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Key messages 

· The recalibration of the world economy since the early 2000s is having a major impact on low-income countries’ growth.  This strong performance is driving significant reduction in poverty.

· Global GDP could grow at around 3% per year over the next 50 years, with a major shift in wealth and imbalances. The combined GDP of China and India would exceed that of the G7 economies by around 2025 and would be 1½ times larger by 2050, starting from less than half of the G7 GDP in 2010 on the basis of 2005 PPPs.

· Notwithstanding fast growth in low-income and emerging countries, large cross-country differences in living standards will persist in 2060.

· While the shifting of wealth has generated enormous opportunities for worldwide development, a number of new structural challenges need to be confronted in advanced as well as in emerging and developing economies.

· The process of structural transformation in the world economy is not immune from risks and policy frictions. Scarcity issues associated with the availability of land, water, food, energy, as well as domestic and international imbalances associated with the convergence of developing and emerging economies need to be adequately factored into policy planning.

· G20 Leaders have rightly stressed the importance of including development as a core element of their agenda for strong, sustainable and balanced growth and highlighted the catalytic role the G20 can play to support developing country own efforts. 
· G20 should continue the implementation of its development action plan and complete the outstanding deliverables (e.g. in the area of skills, remittances, or food security). Going forward, G20 should consider placing greater emphasis on areas where it can uniquely provide a catalytic role for global development. 

· The achievements of the Seoul Action Plan offer a solid basis for identifying a set of priority actions from G20 countries that could form the basis of a “growth pact” or “growth partnership” between the G20 and interested developing economies. 

· Some priority issues within the growth compact could include: inclusive green growth; sustainable investment in agricultural productivity; and financing for development – notably for domestic resource mobilization and long-term investment in infrastructure.

· The G20 could also initiate discussions on a strategic, medium- to long-term approach to promoting development, identifying the future risks associated with the on-going transformation of the world economy, and finding ways to support Low Income Countries to meet future global challenges and weather existing and emerging global risks.

The long-term growth scenario

1 MACROBUTTON NUMBERING .

The most recent OECD’s growth scenario for OECD member countries and the major emerging economies up to 2060 suggests that, once the legacy of the global financial crisis has been overcome, global GDP could grow at around 3% per year over the next 50 years. Growth will be enabled by continued fiscal and structural reforms and sustained by the rising share of relatively fast-growing emerging economies in global output. In the long-term, the analysis shows a major shift in wealth and imbalances.
 The combined GDP of China and India would exceed that of the major seven (G7) OECD economies by around 2025 and would be 1½ times larger by 2050, starting from less than half of the G7 GDP in 2010 on the basis of 2005 PPPs. 
2 MACROBUTTON NUMBERING .

The financial and economic crisis has further accelerated the ongoing structural transformation where emerging and developing economies recovered more rapidly to pre-crisis levels of economic activity compared to advanced economies. The number of converging developing countries – those whose GDP per capita growth rate grew twice as fast as in high-income OECD economies – had risen to 83 by 2010, whereas there were only 65 of them in 2007, just before the crisis hit, and 12 in the 1990s. This result largely holds even after controlling for slower OECD growth in recent years. However, while growth in non-OECD countries will continue to outpace the OECD average, the difference will narrow over the next 50 years. From over 7% per year over the past decade, non-OECD growth will decline to around 5% in the 2020s and to about half that by the 2050s.

3 MACROBUTTON NUMBERING .

The shifting wealth process has created new opportunities for developing countries and also had large effects on poverty reduction. During the period 1981-2008, the number of people living in extreme poverty declined by 650 million to 1.29 billion, despite a rise in the world population of more than 2 billion over the three decades. There was also a change in the geography of poverty. Whereas 93% of the world’s poor people lived in low-income countries in 1990, three-quarters of the world’s approximately 1.3 billion poor people lived in middle-income countries in 2007. This implies that the new “bottom billion” people live largely in middle-income countries. This poses new challenges and responsibilities for governments in poverty reduction.

4 MACROBUTTON NUMBERING .

Notwithstanding fast growth in low-income and emerging countries, large cross-country differences in living standards will persist in 2060. Per-capita income in the poorest economies will more than quadruple by 2060. China and India will experience more than a seven-fold increase, but living standards in these countries and some other emerging economies will still only be one-quarter to 60% of the level in the leading economies in 2060. This outcome is reflecting differences in technology levels, capital intensity, and the education and skills of the workforce. These in turn partly depend on differences in structural conditions and policies.
Managing the transformation and handling the frictions

5 MACROBUTTON NUMBERING .

While the shifting of wealth has generated enormous opportunities for worldwide development, a number of new structural challenges need to be confronted in advanced as well as in emerging and developing economies, including job creation, inequalities, further eradication of poverty, managing citizens’ expectations and prospects in terms of standards of living and access to opportunities, and environmental challenges.

6 MACROBUTTON NUMBERING .

Developing countries from outside the G20 have experienced robust growth since the early 2000s and have displayed remarkable resilience to the global economic crisis. Improved macroeconomic management and buoyant demand for primary commodities have underpinned such a notable performance.  Their growth potential remains however untapped and is not evenly translating into lasting development gains. Failure to address high unemployment rates in the context of rapidly expanding youth population can undermine stability and turn the demographic dividend into a risk, rather than an opportunity. Many developing countries have not been able yet to undergo the structural transformation of their economies that would unleash more inclusive, sustainable and job-creating sources of growth. Even countries that have displayed strong per-capita income and entered the middle zone of per capita income distribution have found more arduous to further advance economic growth and structural upgrading – remaining trapped in the so-called Middle-Income Trap.
7 MACROBUTTON NUMBERING .

The process of structural transformation in the world economy is not immune from risks and policy frictions. A key challenge ahead is to identify the sources of risks associated to an increasingly interconnected economy and with increasing pressure on non-renewable resources. Scarcity issues associated with the availability of land, water, food, energy, as well as domestic and international imbalances associated with the convergence of developing and emerging economies need to be adequately factored into policy planning. Going forward, there will be an ever increasing need for policy makers, both within and outside the G20, to take into account the interrelated economic, social and environmental challenges associated with the recalibration of the global economy and identify the policy tools to manage the risks and possible frictions associated with this process.  

8 MACROBUTTON NUMBERING .

Sustainability of the growth model will be a key challenge. Global economic progress over past decades, however, has come at a significant cost to the environment. Natural assets have been and continue to be depleted, with the services they deliver already compromised by pollution. Without more ambitious policies, greenhouse gas (GHG) emissions will increase by 50% by 2050 and further worsen urban air pollution. Premature deaths from exposure to particulate matter will more than double to 3.6 million a year globally. With global water demand projected to increase by 55%, over 40% of the world’s population will be living in severely water-stressed river basins. Global biodiversity is projected to decline by another 10%. The costs and consequences of inaction could be colossal, both in economic and human terms. Green and growth need to be brought together in the interest of future generations in both advanced and emerging economies

Implications for the G20 Development Agenda

9 MACROBUTTON NUMBERING .

G20 Leaders have rightly stressed the importance of including development in their agenda and emphasised the catalytic role the G20 can play to support developing country efforts to broaden their sources of growth. Spurring new sources of growth and aggregate demand in the developing world is part and parcel of G20 efforts for achieving strong, sustainable and balanced growth.  Important results have been achieved, but there is not room for complacency. G20 Leaders insisted in Los Cabos on the need for ensuring implementation and accountability with respect to their development commitments. 

10 MACROBUTTON NUMBERING .

The nine pillars of the Multi-Year Action Plan and the Seoul Consensus provide together a comprehensive framework to address growth constraints in developing economies. While some deliverables are still to be fully implemented (e.g. in the area of human resource development and skills), other areas that have benefitted from important analysis and discussion seem ready for a stronger emphasis on implementation. These include in particular:  food security
, domestic resource mobilisation, and inclusive green growth. 
11 MACROBUTTON NUMBERING .

Finally, the achievements of the Seoul Action Plan could offer a solid basis for identifying a set of priority actions from G20 countries that could form the basis of a “growth pact” or “growth partnership” between the G20 and interested developing economies – focussing for example on investment in infrastructure, agriculture and human resources.

Domestic resource mobilization in the framework of financing for development

12 MACROBUTTON NUMBERING .

The mobilisation of domestic resources for development, notably through improve domestic and international taxation, is a key, cross-cutting development issue that conditions many of other development objectives (e.g. financing education, health, agriculture, infrastructure, etc.). G20 Leaders committed to “build sustainable revenue bases for inclusive growth and social equity by improving developing country tax administration systems and policies and highlighting the relationship between non-cooperative jurisdictions and development.” 

13 MACROBUTTON NUMBERING .

The G20 has made important contributions to promoting the “tax & development agenda”, including through their support to more coordinated and transparent actions (e.g. through the Global Forum on Transparency). The G20 development agenda should continue to strongly support progress in the area of taxation and development, in the framework of the financing for development debate. The last Progress Report of the Development Working Group stresses the relevance of the work undertaken – which is also very consistent with the tax transparency agenda under the Finance Track – and suggests areas where continuous engagement would be necessary. The DWG should not backtrack in this crucial area.
Inclusive Green Growth for development

14 MACROBUTTON NUMBERING .

 Inclusive Green Growth (IGG) has emerged as a distinctive and stand-alone area in 2012, thanks to the Mexican Presidency. The G20 DWG produced a useful IGG toolkit for consideration by developing countries. This is an area that is transversal – as it touches upon several other pillars (infrastructure, agriculture, tax, water, energy, etc.) – and has an obvious forward looking dimension. Much remains to be done in this area, notably in terms of outreach and piloting with developing countries, since many of them are embarking on IGG strategies and could benefit from the DWG toolkit. They could also share important lessons in terms of implementation challenges.
15 MACROBUTTON NUMBERING .

The DWG could engage with developing countries and address several aspects of the IGG agenda and toolkit. For example: (i) financing for green growth; (ii) green growth governance; (iii) improving the livelihoods of the poor in developing countries; and (iv) green growth and urbanisation. The relevant International Organisations could support the process through dedicated experts’ workshops. Based on these thematic topics, policy tools currently contained in the Annex of the IGG report could be examined individually or in combination as instruments to achieve specific policy objectives. For instance, environmental fiscal reform for financing for green growth, climate adaptation and social protection to build resilient livelihoods for the poor. Good practice and lessons learned at country level in using these tools to achieve policy objectives could then be shared more widely.  

The role of infrastructure investment and its financing

16 MACROBUTTON NUMBERING .

Infrastructure should remain a priority in the G20 development agenda. The contribution of infrastructure capital to economic activity is large. Infrastructure investment has positive effects on an economy’s growth potential, so there may be a case for encouraging infrastructure investment in many countries – especially those characterised by an infrastructure backlog or ageing infrastructure stocks. For these reason, the G20 development action plan placed strong emphasis on infrastructure. The agenda now needs to be implemented and due attention should be given to the potential sources of long-term financing for infrastructure, in particular for climate-resilient infrastructure. 

17 MACROBUTTON NUMBERING .

Improving the financing of long-term investment should be part of the global growth and development agenda. Recent OECD estimate put global infrastructure requirements at around USD 40 trillion to 2030, or an investment flow of roughly USD 2 trillion per year.  However, the World Economic Forum estimates that only roughly USD 1 trillion is invested annually in infrastructure, leaving a yearly USD 1 trillion investment gap to be addressed. The investment gap is not surprising considering the existing funding gap. Failure to address this shortage can delay the recovery in demand and employment and, in the longer term, may also affect the strength of growth and its rebalancing.

18 MACROBUTTON NUMBERING .

Public financing have been strained in key economies since the financial crisis started.  At the same time, traditional sources of private capital have become scarcer too. Because of the current economic and prudential environment, key parts of the banking sector are deleveraging by shrinking their balance-sheet and reducing the provision of credit, including long-term financing. According to many, the traditional model for infrastructure financing, the project finance model based on long-term, low-cost loans secured by the income stream of the underlying assets is actually broken. 

19 MACROBUTTON NUMBERING .

New sources and modalities of financing can be identified. There are indeed potential alternatives to finance infrastructure: one of them is institutional investors. The main institutional investors in the OECD – pension funds, insurance companies and mutual funds – held over US$71 trillion in assets in 2010. However, less than 1% of OECD pension fund assets are allocated directly to infrastructure projects. This may reflect numerous factors, some of them structural, others stemming from the crisis.

Identifying potential frictions and addressing risks

20 MACROBUTTON NUMBERING .

Greater attention should be given to identification and assessment of the possible risks and policy frictions associated with the process of structural transformation in the world economy and the impact of emerging scarcity issues. It would be opportune for the G20 to initiate discussions on a strategic, medium- to long-term approach to promoting development, an approach that would identify the future risks linked to the increasing pressure on non-renewable resources as well as with domestic and international imbalances associated with the convergence of developing and emerging economies. 

21 MACROBUTTON NUMBERING .

The G20 could ask relevant International Organsiations, G20 Think Tanks and interested G20 and developing countries to identify those risks, analyze the ability of Low Income Countries to meet future global challenges and weather existing and emerging global risks, and look at the role of the G20 could have in supporting LICs addressing systemic risks.

� 	This note builds on various OECD analytical contributions, including in the framework of the G20 process. However, the views expressed are those of the author only and do not necessarily reflect the official positions of the OECD, the OECD Development Centre or their member countries.


� 	See “Long-term Growth Scenarios”, OECD Economics Department Working Paper No. 1000 (2012), Perspectives on Global Development: Shifting Wealth, OECD Development Centre (2010) and Perspectives on Global Development: Social Cohesion in a Shifting World, OECD Development Centre (2011).


� This note does note address specifically the issue of food security and investment for sustainable increase in agriculture productivity, as it is been addressed already by the FAO in the TT20 meeting. These are clearly some of the most pressing challenges for the international community. The G20 should focus on implementation of the priorities already agreed upon in the realm of food security (e.g. AMIS) while identifying ways to implement the recommendations identified by the International Organisations under the Mexican Presidency in the agriculture track on enhancing productivity in agriculture in low income countries.
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