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I Why Development is Important

In the wake of the financial crisis, shrinking economies and volatile prices for food and
energy are taking their toll on the developing world. The World Bank estimated that, as a result
of the recent crisis, an additional 50 million people would be living in extreme poverty (i.e.,
living on less than $1.25 a day) in 2009 and approximately 64 million more people would fall
victim to such circumstances by the end of 2010. The world cannot continue to tolerate the
depth of poverty in low-income countries (LICs) and the level of inequality that persists between
nations. This is both a moral issue and an economic imperative. It is necessary and appropriate
for development issues to occupy a central place in the G20’s agenda.

Indeed, at the Pittsburgh Summit, our Leaders clearly mandated the G20 to address
development issues, recognizing that reducing poverty and narrowing the development gap are
essential to the larger agenda of achieving rebalanced global growth and complying with our
international commitments to achieve the Millennium Development Goals (MDGs) by 2015. We
realize that in order to achieve the Framework objectives of strong, sustainable and balanced
growth, the benefits of economic growth must be broadly shared.

In addition, the inclusion of development issues in the Seoul Summit agenda will further
affirm the G20’s legitimacy as the premier forum for international economic cooperation. By
addressing development topics in an economic context, the G20 will demonstrate its ability to
provide both (i) inclusive leadership, which incorporates the voices of both G20 members and
non-G20 stakeholders in the global economy and (ii) broader economic leadership on a wider
range of economic issues as we transition from immediate crisis management to a post-crisis
period and beyond.

Toward this end, the inclusion of development issues in the G20 agenda was discussed
during the January and March 2010 Sherpa meetings. At the meetings there was general support
to consider such inclusion, in a manner consistent with the G20’s core mandate of international
economic cooperation. Building on this understanding, Korea would like to formally introduce
development issues as part of the Seoul Summit agenda.

IL. The Seoul Summit’s Approach to Development: Partnership Focused on Economic
Growth



Development issues comprise a wide range of topics and approaches. For instance,
ongoing development projects include resource mobilization for global public goods,
improvement of aid effectiveness, achievement of the Millennium Development Goals (MDGs)
and work on the social dimensions of development. Given the diverse development landscape, it
is especially important for the G20’s development work to focus on its unique economic
perspective and to support existing initiatives while avoiding unnecessary overlap.

As the premier global economic forum, the G20’s development approach flows naturally
from its core mandate of international economic cooperation. We therefore believe the G20
should focus on the economic aspects of development, especially the economic growth of LICs.
After all, economic growth is a necessary (though not sufficient) condition to achieve sustained
and self-sufficient poverty reduction and is thus a critical component in closing the development
gap. Realization of more robust and sustainable economic growth for LICs will also significantly
improve their capacity to overcome challenges impeding timely achievement of the MDGs,
whose progress will be reviewed at a UN High-Level Plenary Meeting in September 2010. The
G20 should be ready to facilitate the recommendations of such High-Level Plenary Meeting in a
manner consistent with the Framework for Strong, Sustainable and Balanced Growth (the
Framework).

Our focus on the economic growth aspects of development fits well with the Framework.
The critical challenge that we face in seeking to achieve such strong, sustainable and balanced
economic growth is how to generate new sources of aggregate global demand. It will likely take
time for advanced countries, having experienced significant financial and economic setbacks
during the recent financial crisis, to reassume their previous role as the primary source of
aggregate demand for the global economy. On the other hand, the rising consumption of
emerging economies as well as new investment flows to LICs show high prospects for becoming
new and main sources of additional global demand. Development is more than simply an issue
of narrowing the income gap between North and South. Rather, it should be viewed as an
integral part of the larger Framework objective to ensure strong, sustainable and balanced
economic growth. LICs should therefore be viewed as an important part of the solution and
equal partners for achieving a more resilient and balanced global economy.

III.  Designing a More Concrete Plan of Action

In order to assist LICs achieve their maximum growth potential, we intend to focus on the
following key pillars of economic growth:

Infrastructure



It is broadly acknowledged that availability of infrastructure is one of the most critical
factors necessary for economic growth. Indeed, no country has achieved sustained economic
growth without maintaining significant rates of infrastructure investment. Over the last several
decades, however, the level of infrastructure investment in developing countries, and LICs in
particular, has been insufficient to support strong and durable growth. Many LICs currently face
severe infrastructure bottlenecks, especially with respect to power, transport, communications
and digital connectedness. In addition, private funding of public infrastructure projects over the
last two decades has failed to reach any significant scale.

To promote greater provision of public long-term capital toward developing country
infrastructure, we need to re-examine the role of multilateral development banks (MDBs) and
review their lending scenarios and guidelines for infrastructure investment projects. We must
also recognize the growing prevalence of South-South cooperation, as well as the increase of
private sector involvement in developing countries, and LICs in particular, infrastructure
investment where appropriate. In particular, we could:

e Call for a review of scenarios for MDB lending/capital increases, as well as a
review of MDB guidelines for infrastructure investment. In Pittsburgh our
Leaders specifically charged the World Bank, in cooperation with regional MDBs
and other international organizations, to strengthen support for LIC infrastructure.
In this connection, it may be useful to consider calling on MDBs to undertake a
global market infrastructure survey to identify those infrastructure gaps that pose
the greatest impediment to LIC efforts to integrate with the global economy;

e Discuss how to most effectively utilize private capital, including by better
leveraging public finance and official development assistance and improving the
cost-effectiveness of public-private partnerships (PPPs);

e Promote infrastructure investment by sovereign wealth funds;

e Discuss how to address specific infrastructure needs in landlocked countries and
isolated and rural areas; and

e Assist LICs to improve infrastructure-related governance issues, including tax
reforms to better mobilize domestic finance resources, implement regulatory and

property rights reforms and address regionally integrated infrastructure needs.

Private Investment and Job Creation



Private investment, mainly from domestic sources, but also from foreign direct
investment (FDI), is the main source of employment and therefore of poverty reduction. We note
that FDI, in particular, offers valuable contributions for the long-term growth of developing
countries. However, investment that creates jobs has been lower in LICs than in many emerging
markets. Many issues involved in improving the policy environment are in the control of
developing countries. There are, however, additional issues, including perception of risk, market
size, capacity to negotiate with foreign investors and access to finance, where the G20 may be
able to assist developing countries, and LICs in particular, in developing ways to promote
investment and job creation.

Human Resources Development

The build-up of human capital is a critical component of any country’s growth and
development strategy. In this connection, universal primary education was incorporated in the
MDGs and has seen significant progress in the last decade. The G20 applauds these efforts and
reaffirms its commitment to support continued advances in these areas, especially with respect to
gender parity and inclusion of “hard-to-reach” children.

Looking ahead, we believe there is a continued need to improve the quality of education
available to LICs, including through a sharpened focus on employment-related skills gained
through enhanced vocational education and job training, as well as a renewed emphasis on
higher/university-level education. We believe it may be particularly useful to assist LICs to
develop employment-related skills that are better matched to employer and/or market needs.
Specific initiatives may include fostering ties between institutions of higher
education/universities and the business sector in LICs and G20 member countries and sharing
best practices regarding vocational education and specialized job-skills training.

Trade

It is widely acknowledged that trade is a critically important factor in economic growth;
no country has managed to grow and reduce poverty without access to and the ability to trade. In
the short-term, trade contributes to an LIC’s growth by expanding the market for its goods and
services. In the medium- to long-term, trade further contributes to an LIC’s growth through
improved productivity brought about by the import of improved technology, learning-by-doing
and introduction of competition.

Recognizing both the capacity to trade and access to trade as key elements in economic
growth, we are considering a focus on “aid for trade” and “duty free quota free (DFQF) market
access for least developed countries (LDC) products™ at the Seoul Summit. “Aid for trade” will
enhance LIC capacity building, including infrastructure and economic reforms from the supply



side. DFQF market access will increase LDC exports from the demand side.

“Aid for trade” has been frequently noted in G20 communiqués during the last two years
and, in fact, “aid for trade” levels increased by 10% annually in the period between 2005 and
2007. We intend to discuss ways the G20 may support the continuation of this upward trend. In
particular, it may be useful to discuss ways to address deficiencies in cross-border and regional
infrastructure, which may impede the flow of commerce among neighboring LICs. In this
connection, we may consider asking MDBs to review their guidelines on lending to countries
participating in regional economic blocs, which some of the poorest parts of the world are
forging, but which lack the infrastructure required to support internal trade or export. We also
note that DFQF implementation has been hampered. We should therefore consider ways the
G20 may help advance progress on DFQF. We believe that if substantive outcomes could be
achieved in these areas, the G20 could further demonstrate effective international economic
leadership and affirm its legitimacy.

Financial Inclusion

More than two billion adults do not have access to formal or semi-formal financial
services. They are the financially excluded in a world where access to financial services can
mean the difference between surviving and thriving. Empirical evidence suggests that improved
access to finance is not only pro-growth but also pro-poor, thus making it a means to reduce
income inequality and poverty. Cross-country regressions have shown that economies with
better developed financial systems experience faster drops in income inequality and faster
reductions in poverty levels. In this context, financial inclusion is appropriate as a critical
development issue.

Discussions within the Financial Inclusion Experts Group (FIEG) launched at the
Pittsburgh Summit are already underway regarding ways to enhance access to finance for the
vulnerable and increase private sector investment in small- and medium-sized enterprises
(SMEs). For the Seoul Summit, we would like to continue to support further progress on these
issues and possibly focus the work of the FIEG on access to finance for SMEs and larger
employers — not just through innovation, but also more broadly by analyzing the barriers
impeding access to affordable financing. Recognizing that international remittances also
represent an important source of capital for the most vulnerable, we could study ways to support
a reduction in barriers to remittance flows.

Looking ahead, we should consider what impetus the G20 can provide to help fast-track
financial inclusion to the next level and toward the ultimate goal of universal access. In this
connection, we must identify priority areas of focus, major barriers to financial inclusion and
options for effective policy interventions.



Growth with Resilience

We consider it important that the G20 not only focus on global actions to promote
growth, but also on actions to sustain growth in LICs. Evidence shows that for the bulk of LICs,
the problem is not a failure to record periods of positive economic growth. Rather, poor
countries appear to remain poor because they are plagued by volatile growth, with frequent
periods of deeply negative growth that more than cancel out prior periods of positive growth.

LICs are often poorly equipped to deal with, and recover from, adverse shocks, which
could range from global economic shocks to severe commodity price volatility to famine and
other devastating natural disasters. The recent financial, food and fuel crisis had a significant
impact on LICs and on the most vulnerable within these countries. Therefore, a G20 focus on
assisting LICs erect buffers to improve resilience against such adverse shocks would be one
important way to help protect the gains achieved by LICs through economic growth. As an
example, further study of risk-mitigating instruments, such as weather-based crop insurance, can
also be examined.

Food Security

Recognizing the importance of improving long-term food security, in Pittsburgh our
Leaders endorsed the L'Aquila Agriculture and Food Security Initiative and tasked the World

Bank to establish the Global Agriculture and Food Security Program. We welcome these
initiatives. Going forward, the G20 may continue to play a significant role in catalyzing ongoing
work to improve food security, including efforts to close agricultural productivity gaps and
mitigate the deleterious effects of food price volatility on LICs. Such work is important to
strengthen the resilience of LICs. For instance, the G20 may help ensure that resources flowing
to global food security initiatives are most effectively deployed, including by clarifying the
mandates of the various organizations working in this area to prevent overlap and by supporting
reforms to improve their governance. In addition, the G20 may seek ways to support the
development of more innovative solutions to global food security challenges, such as through
promotion of technological advances that boost agricultural productivity and more effective
mobilization of private sector resources.

Governance

The most important determinant of successful development is a country’s own
development policy — external aid merely plays an auxiliary role. Good governance,
transparency, accountability and capacity for effective development policy are therefore central
to growth and poverty reduction. All the pillars of development discussed above require capacity
in areas such as regulatory reform, enhanced protection of intellectual property rights and tax






