Soviet Union and then Rus-
sia into an open democracy with individual
liberty, in part by reforming and reviving its
struggling economy in those years. But, in
keeping with the false new consensus model,
this lack of attention and action may reflect
the fact that G7 leaders recognized their poor
record of keeping their promises in the fields
of exchange rates, interest rates, fiscal policy,
inflation and growth (Kokotsis and Daniels
1999, p. 78). Yet when growth was again
threatened by the financial crisis of 1997–99,
which started in Southeast Asia and spread
quickly around the world, the G7/G8 quickly
returned to this subject, and undertook impor-
tant initiatives in the field of finance in 1998
and 1999.

B. Sustaining Global Growth at Kananaskis
For the 2002 Kananaskis Summit, growth is
back on the Summit agenda as one of the three
central themes, alongside reducing poverty in
Africa and combating terrorism. It is a most
timely topic, for the G8 currently confronts
several core economic challenges. To be sure,
G7 members, led by Canada and the United
States, are now bursting out of the worst simul-
taneous slowdown in 25 years. But the G8 and
the global economy remain afflicted by a series
of acute risks — stagnation in Japan, slow
growth in Europe, high consumer and corpo-
rate debt in North America, the U.S. current
account deficit, rising world oil prices and
financial collapse in Argentina. Moreover, if the
current growth is to be sustainable, and recap-
ture the permanent productivity increases
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promised by the information technology revo-
lution of the 1990s, then current fiscal and
monetary stimulus will need to be converted
into smart investments and sustained by struc-
tural reforms in order to build a genuine new
economy for the twenty-first century. Such
domestic reforms, will need to be reinforced
by deep reforms to the international financial
system. Such reforms should anticipate and
prevent crises. They should also create the
proper incentives for sound market behaviour
and mobilize the expertise and resources of the
private sector in this process. Furthermore, they
should ensure high standards of transparency
and corporate governance, build ecological and
social capital, and give rising economic pow-
ers and their values a proper place.

The restoration of permanent prosperity, in
the wake of the shock and slowdown of the
terrorist attacks of September 11, 2001, is also
vital to the ongoing war against terrorism. It is
required to show that the confidence of citi-
zens and corporations has not been damaged
and to produce the tax revenues required to
finance a long campaign. “Smart spending” is
needed in order to ward off the inflation that
may now be returning and that can result in
painful choices between security and civilian
spending. It is also necessary to fuel a new gen-
eration of technologies that can help combat
terrorism more efficiently, and that can ensure
security while keeping financial systems and
borders open for globalized firms, their cus-
tomers, workers, families, and communities.
Moreover, wise security investments can pro-
duce the innovation that will enhance the pro-
ductivity of the civilian economy for decades
to come.

Sustainable growth is equally important to
reducing poverty in Africa and driving devel-
opment throughout the world as a whole. Sus-
tained prosperity will make it easier for G8
governments and international institutions to
provide the necessary increases in effective offi-
cial development assistance, debt relief, mar-
ket access, streamlined conditionality, and

appropriate financial support at times of crisis
and much as the Marshall Plan did in Europe
after World War Two, it can also encourage the
private sector to undertake the investments
required as the leading instrument of the New
Partnership for Africa’s Development
(NEPAD).

There is thus much riding on the G8 lead-
ers’ growth agenda at Kananaskis, not only for
the sake of growth alone but also as a critical
contribution to accomplishing their larger
agenda as well. But given the leaders’ varying
treatment of the growth agenda over the
27 years of the Summit, and their relatively low
level of compliance in the early years, it is far
from certain that their ambitious objectives
will be met. With only 30 hours together at
Kananaskis, much of it taken up discussing
development with the African leaders attend-
ing, the G8 leaders will have to use their time
very efficiently to produce policies to sustain
global growth. It will be worth watching to see
if they will live up to the very high standards
set at the 1978 Bonn Summit, or will have to
settle for a lesser result.
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Discussion Questions

1. Why does France succeed in making growth
one of the primary subjects and achieve-
ments at the G7/G8 Summit?

2. How and when, if at all, can G7/G8 gov-
ernments intervene effectively with their
own foreign exchange reserves in currency
markets to ensure financial stability, lessen
volatility, and thus sustain global growth?

3. Why did G7 countries have such a poor
record of compliance on macroeconomic
related commitments in the 1970s and
1980s and what can be done to improve
the compliance rate?

4. What are the prospects that the 2002
Kananaskis Summit will be successful in
regard to its agenda for sustaining global
growth?

5. What structural reforms are most needed if
the current G7 growth is to be sustained and
yield permanent productivity increases?

6. Can Canada be a G7 locomotive of growth
in its own right or does it depend too much
on the U.S. economy to be even a sparkplug
on its own?

7. Does the G8 and global economy face a
new oil shock?

Quiz

1. Generating sustainable growth is a subject
dealt with
a. at every Summit since 1975
b. during the first seven-year cycle from

1975 to 1981
c. only at Paris 1989
d. during the most recent cycle starting at

Lyon 1996

2. Many regard the most successful Summit
ever, because of its package deal for macro-
economic policy co-ordination, as
a. Rambouillet 1975
b. Bonn 1978
c. Tokyo 1986
d. Toronto 1988

3. Within the G8, the current economic
recovery is being led by
a. Canada and the U.S.
b. Europe
c. Japan
d. Britain

4. Growth in Europe after World War Two was
revived by
a. NEPAD
b. the Monroe doctrine
c. the Marshall Plan
d. Gosplan

5. The value of foreign exchange traded on
world markets every day is estimated at:
a. US$700 billion
b. US$812 billion
c. US$1 trillion
d. More than US$1.4 trillion

6. G7/G8 commitments on the world
economy have been most prominent at
Summits hosted by:
a. France
b. the United States
c. Germany
d. Canada


