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Jeffrey Sachs:

Thank you very much. Let me say first how delighted | am to be in Beijing and wish
everybody a happy new year. It’s going to be a complicated year but also a very interesting year,
and | think that if we are working at these problems in a cooperative way, we’re going to make a
lot more success of this year. So | really hope this year would be a year of good cooperation,
internationally, so that we can solve many of the difficult problems that we face. And this seminar
is a wonderful start, and I’m very, very honored to be here and to have the chance to interact with
leading Chinese thinkers and policy officials so that we can discuss this complicated setting.

Let me spend a few minutes describing the crisis as | see it, both from the US perspective
because this crisis started in the United States and also from the international perspective because
the crisis has become a global crisis, even though the center of the crisis is the US crisis. We’re
also a little bit privileged in our view of the crisis, Don Hanna and I, because we are at the
epicenter of the crisis. I’m about two miles away; Don is ground zero, because the epicenter of the
crisis is Wall Street, actually. That’s not a necessarily always a comfortable place to be at the
moment because it’s been a very difficult year. But | don’t think there’s anybody that sees it more
clearly than Don, so I’m also very much looking forward to hearing his remarks.

In my interpretation, the most fundamental thing that is happening is that the United States’
consumer, who has been at the center of US demand and in a way, at the center of the world
demand, is taking a break from big consumption. Because the US consumer, or the US households,
have been spending a tremendous amount and spending more than their income for many, many
years. They’ve been doing this by borrowing, in part borrowing from China, of course through the
international financial markets, and they were doing this on the basis of very optimistic
expectations about the future and very easy access to credit, especially for housing and consumer
durables. And while there are many specific things that have happened, | would say that the
outlook of the American consumer has darkened considerably because the expected continuing
rise of housing prices and of stock market value and the continuing access to credit reached a limit
a couple of years ago. And households shifted from optimism to credit limits, and that has created
a cascading sequence of events in which there has been a cutback of household demand, which
has worsened the conditions in the housing market, in the equity market and in the availability of
credit because the banks got into trouble as the housing prices fell. And this has become an
amplifying process where household cuts of spending have reverberated to the asset markets and
then to credit supply and then to more decline of consumption spending, to more decline of asset



prices to worse credit conditions. And we’re seeing a downward spiral of consumption levels that
is at the core of the downturn of the US economy and of the slowdown of the world economy.

Now it’s been a complicated downward adjustment, and there are many specific elements to
this unwinding spiral. But to my mind, the most basic thing that has happened is that households
which had been over-spending are cutting back sharply, and I don’t think that will be reversed by
any technical means. Because | don’t think that the preceding situation was a sustainable situation.
It was based on over-exaggerated expectations, a bubble in the housing prices and in the asset
prices. And so I don’t think we can simply revert to the status quo ante, that is, to the situation
before the downturn, and it’s for that reason that | don’t think we will have a sharp recovery in the
United States, beginning in the second half of 2009, because | regard the changes taking place as
more than simply a macroeconomic rebound. | regard them as structural change of the Us
economy from an over-consumption economy to a more sustainable economy based more on
exports and net exports and a more realistic level of demand, and | hope eventually a more
balanced position between household consumption and other sectors of the economy.

As the household sector has declined, it’s created great tensions in the financial markets, so
there is both cause and effect coming from the financial markets. The decline of household
spending has created a growing financial crisis in the sub-prime market in the losses of asset
values of the banks, the commercial banks and the investment banks, and that has amplified the
consumption decline. That is the kind of debt deflation spiral that has been under way, which |
think is understandable. It took a more dramatic turn on September 15, 2008, when Lehman
Brothers was pushed into bankruptcy. Because not only was there a debt deflation spiral but then
there was a financial panic that ensued when all investors everywhere made a rapid flight to safety,
or at least what they hoped was safety, away from commercial paper, from inter bank loans, and
from equity when Lehman brothers failed. So one additional piece of this puzzle in addition to the
decline of consumer spending and the decline of the economy has been a financial panic since the
fall, and that threatened to eliminate the liquidity in the system, which amplified the downturn but
also greatly raised the fears of households and businesses about spending. So it [financial panic]
dramatically increased the speed of the decline of consumer spending and private investment
spending, and the US economy is in a steep decline right now with the falling demand, rising
unemployment and a lot of fear associated with that.

This crisis has international dimensions to it that are very important. Those dimensions go
back even before the US downturn because the easy monetary policy of the United States for
many years, which helped to provoke the boom, was also matched by easy monetary policy in
many other parts of the world, including in China. So there was a general condition of easy credit
in many parts of the world. | believe the Federal Reserve was probably at the center of that, with
the very low interest rates in the US, the booming demand of US consumers for exports from
abroad, and the capital flows from the US to the rest of the world markets including from China
[which led to] the monetary expansion that came as central banks all over the world bought dollars
and expanded the domestic money supplies. So the boom of the American consumer which was
made possible by easy credit policy was to some extent a worldwide boom of housing spending
and consumption spending. The tightening of credit led to a general decline, to some extent, of
consumption in all parts of the world, because there was a bit of overheating everywhere. The
decline of housing prices and equity prices was worldwide, even before the US fell into recession.
But that global crisis has accelerated through many channels, one of which obviously is the



decline of export earnings to the United States, and China is now experiencing a very sharp
decline of export sales, not only to the US but also to Western Europe, which is also in recession
for a lot of the same reasons as the US, both as an effect from the US and as a reversal of the easy
credit conditions which applied in many parts of Western Europe. So there is a sharp decline of
exports to the US and Europe. There is also a credit tightening phenomenon or a de-leveraging
phenomenon that has been going on for more than a year, but which has dramatically accelerated
after the September 15 failure of Lehman Brothers. It was because at that point the US banks and
the European Banks which need more focus than they usually get pulled back their overseas loans
to Eastern Europe, to Latin America, and to East Asia. China’s not so much directly affected by
that, but Korea for example, is heavily affected by that. So too | think is Indonesia. Don Hanna
can give us a more detailed account of that.

But this means that the impact abroad is being felt simultaneously by three things: 1) A drop
of domestic demand which is part of the general decline of overheating, 2) a drop of export
earnings which is coming from the deep crisis in the US and in Europe, and 3) a tightening of
credit which is partly going on already for more than a year, but was tremendously accelerated by
the events after September 15. The overall implication of this is that global aggregate demand is in
a sharp decline, and that it is not likely to be reversed quickly by automatic market mechanisms,
and we shouldn’t expect the American household, which in a way has been the engine of global
demand for quite a while, to continue to play that role. American households are tired, scared,
seeing a loss of $20 trillion of wealth, perhaps in housing and stock market values, up to their ears
in debt, worried about unemployment, and unlikely to say, “OK let’s go out and buy another car or
another house soon,” even if the banks are ready to lend to it. So unclogging the banks, in my
opinion, is not going to be enough to reverse this decline, because we have a structural change to
make, even more than simply a macroeconomic rebound, coming from easing the credit
conditions, and I wouldn’t count on a sharp rebound of export earnings in China, for example, to
restore the situation of growth. | would take the decline of exports as a given and believe that it
will be quite significant and quite long term, and this means that as different parts of the world
now need to restore aggregate demand, they’re going to have to do it in structural changes in the
economy, not only waiting for a normal rebound from a normal business cycle.

In the United States the rise of demand will have to come from government spending, both
consumption and investment, and a rise of net exports, meaning more exports and fewer imports. |
believe the dollar will be a weak currency and a more unstable currency for years to come, so |
don’t think under these circumstances of a massive restructuring of the US economy, large budget
deficits, a need to expand net exports that the US dollar can play a stable global currency role as it
has before, and we’re going to have to expect realignments of exchange rates for the longer term.
China will be buying more US goods and selling less to the US over time, as it will be true for the
rest of the world. The US will try to increase government demand and we have big reasons to do
so, because the US government is too small a part of the US economy traditionally, because the
overly liberal approach, overly market-oriented. [There is] not enough public investment. So we
have good public investments to make, but we don’t yet agree on how to pay for them because the
Americans really dislike taxation, a lot. So they want to increase government spending now, but
they don’t have a model of how to pay for this over the longer term, and will have a budget deficit
this year of well over $1 trillion, without any agreement on how that will be financed over the
longer term. This is another reason why the dollar will weaken over time.



Viewed from the Chinese side, this means that exports will be down, it means that the RMB
will continue to strengthen against the dollar, as will the rest of the Asian currencies, so China
won’t be alone in this. This will be a general phenomenon of rebalancing the Asian exchange rates
against the US economy. And China, of course, will therefore have to find domestic demand
approaches. | believe this is not a temporary matter but now becoming a more structural matter
because as I’ve explained, | hope we don’t go back to the over-borrowing model of the US, but |
don’t think we could go back to the over-borrowing model of the US. So China will need new
dimensions of spending that are more domestically based rather than export-led. | think this is ok
because China has a lot of very important domestic demand expansion that it can undertake, as a
rapidly growing economy with about 40 or 50 years ahead of rapid urbanization. There is no
shortage of good investments to make in this country, especially making a sustainable urban-based
economy, more infrastructure and lower pollution, which requires major investments in clean
water, in clean air, and in sustainable energy and transport systems. There’s no shortage of
domestic aggregate demand that will be of very high value for the Chinese society. So it won’t be
wasting money; it will be very good value.

There is a timing problem, however, because the exports are going to go down now, and
building up a robust public investment strategy as well as a private consumption strategy will take
time, and given the difficulties of public sector management of investment and getting good
projects and so on, this is a difficult challenge. When the government has announced the $4
trillion yuan investment package, this is a good initiative, but it can’t be viewed as a one-time
initiative. This has to be a start of a long-term pattern of public investment at a higher level. And
China will need a strategy for financing that public investment, the same way that the United
States will need a strategy for financing the public investment. Some of it can be by credit, some
of it can be by municipal bonds, some of it will have to be by tax collection. There will need to be
a strategy for making this a longer-term rise for domestic demand and what’s very important
though, | think, is that the 4 trillion yuan program first of all should actually be implemented
because only a modest part of that is directly budget demand. The rest somehow comes through
financial markets or hope. There needs to be a strategy to realize that increased level of spending
in order to offset the rising unemployment of Guangdong or in other export zones of the country
and in order to use the resources effectively.

So | think China is very much on the right track, but | think realizing that program and
making sure that it’s a multi-year strategy and not simply a one-time stimulus is extremely
important. And of course, finally, also dealing private consumption is a good idea and an
important part of long-term development. | don’t want to recommend the American style of not
saving for the future, but | don’t feel that’s a risk in China right now because if Chinese
households save 40, or 50 or 60 percent of their income, they’re not like the American consumer
right now. That’s good. We just need to narrow the gap a little bit. American needs to save more;
Chinese consumers need to spend a little bit more, and | think that between these two, we can
reestablish a new macroeconomic, coordinated framework.

The final thing | want to say is that clearly to make these pieces work requires explicit policy
coordination. Different countries need to explain what their perceptions are of their policy, their
net export balance, their idea about trade flows in the future. We have to avoid friction, criticism
and grand standing in this, and we also need to partner cooperatively in some of the public
investment strategies, for instance sustainable energy, pollution control, reducing carbon emissions



as part of the global strategy so that both governments, all governments, will get good value of
their money when they make public investments. So | believe policy coordination is very
important. This doesn’t come easily, because especially in the United States, all the debate is
internal, often just blaming the rest of the world or neglecting the rest of the world. We have to
make a special effort to make the policies highly coordinated now and on a very cooperative basis.
Thank you very much.
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Donald Hanna:

Good morning everyone it’s an honor to be here amongst so many distinguished scholars and
students to talk about a topic which is consuming so much attention here in China, but really
around the world. And we have had such illuminating comments already made by Professor
Jeffrey Sachs as well as Deputy-Governor Yi Gang. What | thought | would try and do is limit my
remarks to two aspects. One, a little bit further exploration of what’s the source of our problems,
particularly with regard to the financial system and then focus that in on some of the lessons that
we can learn with regard to how one wants to try and make improvements in the management of
that financial system, both in a global sense but also with regard to what is happening here in
China with financial reform.

Jeff has already highlighted the kernel of the problem as he put it with the household
spending relative to income in the United States. But a big part of that problem was the surge in
wealth that had gone on, it wasn’t as if households in the United States - well in the trend basis we
save much less obviously than we do here in China. But a big problem in the decline in savings
and the rise in consumption that had kept growth very steady in the United States as well as
globally was the surge in wealth. And a lot of that was connected to another macro-economic
phenomenon which had been this very steady performance of the US economy, what economists
call the “Great Moderation,” which had actually spread out into the world. And that was a
moderation which meant growth was relatively high but inflation came way down and with that
there was a surge, in a sense of asset prices that came also with that decline in volatility; in part
because investment tended to rise because there was less uncertainty coming from the
macro-economic environment.

And that rise in wealth then translated into people’s willingness to think well | am now richer
even though my income hasn’t yet gone up that much I’m going to spend more. And the problem
we face now and what is going to make this recovery globally relatively muted is the fact that that
wealth has been contracting and that’s what you see in the decline in share prices, in the rising
values of spreads that have destroyed people’s wealth, the falling home prices. Not just in the
United States but here in China as well we’ve seen the same phenomenon of falling home prices
and falling share prices. It is a phenomenon across Europe and that is going to tend to have an
influence on the spending and recovery, tending to raise savings, but especially so in the United
States.

And that of course, that issue of wealth, links very much closely to what’s going on in the
financial system. Part of what was happening, part of what generated this surge | would argue is



that in this world in which the growth had moderated in a nominal sense because inflation had
come down because in principle central banks were managing their affairs generally much better,
particularly in emerging markets, investors by and large didn’t change the level of nominal returns
that they wanted to get from the economy. So, investors still wanted 10 or 15 per cent returns and
yet the global growth in nominal terms because of falling inflation was lower. If you want the
same return but the world is not generating- it’s not growing as fast in nominal terms; the only
way to do that is to take on more risk. And there were two ways of doing that.

In the US what tended to happen was investors took on more risky assets. There was a
movement of money into emerging markets which were viewed as riskier. In practice they were
less risky because their macroeconomic policies were better at lowering the risk associated with
that. And the other way of doing it was to simply take more leverage. So that was something, for
example, that European banks did very much as opposed to American banks which took riskier
assets, they got involved in subprime lending for example, whereas European banks took safe
assets but they leveraged them very dramatically. In fact, the balance sheets of some European
banks had more leverage in the commercial banks than US investment banks which is quite
unusual. But they thought they had safe assets and that wasn’t a problem. But of course when we
had then the beginning of the decline in risky assets that happened with subprime in particular and
that morphed into problems of liquidity then leverage too was a risk. And it is that problem that
we’re facing today.

In some sense then the combination of macroeconomic stability, particularly the declining
inflation that lowered nominal growth; in a world in which other nominal variables in return . . .
didn’t adjust, created an imbalance that we now have to grapple with. And one of the things that
then puts at the center of our problems, is not just what central banks tend to focus on and
governments tend to focus on, which is growth and inflation of goods price inflation, but also asset
price inflation because it was that surge in into looking for high yields and the risks associated
with that, that became a problem. So | think one of the clear lessons for management of financial
systems then generally for monetary policy going forward is the need to focus more broadly not
just on goods price inflation but also on asset price inflation as indicators of imbalances that will
sooner or later create problems for goods price inflation and/or for growth.

There are a number of other things that | think are important in trying to think through the
problems or the lessons rather of the crisis that we’re living through today for the management of
financial institutions. | wanted to focus on about five of them. Let me list them quickly. Firstly, |
wanted to talk a little bit about the issue of the role of market discipline as a means of trying to
deal with managing financial systems. Secondly, | wanted to talk about questions of innovation in
financial systems. There is a lot of concern, for example, that things like the CDOs (collateralized
debt obligations) were at the root of a problem. | wanted to make some comments on that. Echo
some issues that arise from the questions of international cooperation across financial systems,
particularly given the higher interrelationship we have globally. Without coordination it is very
difficult to be successful. Also some comments about managing financial systems in a crisis
versus what one does on a normal day to day basis and the conflicts that arise there. | think that is
particularly relevant in thinking through what’s happening here in China. And then finally | want
to talk about some issues again relating monetary policy to the management of the financial
system.

Let me start then with the question of market discipline. A lot of the analysis of the problems



particularly in the subprime market point to these issues of incentives that had gone awry; to
mortgage brokers who were originating loans without regard to the fact that the loan might go bad
or problems with ratings agencies that were taking their fees from the companies that they were
rating and hence tending to bias their opinions in a rosy light. Those kinds of problems certainly
exist but one of the things that happens in the aftermath of crisis the market figures those things
out and tends to change them. So to some degree the role for regulation in trying to make up for
incentive problems once those have been discovered, it can tend to be excessive. Market people
maybe make mistakes but they don’t tend to make the same mistake after they just made it, it
usually takes a little while for them to forget that problem and then make it again. So in that sense
some regulatory overkill is possible here. Some things are going to be fixed by the market itself.
One thing that won’t be fixed though, that is important for thinking about the link between
regulation on the one hand and market discipline on the other is this tendency for peoples’
expectations to go awry. To either be as they are now, too pessimistic about the future and forcing
contraction and excessive fear, or on the other hand as we were two years ago, too euphoric about
what is going on in the world. And if we have a set of expectations that is too euphoric then the
underlying mechanism of market discipline won’t work. Because that is based on expectations,
peoples’ expectations will be too rosy and the activities, risk-taking, will go too far. And so its
finding that balance between regulation on the one hand and relying on market discipline on the
other, that is the crucial aspect of the process. In the United States we clearly need a greater
reliance on regulation and less on market discipline. But it is not clear in the rest of the world that
that’s always the case. Arguably, one of the fundamental aspects of either having effective
regulation or having effective market discipline is the information that the market regulators have
on which to base their expectations and to base their decisions.

There | think one of the crucial things that links to the other issue | had mentioned which was
innovation. When we have new developments in the financial system there’s necessarily a
situation which, there is uncertainty. And that uncertainty has to do with the fact that this is
necessarily new, there’s nothing you can do about it. People did not know how, for example,
collateralize debt obligations were going to function in a crisis because we never had
collateralized debt obligations in a crisis. Some people argue that therefore one should be very
cautious about allowing innovation and go very slowly because of this uncertainty associated with
these new products. I think the right conclusion however is not that innovation creates problems
but that innovations, when they get big and carry to excess, create problems. It is not that a CDO
necessarily was an issue but when CDOQOs were very large relative to the balance sheets of banks
and/or to the financial system then they create systemic risks and then that uncertainty becomes a
much bigger problem. So that financial systems in general ought to be structured in a fashion that
doesn’t preclude innovation but that . . . limits the expansion of that innovation when it becomes a
systemic risk.

And that’s particularly reinforced by the fact that often these innovations have demonstrably
good effects. Derivatives, things like CDOs, help to distribute risk across asset holders and tends,
and initially the idea was that it would take it away from the banking system and that would then
lead to greater stability because it was at the heart of the financial system of banks and that their
stability would be important for the smoothness which payments could be made and with the
effectiveness of monetary policies. That dispersion of risk into other holders was an important
positive to derivatives. But it got taken too far. In fact many of what the risk the banks thought



they were placing in others’ hands came back onto the balance sheets of the banks and have been a
significant part of this story of credit contraction which is complicating macroeconomic
management in the United States and in Europe in particular. So in that environment then the key
issue is not that innovation is a problem but that innovation when it gets big and is exacerbated by
expectations that can get too euphoric does need to be managed more effectively.

The other thing that comes clear, particularly in the case of derivatives, is the importance of
trying to standardize products; to use exchanges and to use clearing houses because one of the
issues that has complicated and exacerbated the credit contraction is the uncertainty about
counter-party risk on the one hand and about simply the amounts of contracts that are out there.
That information isn’t easily accessible and in a period in which people are fearful they tend to
exaggerate those problems. So another key aspect from a regulatory standpoint would be to move
as quickly as possible from over-the-counter markets, for the exchange of derivatives and other
things, to ones which use formal exchanges or which use formalized clearing houses, in part
because that will limit counter-party risk and in part because that will have provided information
to the market about the aggregated amount of transactions, about the stocks outstanding that will
allow both regulators and market participants to make sounder choices.

Two other elements | wanted to speak about, one was a question of crisis management. These
are nice things to do going forward. One of the key aspects in a crisis, however, and one of the
things that comes clear from what’ going on at the moment is can be best perhaps summarized by
the Hippocratic Oath which is from the — actually its Greek | guess originally, but the idea is
essentially that a doctor should at first do no harm. And one of the issues associated with crisis
management is when one thinks about the long-term problems and tries to address those
immediately. It’s a bit like the man in a car accident who has broken his legs and he’s obviously
going to have to have his legs set but he’s also cut his femoral artery and he’s bleeding to death. If
you try the first thing to do is set his leg so he’ll be able to walk, he may be able to walk but he’ll
be dead. So you got to stop the bleeding first. So the prioritizations in a crisis become important
and they’re different than those priorities are different than the long-run adjustments that you’ll
need to make.

For example, one of the issues that has arisen is the desire to have greater capital standards
against derivatives products, against mortgage products, etc. That’s a very good idea over the
long-term but if you impose higher capital standards in a period in which banks are already
uncertain about the value of their capital and therefore unwilling to lend all you do is reinforce the
credit contraction in the short-term.

One of the problems of the global financial system and management at the moment, it is
already too pro-cyclical. There are various aspects of the way in which financial markets work that
tend to reinforce contractions and exaggerate booms. And so part of what needs to be done, not
today but over time, is put in place a system which is in fact more counter-cyclical. One of the
things one can do, for example, is attach higher capital standards to innovative products when
those products become large relative to the balance sheets of institutions and/or to the system.
That would increase counter-cyclical aspects of policies.

The other issue of course, another conflict that arises between short-term management and
long-term management are these questions of moral hazard. Part of the debates that go on is, well
we should not be intervening now. The government for example shouldn’t be intervening and
trying to support intermediation because that will bail out investors or others who have made bad



choices and create a situation of moral hazard. This was part of the reason, for example, that the
US government didn’t want to make an intervention into Lehman Brothers. The difficulty with
this, however, is that in general if you think about what happened in the United States, for example,
not so much with Lehman- well Lehman brothers actually is a useful case in point although Bear
Stearns is better because it was actually bailed out indirectly. Bear Stearns, the argument for moral
hazard would be essentially, well if in extremis | am an investor and my losses | can put to the
government | will take more risk and from that sense we get moral hazard. If we look at the
numbers, however, in the case of Bear Stearns the share price dropped from about $180 per share
in early 2007 to the ultimate share price of $10. So the long-term investors lost about 90 per cent
of their value associated with the investments that they were making. In that environment, if you
thought about insurance. If you had taken out an insurance in which the insurance company would
pay the last 10 cents on the dollar of your costs do you think you would behave in a very risky
fashion? The argument is probably no. So moral hazard, generally in these crises, is not the key
issue to focus on.

I’m running short of time so let me just focus the last bit of my comments on the questions of
monetary policies and linkages into China. First if we need a system that needs to be more
counter-cyclical in management, one of the ways we can be more counter-cyclical is with
monetary policy; to be more aggressive in tightening in boom times. The difficulty in doing that,
however, is that if we don’t - to the extent that these are globalized phenomenon, if only one
country is tightening you tend to get, in an open economy, tend to get capital flows that complicate
that process quite excessively. That was a big element of the difficulties that many emerging
markets were facing up until the middle of 2008. So there is some need for coordination there.

And finally with regard to China | think one should also be very careful in thinking about the
management of and the stability of balance sheets in an environment, particularly in finance,
where credit growth is still much higher than the interest rate. Why is that important? Because
essentially, in some macroeconomic sense, you are borrowing from Peter to pay Paul if credit
growth is faster than the interest rate. In that environment, credit quality will look unusually good.
So | would just urge caution in understanding the balance sheets, to realize in good times
everything looks very good but that it can get quick bad quite quickly as it has in the United States
over the course of the last six months. Thank you for your attention. | look forward to the rest of
the conference.
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Wing Thye Woo:

Good morning. | am very flattered to be included in this conference and | thank the
Beijing-Tsinghua Center for organizing this activity. | think that U.S.-China trade relations before
September 2008 were already extremely tenuous. Unfortunately, with the recession that is upon us
| fear that the state of U.S.-China economic relations will worsen.

Since 2007, the United States has been very active in initiating trade actions against China at
the W.T.O. In February and March of 2007, the United States filed W.T.O. suits against Chinese
export subsidies, against Chinese weak protection of intellectual property rights, and against
Chinese restrictions on imports. The latest W.T.O. suit was filed on the 19" of December, in which
the United States claimed that China’s program to promote world class brands for Chinese
products is a violation of W.T.O. rules and regulations on the use of subsidies. The complaints
against China are not just from the United States, it has also been true of the European Union. In
November 2007, Peter Mandelson recommended that the European Union also consider filing
suits against China for its export subsidies.

Around two years ago we could identify one clear position in the United States; that
articulated by the Institute for International Economics. You have Nicholas Lardy, Maurice
Goldstein, Fred Bergsten and John Williamson saying that it is most important that China
appreciates the renminbi by 40 percent. China has so far appreciated the renminbi by 20 percent,
so there is still another 20 percent to go. Possibly the most worrying development occurred right
after Christmas on the 26" of December, 2008 the New York Times repeated a claim that Martin
Wolf of the Financial Times had made quite a few times. The claim was that the current U.S.
financial meltdown was caused by the Chinese trade surplus. The idea is that, because China has
been accumulating all these foreign reserves and has been buying U.S. Treasury Bills as well as
Freddie Mac and Fannie Mae bonds, they have depressed interest rates in the U.S. and hence
allowed the U.S. housing bubble to develop.

If the trade imbalance were the cause of the present financial meltdown then what would be
one easy way to think about rescuing the world from the financial meltdown? It would be to stop
China’s trade surpluses. That means extreme protectionism is justified for the good of the world, if
not also for China. So | think we have reached a new height of paranoia about trade with China.
Of course let me quickly say that from the discussion we have had this morning, it is quite clear
that the financial meltdown was mostly, almost entirely due to United States factors. Let us
remember that in 1999, Ben Bernanke wrote a paper that posed the following question: if there is
an asset bubble, should the federal reserve try to tighten credit in order to break the bubble? The
answer from Ben Bernanke in 1999 was that breaking the bubble would be worse than not
breaking the bubble. What the Fed should do is look at the CPI and conduct monetary policy
accordingly. With the entry of China and the increases in global productivity, prices of goods in



the U.S. have been under downward pressure. So the United States, therefore, because of its
pegging of CPI, has been expanding its money supply rapidly. Even though, what they have
missed is that a lot of the new credit had flowed into the stock markets and real estate. That’s
number one. And number two we heard about the new financial innovations in the sub-prime
market. And that was a new development that was, unfortunately, not adequately regulated and the
result was an explosion that we have just witnessed. But getting down to the more important issue
which is how should the U.S. deal with its trade relations? The overwhelming voice you hear is
that it requires a 40 percent appreciation of the renminbi. Questions — should actions be
undertaken only by China? Number two, is a balance trade decision the only policy objective of
both the U.S. and Chinese government. How about what are the consequences of bringing the
Current Account to zero? What is the impact on U.S. GDP and what is the impact on Chinese
G.D.P.? In other words, there is more than one target we have to look at, we have to look at more
than trade balance, we have to look at the stock market impact and the income impact on both
countries. Number three, even if we agree that the trade balance is the one thing that we should
look at, is the exchange rate adjustment the best way to do it?

Let me first deal with the question on should only one country undertake changes or should
there be changes by the United States and other countries as well. One thing we should be aware
of is that this is not the first time that the world has pressed an Asian country to appreciate its
currency. Japan was pressed to appreciate its currency in 1984. And what happened was that the
Japanese currency went from 250 yen in December, 1984 to 200 yen per dollar at the end of 1985.
And, to 125 yen by the end of 1988. The yen went from 250 to 125 from 1985 to 1988. What we
did see was that U.S.-Japanese trade balance did reduce the imbalance did reduce, but what is
most important to note is that the U.S. overall imbalance did not change and Japanese overall trade
balance had only a very small change. So, the bilateral imbalance changed, but the overall U.S.
imbalance did not change. So the U.S., therefore decided that the Japanese still had not done
enough on the exchange rate. And not only that, but that there must be structural impediments in
the Japanese economy that need to be addressed. Why was there so little change in the U.S. trade
balance? The answer is that the world does not consist of only two countries. When Japanese
goods got more expensive, the Americans bought less from Japan, but Japanese capital flowed to
Southeast Asia and set up factories there and exported to the United States from Southeast Asia.
So the United States bought less from Japan but more from the rest of the world. And the result
was, the U.S. overall trade imbalance did not change. And because the Japanese were exporting
more to the other ASEAN countries while exporting less to the U.S., the Japanese overall trade
imbalance did not change much. So clearly, what we see is that as long as we live in a world with
more than two countries, an exchange rate adjustment will not bring about the trade balance that
we have heard things about. FDI has left China with the appreciation with the renminbi. It has
gone to Vietnam, Malaysia, and some even to Mexico. And what is important to point out is unless
there is a collective appreciation of all the Asian currencies, there will not be a significant
reduction in the overall U.S. trade imbalance. So then we get to the question of has the trade
imbalance really been harmful to the United States. We hear all this call for exchange rate
adjustment. Well, U.S. trade imbalance really starts getting bad from around 2001 onwards, that’s
when the U.S. trade imbalance and percentage of G.D.P. starts climbing rapidly.

It is very interesting to note that in the last seven years, when the U.S. trade imbalance was
increasing, the unemployment rate in the United States is lower than the unemployment rate in the



previous seven years, i.e. 1994-2001. And, the unemployment in 1994-2001 is even lower than the
one from ’87 to 1994. So the unemployment rate in the United States has been declining for the
last 21 years. And this is the time in which globalization has accelerated and the U.S. trade
imbalance has been going up. So that’s fact number one. Fact number to is we hear about
unemployment in the United States bringing about lower wages within the United States. What are
the facts? The facts are that real wages, which had been pretty stagnant prior to 2001 started rising,
this is the wages of the working class in the United States, the blue collar workers, what you will
see is that since 2001 the blue collar wage has been rising at the same time as the bilateral trade
deficit and overall U.S. trade deficit has been worsening. What | just told you seem to be odds
with what you hear. People all say that the U.S. wages have been stagnant or falling and | say it
has been rising. Why? It is because the right measure of wage is how much do workers get in total,
not just the take home wage, but also take home wage plus benefits. And most of the discussion
you hear is about the take home wage. But if you add on the benefits the workers have been
getting in pension and in health benefits than the U.S. compensation rate has been rising. What
does it mean, we have a situation where there is increased competition from China but
unemployment is falling and real wages are rising. This is totally opposite from what you’d hear
from a Hecksher-Olin Model. A Hecksher-Olin Model would predict unambiguously especially
the doubling of the world’s labor force with the inclusion of China that real wages should fall in
the United States, but that’s not true. The only way real wages did not fall is because technological
innovations have been implemented in the U.S., and that has raised the productivity of workers in
the United States. And because productivity of workers in the United States has gone up, real
wages have gone up. But what is the pain then?

The pain is that the other side of technological innovations is obsolescence of professions.
People have to change jobs more frequently. And why do | know that? Because if you look at the
length of time in which people have been holding their jobs. For someone in my age group, which
is 45-54. In 1983, the representative from this age group would have held his job for 12.3 years.
Today, he would have held his job for only 8 years. There has been a drop of 4 yours. Why?
Because the job | used to have has been made obsolete by improvements in technology. So I’ve
had to switch. But the good news is | switched and I’m able get a good job. But what is wrong and
particularly painful in the U.S. is that most of the paid benefits, like medical insurance, are
specific to your firm, they are not covered by the government. So during periods of unemployment
that is particularly painful. And the United States has the weakest social safety nets of all of the
G-7 countries in terms of coverage of unemployment benefits and duration of unemployment
benefits. So this is why there is real pain in the United States. But the pain, a lot of it, is caused by
technological innovation rather than by direct displacement. So this is not to say that what we see
now is entirely a reflection of U.S. conditions, there is also a reflection of Chinese conditions, the
trade imbalance that we see. Wang Yiming had told us, which is correct, that if you export more
than you import, in other words if you sell more than you buy, that means you have a net savings.
It is because China is saving much more than it is investing, the Current Account that you see is a
reflection of the gap between the savings and the investment rate. This is very unusual. The rate of
return in china from investments from all calculations is over 20 percent. The range of estimates is
20-30 percent, the rate of return to capital. What is the world interest rate? The world interest rate
is no more than 5. And yet China, having a higher domestic rate of return, is lending money to the
rest of the world. That is a very unnatural thing. What it really shows is that, two things that



immediately come to mind — number one, the system is unable to translate the savings into
investments; number two, savings could be higher than optimal. Why are savings higher than
optimal?

There are three reasons that come very quickly to mind. Number one, there is not enough of
an insurance market within China. There is no insurance market for job loss, for health insurance,
and pension insurance. So it is the lack of insurance, the uncertainty, there is no insurance market
to shelter you, so here’s what you do, you save more. There is also a shortage of loans in areas like
housing, cars, and education. If there’s one thing that surprises me is that China does not have an
education loan market. And the third part is why do people save so much? It is that the rate of
return to investment is 25 percent. And the rate of return for putting money in the bank is no more
than 5 percent. So what is the way that you can get a hold of that the 25 percent. Become your
own boss. Become the owner of a small or medium enterprise. So you have got investment
motivated savings. And the banks are particularly poor in taking the savings and giving them to
the private sector. So given the fact that banks are not lending money to the private sector, the
savings leak abroad as surpluses. So here, we can see that what needs to be done on the Chinese
side in the long run is certainly develop the financial sector in ways it can provide adequate
insurance for pensions, for health, and for education loans. And also to able to intermediate
savings more to the private sector. So financial market is what would equate ‘I’ to ‘S.” Many many
people say that ‘I’ in China is really too high because it is over 40 percent, compared to the rest of
the world. I think that it is high only because you fail to take into account what is China involved
in right now? China is involved in catching up with the richest countries in the world. What is the
fundamental difference between the richest countries of the world and China? Level of technology
and level of capital. Capital per person in China is much lower than capital per person in the
United States. So how can you catch up to the U.S. capital per capita ratio? Invest. A high
investment GDP ratio reflects a desire to catch up as quickly as you can. There is this idea that
China should move to a new growth path by increasing consumption. That is absolutely
impossible and silly. For the simple reason that increases in growth means increases in productive
capacity. How could you increase productive capacity if you don’t increase investment? You eat
more and you invest less and you expect productive capacity to grow? That is not possible. So the
elimination of the current account surpluses requires increasing China’s ‘I’, investment, and
increasing consumption along with it. It is not to cut investment and increase consumption. It is
increase both of them to eliminate this gap.

On the United States side, as | have said of where the pains are, the United States clearly has
to reduce its trade deficit. But right now, in the middle of a recession, that is unlikely. But the
United States fundamental task is to make the switching of jobs less painful than it is now. It has
to improve its social safety nets and facilitate the retraining of workers. So | have just talked about
a list of things the Chinese can do and the Americans can do, but what is even more important is
what the two countries can do together. Because what we have seen now is that the world faces a
possibility of a breakdown in the WTO system. The Doha Rounds is stuck, the world recession is
upon us, an din fact at the G-22 meeting, Argentina stood up and said, this is a desperate time, we
all should put up tariffs to protect our own economies. What is wrong with the Argentinian
decision at the G022 meeting on November 15" is that if we all do it we will all export less and
we will all be in worse shape. So what is important right now is focusing on getting the world
economy moving without any country increasing its trade imbalance tremendously, and that is



only possible if there is work done on two fronts. The fiscal expansion has to be simultaneous
across countries, because if its simultaneous across countries than we all import more. If we all
import more then we are all exporting more and that will keep the present status of the trade
surplus unchanged. And the second thing is we have to strengthen and move forward the WTO
system on multilateral trade.

I think that whenever | talk about these sets of measures, | very commonly hear the following
response from the audience. The rise of a big country in the twentieth century has always caused
conflict — you look at the rise of Germany, the rise of Japan, and the rise of the Soviet Union. So
the rise of China and the rise of trade conflict is but a part of that process. | disagree with that,
largely because although it is true that the rise of Germany, Japan, and the Soviet Union countries
did cause conflict, but the most important country to rise and prevail in the twentieth century were
not these three countries, but the United States. And overall the rise of the United States was a
stabilizing force. So with that historical experience, we could say that with international
cooperation, the rise of China could be an equally stabilizing force. Therefore, first to be
exemplified by a global fiscal stimulus across countries with China leading the way. And this
would not only help us out of the current recession but reduce the trade tensions that are present.

Thank you.
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Gao Haihong:

I’m going to look at trade relations from the perspective of the financial relationship between
China and the U.S. as well as consider China’s financial contribution to the correction of the
Sino-U.S. trade imbalance. In doing this, | will address the issue from two perspectives. First |
will focus on how to describe the Sino-U.S. financial relationship in relation to the trade
imbalance. | am not going to go through all the details of each item and the capital and financial
account of the BOP, | am just going to highlight some key points that | think are very important,
with a focus on the problems in the relationship. Second, | am going to talk about what China can
do financially in order to correct the imbalance. Again I’m not going to detail all of the issues, |
will just give some key points that | would like to make that I think are very crucial to understand.

First, I think it is very important to know that the Sino-American financial relationship is
actually the mirror image of the trade relationship. When we think about the trade relationship, it
is very important to think this way — China and the U.S. are actually on two different sides of one
equation. Professor Woo has already pointed this out. Actually there are many discussions of how
the Sino-U.S. imbalance evolved and developed into big trouble like this. Some actually take one
side and blame the other. For instance, some people believe China is the origin of all the problems.
China saves too little and produces cheap goods with the help of its export-led policy. And of
course some others believe it is the U.S.’s fault for all the troubles — that the U.S. abused the
power of the dollar and was irresponsible in its monetary policy, both of which negatively affected
the world. | think that any blame placed on one side just has elucidates one half of the story. In
reality it is, | call it a “collective failure of all the participants.” This is important.



One crucial point that we must consider is what brought China and the U.S. together in the
very beginning. It was not the case that one took advantage over another. | think it was actually
mutual benefit that drew the two countries toward one another — China’s policy matched the U.S.
debt economy. From the perspective of the financial world, China at the beginning of the reform
period needed foreign reserves and the U.S. was the only country that has a printing machine. So
this is a kind of match and we have to think about the relationship this way.

What happened in this relationship? | think first of all, China has actually become a creditor
to the U.S. This is a real trouble, because the direction of the capital flows is not like what the
textbook told us. China is the surplus country actually, though according to the textbooks it is
supposed to be the debtor, but has somehow turned into a creditor to the U.S. and as a
consequence China has to suffer the so-called twin surplus for decades. -You can see from the
figure that the trend and magnitude of how China accumulates the twin surpluses. By the end of
2007, the financial account surplus accounted for 2.1 percent of GDP and the current account
accounts for 11.3 percent of GDP. This actually reflects the fact that China failed to translate its
domestic savings into investment. | think that Professor Woo has already given the reason why
this has occurred. The accumulated foreign reserve is also a big danger because China is facing the
continued depreciation of the dollar and also the default of U.S. dollar assets.

Apart from being a creditor to the U.S., China, consciously or not, has become a supporter of
the dollar’s status as the preeminent international currency. | think this is reflected in how China
has recycled its foreign reserves. To the Chinese, foreign reserves used to be regarded as treasure,
especially at the beginning of the reform. The best and the safest way to keep the value to invest in
the U.S. Treasury Bond Market, which is guaranteed by the U.S. government. This table shows the
changing of the shares of the Chinese purchase of U.S. Treasury Bonds since 2000. In 2000, China
had only 4.74 percent share of all the bonds in issuance. At that time, Japan was the number one
biggest holder. Hereafter, China continues to increase its holdings. Finally, by October of last year,
China’s share increased to 21.46 percent, which surpassed Japan as the number one holder of
Treasury Bonds and notes. So, if you wonder why the U.S. dollar still constitutes 63 percent of the
world’s foreign reserves, | think this could be the answer. | think that China as the principal
creditor to the U.S. actually tends to reinforce the U.S. dollar’s status as the global currency.

Government pegging adopted by China and many other emerging economies is another factor
that supports the U.S. dollar. The table here shows the comparison between de facto and de jure
exchange rate regimes. I’m not going to give the details of each country’s weight. The defining
message of this table is that there is a big gap between the announced exchange rate and the
exchange rate countries adopt in practice. To recognize this gap is very important, because it
reflects the fact that many developing countries, of course including China, are still in favor of the
dollar as an anchor. This actually is to support the dollar as a currency for public purpose in the
world.

The dollar dominance actually is a big problem. First of all, it allowed the U.S. to have a
benign neglect policy to the foreign exchange market and also the ability to borrow and even
borrow cheap with the shrinking dollar to finance the current account deficit. Secondly, we have to
admit that worldwide dollar pegging and the U.S.’s easy monetary policy contributed to the
formation of excessive liquidity, which laid the seeds for ongoing financial crisis. When the Fed
adopted easy monetary policy, the countries that pegged their currencies to the U.S. dollar had to
follow the Fed’s footsteps, because this type of exchange rate arrangement allowed the U.S. to



export its monetary policy to the dollar pegging countries. As a result, this type of synchronized
monetary policy enlarged the global excessive liquidity. Thirdly, China and the other developing
countries are always facing the difficulty of dollar de-linking. This is because in theory we have
the “Original sin” (Eichengreen and Hausmann 1999) and “Conflicted virtue” (Mckinnon and
Schnabl 2004), which are applied to countries with less-developed financial markets and lack of
the use of national currencies in international transaction. Finally, in China and many other
developing countries, there is always difficulty in solving so called triangle problems: of a fixed
exchange rate, independent monetary policy and an open capital account, they can have only two
options at the same time. So sadly as the financial crisis deepens and spreads, the dollar supporters,
including China, turn into victims.

Next we will turn to what kind of financial contribution China can make to solve the
imbalance. First of all, the immediate thought is how China relocates its $1.9 trillion foreign
reserves. The U.S., of course, needs external funding more than ever. This is not only because the
U.S. continues to need external funding to finance its current account deficit, but also because of
the bailout plan and fiscal stimulus plan currently in the works. The issue is who will be the
providers of this funding. If you look at some new figures, actually Japan has chosen to decrease
its holdings of the U.S. debt and reduce its share of dollar holdings in terms of Treasury Bonds and
notes to 19 percent of the world total. But China seems to be doing the opposite by increasing its
share to 26 percent. So, in this case, China is proving quite cooperative. But of course this is only
one month of data. And it is very difficult to predict the tendency of the Chinese government to
relocate its reserves. But | think one thing that is clearer than ever is that domestic pressure in
China has increased, and how to utilize the money in a profitable way is far beyond an economic
option and actually tends to be sentimental in many ways in the circumstance of the sharp
economic downturn. | would suggest, don’t think too hard about that part of money. It seems to
me a little bit misleading because China’s financial power is somewhat overestimated by those
who simply look at its foreign reserves. As | pointed out earlier, | think just because China has the
lending ability doesn’t mean that China has the financial power.

The next Chinese contribution to solving the trade imbalance problem is currency
appreciation. This is the long-lasting feud between the Chinese government and other countries in
deficit. Last December, the RMB depreciated by a very small margin and there was an instant
reaction and some doubt that it could be the Chinese government manipulating the currency. |
think actually, for the time being, the issue of exchange rate should be off the table for two reasons.
One — there are a lot of discussions about how China has already shifted its growth pattern away
from the export-led policy. | think that in the future, dollar-pegging aimed at boosting the exports
will be less meaningful in the policy tool-kit for the Chinese government. And, two, if we look at
the exchange rate in the broad range of tools for imbalance correction it seems to yield to another
correction: demand shrinking, which is of course more painful than the change of currency value.

Of course, there are more fundamental issues than reserve allocation and currency value in
relation to the potential Chinese financial contribution. The most principal one is whether China
can continue to implement financial liberalization and opening. | think the ongoing financial crisis
shows a perfect case of market failure. It shows that the market cannot correct itself and can even
bring the economy to the brink of disaster. So China should learn from this. Moreover all of the
bailout coordinated action in the U.S. and E.U. are actually pointing toward the direction of more
government intervention and control. What | am really worried is that this could give the excuse



or reason to the group of thought that China should slow down the pace for the deregulation and
liberalization of the economy, especially in the financial sector. So if that happens, there can be no
further contribution from China.

China’s regional monetary policy is another stabilizing factor to the correction. China’s role
in Asia cannot be omitted from the complete picture of the global imbalance because China
actually is close to the U.S. in running deficit with many of the Asian countries. And China plays
the role of hub of vertical production distribution in Asia. So how China exerts its economic and
financial influence in the region is very important for both the correction of global imbalances and
also the maintenance of global financial stability. Of course this conclusion comes after reflecting
on the financial crisis of 1997 and 1998. At that time, China was praised as a big and responsible
country for keeping a stable exchange rate. It was the first time China and its neighbors started to
realize that China’s policy has a strong external effect. The Chinese government also started
reflecting its preference in the formation of external financial policies and gave more attention to
regional financial cooperation. China’s increasing financial integration with Asia has become a
strong market force for China to be involved with regional financial institutional arrangement.
China has become the second biggest contributor to the bilateral swap arrangements (BSASs) under
the Chiang Mai Initiative (CMI). The People’s Bank of China also started its first bilateral swap
arrangement with the Bank of Korea in December 2008. In this way, China is sharing the burden
with Japan and other developed countries and international organizations to help the countries in
Asia. This is meaningful for the U.S. because China is playing the role of helping out Asia, which,
as a whole, is the U.S.” big creditor.

To correct the imbalance, we need the diversification of the currencies. As china is now the
world's number one economy in terms of nominal GDP, number three in terms of trade, and
number one in terms of growth, RMB will play an ever-bigger role in global finance. RMB
internationalization will be a balancing factor to the dollar dominant international financial regime.
Of course, at current stage, there are many domestic constraints for RMB to be used
internationally, such as, RMB is not a full convertible currency and the Chinese domestic financial
market is under developed. But that won’t prevent China from taking some immediate steps, such
as, setting up RMB settlement with neighboring countries, promoting Panda bonds and facilitating
RMB transactions in Hong Kong and other major Asian cities. Furthermore, as long as China
continues to grow, | think the market will definitely vote for the RMB’s usage. With the help of
the demand of the world and the development of the domestic financial market, others will give
Chinese currency a chance to be an international currency in the future.

Perhaps another way of thinking about China’s financial contribution, which 1 think is more
constructive and more forward looking, is to look at how China grows its financial power in an
international financial system dominated by the U.S. With that thought | conclude my presentation.
Thank you.
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Jeffrey Sachs:

We are coming to the final session now. We are looking forward to very interesting remarks.
We are going to start with Professor Ross Garnaut. Our whole panel is about China’s economic
prospect, so it is a big subject. And Professor Ross Garnaut is going to talk about ‘the crash of
2008: the pluses and minuses for reform’. Please.

Ross Garnaut:

Thanks Jeff, The problems of the global financial crisis began to seep out of Wall Street late
in 2007. But for a while, people thought these were problems of the financial sector, and of the
United States. And maybe a lot of other countries that had been doing very well, including China
might not be badly affected. But gradually through 2008 we realized that was not the case.

The channels of transmission of the problems from the financial sector in the United States
and Europe to the whole world were several. By the second half of 2008, they included very
powerful transmission through diminution of trade opportunities. As we discussed in the first
session this morning, that had large effects on Chinese growth.

Before talking about the effects of the crash of 2008 on economic reform, the minuses and
some pluses, | think we should reflect on what a wonderful period has come to an end. From the
early 1990’s until 2007, into early 2008, the world economy as a whole went through a period of
exceptional expansion. For China, following the crisis of 1989 and 1990, there were political
factors, interacting with economic problems, and for two years you had low economic growth by
Chinese standards, down around 5%. Following that, there has been sustained rapid economic
growth at rates that have no historical precedent over such a long period of time for a large
economy.

At the beginning, as China came out of the downturn of 1989 and 1990, growth was so rapid
that for the first time in the modern era, China’s economic growth had a big beneficial effect on
global economic performance. There was one reason why growth right through developing East
Asia kept going strongly through developed countries’ recession through the 1990°s.

Through the 1990’s and the first half dozen years of the new century, we saw quite an
exceptional period of global economic integration. China was central to that, the end of central
planning in the old style in China, and in the former Soviet Union, and in Vietnam, which greatly
increased the numbers of people whose economic activities were deeply integrated into global
economic activities. And beyond the centrally planned economies it became a remarkable period
of opening and reform in much of the developing world.

Through much of East Asia, you had an exceptional period of unilateral trade liberalization
with countries deciding for their own reasons to reduce their barriers to trade up until the financial
crisis of ’97 to ’98. This was a period of the information technology revolution, which greatly
reduced the costs of international economic transactions of many kinds. It was a period of the
ambitious Uruguay round and China’s entry into the WTO- the institutional framework for
globalization became more comprehensive and stronger.

By the early 21% century we were experiencing global economic growth at a rate the world
had not seen before. Through 2004, 05, 06, 07, aggregate global economic growth was stronger
than even in the period we call the golden age- the post-War period of strong economic growth.



But this time it wasn’t strong economic growth confined to the developed countries; it was very
broadly spread. China was at the center of it, but it was not only China, in other large developing
economies, especially India you had lifts to much higher rates of economic growth. Even Africa
which is seen as the biggest challenge of global economic development, in the first 7 years of this
century grew more rapidly than any ever before in the history of Africa; both colonial and
post-colonial times.

This, a period in which the world became optimistic enough about global development to
articulate the millennial goals of the United Nations- bringing very large numbers of people out of
poverty, and so far in the 21% century on an aggregate level we’ve been meeting those goals,
although we’ve been meeting them mainly because of very great success in some large developing
countries, again led by China. This has been a long period of strong growth with moderate
inflation.

Don Hanna, this morning, told us how that created circumstances in which there was such
general optimism, and expectations of lower interest rates that asset values inflated in values. It
may be that such a long, successful period expansion in market economies contains the seeds of its
own destruction- again for reasons that we discussed in the section this morning. This used to be
view of the economics profession, that cycles were a normal part of global economic development,
although again as we discussed this morning as some aspects of the collapse of 2007, and the
crash of 2008 do seem to be in retrospect to have been avoidable. But long periods of steady
economic growth do contain in themselves tendencies towards euphoria that lead to asset booms,
that some analysts think that can only be corrected by the bursting of asset price bubbles.

So, that is what we have come out of. It has been a wonderful period of rising living
standards in much of the world, first of all for China, but by no means only China. It would be a
pity were it to come to an end as a result of the great crash.

The period of exceptional expansion, what | have called the platinum age- because the
average growth ended up being faster than in the golden age and more people of the world were
involved in the rapid growth- was associated with some quite large imbalances that were going to
require correction, or there were going to be problems of sustainability. We have talked this
morning about the large trans-pacific imbalances in savings and investments, inevitably reflected
in the current account and trade imbalances. These have been growing rapidly through the later
period of expansion and continued growth in net exports and continued decline in net exports in
others, obviously is not sustainable, it is not a sustainable pattern of growth.

In China, the exclusion of some important areas of the country, especially rural areas, from
the general rise in prosperity had elements that were not sustainable and some of the international
political tension associated with the trade imbalances put continued growth at risk. This afternoon
I was very pleased that the session focused on some environmental problems and economic
growth. There was a time in China when discussion of economic development hardly touched
upon economic problems. | am delighted that we have left those days behind and now serious
discussions of economic problems invariably do spend part of their time on environmental
problems- and that is what we have done today.

The period of rapid global economic growth was associated with some large environmental
imbalances, which meant that old patterns of growth were not sustainable. Some of these are local
problems, and the history of economic development tells us that as countries get richer, sooner or
later they put the resources that are necessary into improving the local environmental problems.



But the big environmental problems are not cured as countries get richer without some special
effort- as is the problem of global warming.

The exceptional period of economic growth of the early 21% century has been associated with
the acceleration of the accumulation greenhouse gases in the atmosphere at a rate that mainstream
science tells us could not continue for very long without dangerous, probably catastrophic
consequences for the global economy. There would be consequences for China, as much and
perhaps more than many other countries. The intelligent discussion of this issue within the
Chinese scientific community has emphasized the vulnerability of the heavily industrialized river
deltas of coastal China to sea level rise, the vulnerability of the north China plane to further drying,
the vulnerability of those huge populations right along the Yellow River and the Yangtze river to
any destabilization of river flows in the great rivers as a result of contraction of the glaciated areas
of the Tibetan plateau; identifying at least these three very large areas of vulnerability in China to
global warming.

The period of rapid economic growth, the platinum age of the 21% century was characterized
by exceptional growth in greenhouse gas emissions, first, because the world economy was
growing very rapidly. Second because the most rapidly parts of the world economy were the big
developing countries, which were at a state of development where there was a very high elasticity
of energy use with respect to growth in income. China, Indonesia, India were all in that category.
Third, because it just happens by accident. The developing countries which where responsible for
such a high proportion of economic growth, and growth in energy use, first of all China, but also
India and Indonesia- were countries were at the margin had coal as the most readily available and
cheapest source of expansion of energy supplies.

As a result, greenhouse gas emissions have been growing in the early 21% century, far more
rapidly than the analysis of the IPCC suggested that they would and the stern report that was based
on the IPCC said that they would. So the imbalance in the global environment associated with the
era of rapid economic growth of the early 21st century was not sustainable.

Well, the crisis is upon us and business as usual is not continuing and cannot continue. So it
is a good time to reflect on how the crisis can affect reform including reform directed at removing
the imbalances that introduced elements of unsustainability in to the old patterns of economic
growth. | have mentioned and we discussed this morning just as a matter of logic how it is not
possible for China to remain reliant on continued growth of net exports. Sooner or later there
would have to be a change in emphasis from net export growth to greater reliance on domestic
demand growth. Well, it has come sooner rather than later.

The global financial crisis means that right now we are having to face up to that adjustment,
which was going to come sooner or later, which we all would have preferred to have come
gradually. As Jeff Sachs mentioned this morning we should see this not as some temporary
phenomenon requiring some short-term expedience but as the reduced opportunity for increasing
net exports, and for a period, the need to live with declining net exports is just part of the reality
that is on us now and will stay with us for a long time. Economic strategy has to take this into
account. On top of that big challenge of reducing net exports and replacing it by domestic demand
growth, there is a special additional challenge of dealing with the effects on demand of a huge
stock adjustment.

When there are high expectations of continued economic growth then stocks of raw materials,
semi-processed materials and of final goods are held at levels that make sense in terms of



continued growth. If there is a disappointment in expectations of economic growth then there is a
large downward adjustments in the stocks that businesses want to hold and that can lead to radical
sudden reductions in demand. That reduction will continue until businesses have brought stocks
down that are consistent with new levels of expectations.

China has been going through that adjustment over the past six months, which has led the
economic crunch coming from the external economic impact being much large than what one
might expect. Xiao Geng told us this morning that the process has gone a long way; it has been
very powerful, it has been very painful, but he said that in February or March we will see an end
to that process. If he is right, and | hope he is, then there will be an easing of pressure after Feb
and March, but we will still have to face the adjustments associated with the need to shift reliance
on growth in net exports to reliance on domestic demand.

It has not been particularly helpful to long-term economic growth tin China for net exports to
be so large, and such a high proportion of Chinese resources to be locked up in low-yielding
foreign financial assets. Even a strategy that shifted that part of expenditure that is going into the
production of net exports into social services and so on, which are in themselves not generating
high levels of growth- that shift in itself need not be negative for economic growth. China might
want to go further than and reduce investment in other activities, but certainly China can make the
macroeconomic adjustment and go quite a long way to raising rural living standards simply
through shifting resources from net exports into public expenditure on general services, especially
rural services without sacrificing economic growth. It’s very reason to expect that alone to
sacrifice growth. And of course that shift, if it includes successful refocusing on investment in
rural services; social security, education, health in rural areas removes, if it is successful, one of
the imbalances of the old pattern of growth- the leaving behind of large parts of the Chinese
population from the growth process.

As came out in the discussion of Yiming Wang’s paper earlier today, the big challenge here is
the administrative and governance challenge, finding the mechanisms for delivering the effective
resources and services to rural areas. There are all sorts of weaknesses in the current pattern of
public administration that will make that difficult. The key to the success of the transformation
that has to be made will be China’s success, or otherwise, in dealing with these local
administrative and governance problems.

This alternative pattern of growth, with less emphasis on production of goods for export and
more emphasis on rural services will in itself be a less emissions intensive pattern of growth. And
so in itself will be helpful to the adjustment in environmental pressure on the global economy that
China will need to contribute to the global effort. China’s success in doing this, and going further
than that with incentives that have the effect of reducing the energy and emissions intensity of
consumption and expenditure patterns more generally will allow China to play a constructive part
in the international discussion of the environmental problems which will be so important in the
two years ahead.

If China were not able to make that adjustment in ways that reduce growth in emissions as
part of a global effort, I think we would find that international tensions over environmental
questions would join the international trade questions over trade imbalances. And together create
the most difficult situation we have ever seen for China’s trade relations with the large western
countries, especially the United States. So, there are a number of ways in which dealing well with
the basic economic problems of adjustment will be helpful to the emissions, the environmental



problem. But dealing with the environmental problem is also going to be an important part of
dealing with the economic problems- just basically its international dimension.

They are all positive points, all ways in which the crisis may be helpful to the next stage of
reform and help China address the unsustainable features of the old pattern of growth economic
growth that were going to have to be dealt with sooner later anyway, which are going to be
difficult. But one has to recognized ways in which the crisis will make continued market-oriented,
international-oriented reform to improve conditions in rural areas and improve environmental
impacts more difficult. We are gong to have a more difficult international situation for cooperation
over trade and other matters. Many countries will find themselves defensive about loss of
employment, tensions in the international sphere will go up and we will all have to work harder to
maintain a cooperative atmosphere conducive to growth.

In some countries it is possible, even in China that the urgency of the need to restore to
growth may reduce the sense of urgency in dealing with environmental problems which could be
disastrous at a crucial time for international cooperation in this area. In China as elsewhere, as
concern about unemployment grows there is usually less tolerance for structural change, and for
welfare increasing policy which require structural change- and that always requires very effective
leadership to keep the communities’ views on longer-term outcomes rather than on short term
pain.

It must be said that in the world as a whole and individual countries, these will be dangerous
times politically, times of stress in which there is an ever-present danger of extreme political
reactions to domestic tensions. We are in the early stages of the international adjustment and we
shouldn’t be naive about the risk that this poses to political stability in many places.

To sum up, in this period ahead it is crucially important that we ensure that the fiscal
expansion that is going to be necessary to maintain strong growth is oriented strongly in China
towards the expansion of rural services and opportunities for rural development. This is going to
require a strong commitment to improving administrative and governance mechanisms at the local
level. | think it is useful, and this echoes a point that Wing Thye Woo made strongly- that there is
no necessary reason for investment to fall, although there needs to be some reorientation of
investment- and therefore there is no necessary reason for growth rates to fall below what they
have been.

International cooperation in many spheres is going to be crucial to a successful outcome
for every one of our countries. There is going to be a need for China to participate actively in
improvement of the global trade regime, of the global fiscal regime, joining in discussions with
other countries on the advantages of mutual fiscal expansion- on the global financial regime as we
all come to grips of the optimal regulatory response to the problems which have emerged over the
past two years. Donald Hanna warned us of knee jerk reactions towards overregulation, but we do
need intelligent new regulation and there needs be international cooperation on that because the
main financial issues are global. And there needs to be active Chinese participation in the shaping
of the global environmental regime. In some ways reform will be more difficult in the new
circumstances of pressure on employment- anxiety about employment and growth. But the
policies that are likely to be most successful in getting China through this period will be reform
policies that lay a basis for a more sustainable pattern of growth in the future.



[ E

W BRI AENIA S T — T, ARANOAR) iz 3, o [ P 0 e, 2 SR [ DL
H A R AR L BT LU 1 A ARG A, T Ao AR A RO 55, A mT LS Ay &4t R A
DRURORY AT, JF HoAp B S Rt AT B B A 4. DT DO RE R A SO A T BEE, AR R
LVRIRNLLs, ERENSEIT A I, R — MR

A BATTAE TR TR IR SE A, At P B A e R BRI S AT e K

L% :

WS T e . R A A

AN ST, AR W B OGN 1 09 FEA T A R R AR R . X R —
i, AR AT TR —DIEIE, Xk BRI 90 AR L,
NI TR, UM, RN A AR, R — R IR R S
RIG IR 92 FE1 14,2 FRER) 99 HE10 7.6, FRINAIX—IREFL R, EIERSEN
REEELR, AvlRes ik 7.6%. £, MERETHRE, RTMEHAEYAEL, XX
BLHbtH: Fio6) v [ ) 75 oK 1 sk, RS0 i, B AE LR . I E LR R R T A/
B, 0 A [ SN, TR R A AR S [ DA KRR [ K R fa L, v B s 28 K15 2, 31X
TR — .

55 AN AN R I RS 0 o Ll ) A ST SR 1T R AT A [ N R SRR VR AMR A
Al fig. ERRETRAN, KM, A Xadk? tlnid 07 S E A4S T 170 /2R,
WX L e ik A N R —F 2 N dedst, WA, HHN] 07 4T 6 {LHBFHL,
AT BTS2 B DA AR 0N an S A P 1 e R, [ B R SRk, [
WOUTRANAST s B nl e KR == AR NS, X R REHE TR RE M — W A

5 AN R, RS R B Db A g e ] T ELRPEAR RS ERg A
DRI A A D U Y, B E AR A, R B ) R AR — N AL K
KK, A BRI AR K. BrCATE, [ FRAG H Dat BAR T /5K, X — R 2R K
e R R SRR BOX AR SR EFHR P, (U2 Uarth E sk S Il T R A,
JTABEAE 09 AFFRATTEE i B2 G AR RO NTE AR, AT TG SRA T B N 1%, ZELL— R A
IREEL . R IR AL R 2k, fATEAE T, B TN, e PR O .
AT ERY A0 o ¥ % o 1) S L FRAT T — R N it o AT T90 D BRSO AT A TRV 9l LRI T P2 L 3RAT)
fer, BATTHAA R 2 G T 2 A

SN R, HRTIAE LA KIS 7E P 28 s, e R ZEmde i,
BT AER SN, XU KT 245 v Aty ok B RN R R 520 T o B AR A an SR AR Y
AN TTHIATEA — AN KW, A2 B IR N2 S O .

FAM ARG, T E KIS KGRI A 5 B B KIS KR A
Yo A TR 255 R R — R R BRI ORI Lokt E gt et T
=N B LRSS 50 4, RIS 10 24547, B RIE 3-5 AE], Xk E B I TH
PRI, —ANNIEEEB, Wi XA S AR o B LB S ] ) 3 i 4
ST BT, T8 Y T PR T R s R B e R B o 8 O R ] LAAS B AR R . 3R
ZHMk, ) 2020 A E LTI R 6%, B4 hE ) GDP K41k F] 52 )il
WA 7%, M 60 1. AR MMZEIT 5. 1 MBI, RIh-TJLI3ET.
2] 2020 FEHEANDZ00 14. 542N, 4 N3 GDP /& 7000 F 8000 270, AATA REIXFENE,
AL JUANBE

Hi—, B EIAAE T I E R hEILERS 131N, B2 14N, W
VIFIEWN:I



05 oI AT R OB O o o DR 5N 3520 T A B3 M 0 e A
LA, M RRIER KL, RICIARZ BT ABL

B, R TR ek A

SO, o O 25 L T DR IR, A R O O 54 B K
K PR A A B A U F I, B DR AR AR . AR ik
OPEBATSE, R AR

FUH AR A 2, BAPHBTERMA . IR R, 4712
S, RUHREARH I, AR ET . A TR 2 RIS . MRS
ST, RAHB BT

(1) BURBUCB B L R —REI, OB VRN W B . R
KA, BRARN, BRI, B TE, £ TTRERA A A SBEES
(1. BOWAS T B2, 50N AHS L KREITA . (1 ARM? AT A LIRS, T
DL B T 2000 ATTRBEFEZE B 100, ROER AN, A
A BEULIL G 0 JERBS B G T A 65 WA 1A K040 A 4 L
R S8 P A 6 (AT, T PI I B LA, JErh TO%AEARHI B 15— AT
AR, R ETHUN R T, TR AKIE? PTG K4 Bt b
B BRSO, A 3. T RSO, A S B, B
ATBATLE, SEARERHR? T VRS R AR BLERT 2.3 0K RVOK A, g
AR RYOK I BAIE 400 B, JCMSRY VBRI ? IR Ry TOUER. T AR B B 7
T BLE BRI

(2) AR U B RGS, ERATEIL, SR B R R
U0 AR D UL SR, T B AT B, SR B B
e R YL T DA LR

(3) FIAHTEI 3 L AT IR IS IR, W TR F AT R
Al LM, TR A T D\ SONHEE GONACT, A A 2N 3
THCHI S, R R 1, LR REREN A . BT LRI T, RISt
SRR . DL P ORBIR R A 12 0, R LI B 08 i 13 AN,
B BFEGARR AT 1O 48 12, MRS 1244, —3560 1. RIFHT—F,
A BACHERE 500 1. I ATKFIHEHEREARED K7 BEAHEM 12 409 KE) 31 A4, 4Lk
WIRE ARG 100 122 W RAEHEEEE 100 12, LI 1000 A2 H0M SR, MR 5
BB K2 MDA S0 6152 0 0B S R AL P P 5 A 3 =4
WU REITIRBON, B RS SBOR?Y RR 4, FUTBKIK R 12 475 0
BUA AT I, 1SR 5 — PRI 2 (RBES FR BAN CE HTARSEI  — RO 2 (RBE A R,
WG BPRUCEE. DA LEA R ok FE VA, SO B MR R .

[ E

U ES 2, BATEATE B BRI OZ R — DG — A S IRBE AR o FRATIZ AR 23k
HELTE R AT — DA, AR A RESEOU I I 20 DRI 4, P DATRASRR 9 1k 1)
e, RENAELE LR, EELEZ T,

P CLAE S R A A A 45 A TR R I A 3% BRI TBEA AN BN, 2 IRATIXK
e BT AR

AR MBI, R TE A S S AL AT, R R E S Sy
gy e SPH E OSBRI O, AR R AR A SUK R B R 2 BT A R R SS T



%Hk:

AEH BRI S, RAERASVOT—K, MREH, HRE AR AZ NEXIL
FARFEX o MIARZ IR E NCAS T IRAREF IR, A — 20 R ARHORT, AR ERAELL
FRUEH — 2B R o IS AWIA Bz it gy T BAT— MRS E - Tk
SORAE o FMIXAS PPT 2 AP SCHER 1Y, 10 HER AR XA BRI s, B AFkes Al
SR EEBR— 4L

SRR BRI R, BATTARIE TARZ o J-AS N A0t o [ A SEAR 22 B 52
PAZ AL BCR Y2 e K A AR AF? SR APt i 2 sk, A
Pk UF LT T L, R E 2 LT T R, BT LONSEAAR e SRR, A2 2
SN R T AR A A R 5K o iy HLFRATTER A P e b [ 508 AN —FF . BRATTR R At ot
FEAMEHT TR, A28 T it i Sk, BUERIBAT 1o P ABERATZEA 1S,
FRATTSERS S AL T M 1 B il A2 it 3z et e FEA A AT T 2K

WAF P RPMERE, BRI EREIUE IR — DR, X E 25 H i
JRAEE, HSHEAT IR Z AN R . FE LI, HELS Camiy TR 2R
KA. AR S EEAT LR J LA

—, TAIRF R 578 )y, Wt IER R, XA FAGEAFIRATH R AT Sk 2 AT
AGECTH, BFrUCAART RN R A TR A A TR, RSN LEE, EoHE%
EEAHK.

o HEARARTEA, BATRREE RIS ARIRE, @FIER, ANCHEERE . X
NGRAGE, R TR E S, KRRk, G LR
AT

=, AT EE A AR E, WA AT IR S 7o JRATHIE A fr i firds s i
JEAPEL SRR ], AR B, R BRI L, AT REE MBI 2
B Hn BT A AN, RN TN TR AR

U, byt s RBEE 3 (R e s PEREIR, R A e SR a2 BT C 2B 2 .

AR DTN DA ZYE T, i foe T E M UK BRI T, AT REAS T RN
FAT 120 5648, BB IA TR I 1 S22, AR A (KA 2508 DU S~ B,
LS M B XA R, XA BN AARAEREAR K BT O R B SEA AR
JigE, BATERAER, XA, (R vl X 4 — L8 is, ST KR
KR, T HIX 2SNV EAFEGT T Eedia HL, S (K000 BT T 20 M 3 AT O AR N0 3
TARKIIINAE,  FATARIE A I A 1)

MAGARRARTRE T, S EEAEER R L H TR A LT T AR S
10%, Z0H TR AR Sz Bt R BATREE AL ok ™y, — B I 2, — i 4%
B, WA R AN, AN A S KR RATH], XA br Bt 2 BATTROR 4o Al
G, R EATA CERA LA ENE, FIAE.

AU T EINAE — i T — MW EE RIS, XAAZBEAEGHN, 4
LG WE? e b [ IR AR A SR 3, DO BESSAT AL R A i O i, BT LA AT
g Mp AR B P R T, PO R, R, KRR A, AR R
ARV E . (HRE IS, IR B TR 3%, X B A% b &, B
TOREOR (R A A7 A, i LA R PR R PR JRRATOR AN BILAE (1) e th 5 (K038 3 7 o 3X AN TEvk
FREEM o WA TRAT R RSN T IXASREPRPAEE I fr) A, 42 1 b R BLAE A3 AN T3 28 3, o
A2 B AR 7 RESE R4, R IE B L AN A i S, XA R
.

TIANEA ARG, SR AT At R B ZE T AR EA A, (R A — L g



BETIRELAANE 2, ISR T A0 SR AL . FRATTFE F) 2007 4EH [ 500 sRAY 24
KA HE B A, A FE B 500 ANk 2 rh, 92% B MR 2 K 1 AT Ak, 89% 5k
b SR A A, 93% % ke F AT A, 8T AN K A E AT k. FFLAIRATRE 500
5, BN EDR AR B SARX A AN, S Rl TR I R A TN S A
A AR, MG E 8T 8 e B, A TA R E G Ak, KT ikl e
RANKE S5 R B =, WA B A S0, (R BRATTIRCE 7 THIE S )

TR AU A [ — R o E 25 N A AR AT E . RGEAIAE 07 SRR, A2 [ br
R SECP EERME K, BT 7% PESFFEKX A, XN AR
), AHRBRATEHER L, BUNRZERE MIUE I T, BAT—HAEROBSE . Wk
L E] %, AHZFRATIEEIR T T3 KR AT AaENe 2 75 12%3) 18%X M, #ie
1998 431 2008 4, FAl 13X 4 22 AF 1K) I [ FRAM T3 AR 1 1) 1% R 384 K AR AE AR 2 10% L, T A
BRI, HIEIR TR AT .

HR2 rp ] T e e R I BUR G R, IRk o Bl LA 2 I B 4% o AT 8 HH IR
W BRSO ELEN S 5, (HRFRAT IR AN 2 a5 v, EEREAMORER S B TR E 0
1% 52 B0 3 R

FTUABE I s FoRE, HHE 07 4. 06 FEHETIZIK A S A & — AN E I . (H2Y
SECT AT, (HZ D BA T I R BT N AR R, IR S8 T AN R
FIING . A a2 URATE R AN, WSR2 B s i s Fe oS iE (2o
XA R —FE IR, 1 LG BIRRIEEAR LR A, MBAT B AT S Fe 5 -
FHI B, AR LT8G W, 453 tis B TIAE R RIS B, ot SR %
B AP AR B R AN A TR, (RIS A, AT RS A
JEIRRAR A 1o JTDAAEX PR BL T, GR35 0™ F 1 Fy b= T S R S T 3 Tk, 1Rk
KEMFAFERE? I M 2000 f5—F FBEF] 6000 £, XAMKKK T LG, B8 AME
IXANLAAE T LLAEREIG, 45 BBA T2 A, BRUR GRS DR — R 7 st ) 1T 1R K —
AR K, BAR SR IR, (HSR WA L T o PSS U 2 finst 24
RAT, FrABRAHEARE S A R AR S RE L, AERERAEHNUUE I 7 (1 ) .

PR 2, Batts, RHAL SEE. At AR R . 4SRRI BURFRT T R AT,
A AR, DA IR EAEBOE B HE RS2 00, 45 L i A (10155 10 R0 6 R 0 0% (R 5 00
AT S 1 2R B b= o T UIXA () SR 15 2 ZL A BB £ o 7 ) 6 R
e, — I EAE R R RN, B B AN AN K 1 5R TR R, A% S R
Perm b2, REATIELPAT, RBUAKRFEYER, AT EZRMB—F.

TIHNEAT AR, B ED AT AARBONFRR, 7R 05 4 7 I Fh, AR
MIHEH G T AR THE RS R . AR M THER s ER U AN, oA &1L
SRR, R EAE—ANEE IR R, KRBT, AR T AR T HE kA4 )
B ERARREEIH &R, HRSETRIER AW, FEFs. 695, B
B A . DI NS i) — 2 2 TH, i A, b 73 it 2 98,
PRSP E . S SR AR TTHE, 38R eI 22, G R [ 1 B b= i b R s 5
T3 VAR o M ARIXANSEAT AR (1 o 1R 22 ARV L 380 v ] B0 T R 22, IR KA
VEZRVEIE A T ORI [ 55 b= 117 3 R B S 1 3k 1) B IR 1K . FRATTE 07 4E LK
B, MR RAET KM BATE XA MY (5% ML A — 20 R, MR
T I A1 KN 20% LA TG T 10%LA R o XA R AELEIRFE I TR Y, 1 HL AR
PRSI A A TOEHKBIE S, XA ARSI T o BN DR KR T, i EE
ARG T IR, SR RN, XA I -2, 07 4E R AES] 08 4F I
AR, AR Z AN AR SRR RO T, 45 RIE T o S S A TR R I A gk A RS AN



KT o B LATRANTE 21 i s PR 28 G A AL A AR5 S5 AL SRR 25 7 T ) il AU RS ) o R 4
BATr?

TS REN A 2 AR o LM e REHUE O 5E [ BUN S — KSR AT
T BUAEZ S [ Y il 1 o ST (K 1 AU A e R ki 1, — 4 =G Tn M BUR T
WEAT DAZE S — KSR, R KEHUBFIL T ATHE. KEATTREG AL T, A1
[ TR AAIL T o XA IEATTRENT o Fr EABEIA T )2 — AR ™ I B55 fE ML

IR IZANE S5 GRS B L d A R 5 R B AR ARG 5, B2 AT 1 JATTZe A
1] [ Al A JLAE RO ™ B S e L, W B RAT #2800 1, BT i Al i
B 60, AR P E B IR E L. N A? EA . BArE T A RRAT, AHHO Y
77 RSB R, FURBLE B ANE . Bt DL RfENLE] 1 i LLs ikt A A, & B BUF
WRA

RERMBES TRk BT RE LA 584, XA AL ELAE, QUFr. 34, 4K
HLj% Donald Hanna #ZUF TR EEL, MEIIARER ) GRUEHULE E T ASEEDIAEER
T 2B IR

A SEHLZ AW R BRI A 7 AR (0 TR A A 1) e ? AR 22 4 1 )
FEAR S R BE A o 26 [ Y BRI DR B i) AU AT AT A o ) R, ARAS e N A, 2R
P IR 2R 7 i A iR S AE 137 EAC S0 T, AN A1 R LR 2 18] (R A2 23 PR U, el A2 A
SARETERE, PUMARA — AR T 1A, HER U X MRS 2, B — DN IARIIR
BRI L.

P UL i E A S U AT AR 2 BT (RiE 2, BATAN RIS S 4 A8, B . Beliig i
IR EFL, KTt E LT, A RF R Donald Hanna PRI PU2 AR H HEE

AW BT XA, b= i3 IR T IR 2 JAE A3 N A KRG — i 0
PE— A, o B AR G B, S TR R ORUE A IE 1

S 18] R 5% 28 o Je bR T il o Bt 17 Tl isl,  IAT B2 B KA 1) T SBORI ¥
DU XA BURF B2 9E T AR BN AE I AN I AT — 28 5 H B ) UL 5 MIZE 5 45 A ok
A XA HL

S FUEN R MR LM e N R e [ B fif 4 7 o Jl Id [ml 006 S o sl — 48 1 52
T AR AEAA I 5 V13K 58 4 B A RS T TR SN AL AR T o XIS SR T ARG et - B LI BE A
TN B Bty RS BRI A E P S R 2, R et AR TR 59t Hot,
WRTCARABLI) el il 45 B2 1, AR T rp [ <l iy 32 RO T80 S R

B BADRSEBS AN IR, JF H S BRI AR N i A AU R T
(EETHE I, A S ARAT AT LS AT o B R AR DU S K s S 46 10 I 77 o 4 T 3 B2 K
MU I, A JARA TR EEEL, DA BB K B AT, DASR im0t sl SR KRR, JF AL
B AR BE 1R

2008 4 9 HAeBkEme RS, WEAZIKR TUR M, IMoE b B4 s 2R, X
I SR RA T A 2SR T AT 44 SO, A DR SR 3N 2 T i T ke o BATTAO N RARAT
TER X A .

R A R BT 70 b B, (HAL AN & & PR BE A A%, DAOR S 52 TR
NIE, JFRCE HARSCS, B MRS L AT A

55 = IR AE I ROxT r [ 0 7 i 2 RV B IR MR o 75 AR BT IR LA S
YRR RS R R I, R EERN S T I B R I L, DAL i S I 2 PR B
AT, DLERRANUR CREETE AN, O R 5 il ORI — TR (v Jl o 20 4ha, 51
it B G TN, ks SR (e dt A ity JF Hag b xt AR BRI IR 2

B0, FACBLHE PRI, DS m A MR, M TR s, B AT DA



7 2009 4FF 2010 4FRAFAE I — L [E BUFIHBL L K 1F 2 /b B DB SE 55, A ) — I
SR, TR EAZE 2009 A1 2010 4, XA B GAERD 30%. KAt — IR AL,
At TRRRBUR NI AL o B T RIBRE 5 DAAME 2 KK s & TG s RCR « BATHIE K
PR SE ER—FE, B AR AL 75 BBl o IR SR M S IR 28 5Kt R 0 ORI
W AN e, ATRE A B%E B i () T R BURT I BUR T, IR AR ORI, R E H AT
BRI T3 20%%, AT LALEA J5 AR 2 4 BLR 2 5% BUR 7.

AL, IAENLE, e B AT, A S A e Itk S as, JF Honsia e
HIERE T o DA [ AR 2 I A0 TR e, 28 TR & 1, IRZ AL
S AR, BT ARG 53 Ah—Fh MR, ARz in 4 iy 37 1) BB A R B AR 0 3 4 B 1k
W, IR SR S T A Zr i g ke, $emh B AR AT 2 . A w1
Wi, BAVTA MBS P IEARAT . T AR ZERIIATAT 26, R S6 [EDE ZEAH R 1.

B3¢ S 3 AR AU AL AN TR T VR s kg T 2 1 [ o i % 5% 1T DAGE 3t o [l G i T 3
(P Ra s e R A TR

B IR ) O R B L, G

(R F
AT NI A UE G A R b e B 52

RPN /AP S 2 Tt U S 2l 2 E

VENI G — M PERE 52, RAMIRAE 16 Bhz WEER, TR SokivEs

WA szbs EAR 2 23 #R 2 i TARGF IO 3 HT, T EAFRIFEAS 3208, BAR R flofi— i
JLIEE, T ERUMERN A — T BRI =A R

=, HEAT IR XCE SR, R, AR RIHRIRZ wUR LT NI, SR
FRATTIHT e (X b RS XA B o RS T PR A P Bl e B A, RIT DA 88 1Y i 0 ) 24
HeAz.

o SRR L BRATT I 1 R A OO B AEAR 2 BUR RS It AN E Z TR AT P TE R, SRANEE
P — TR R AN T JE A DR A S B L BRATT AN A S 05 2R 8, X B S B A i L
AIEFER, X R AR ROR— T

=, PUNBIKREE G T B8 H A 5, JRAUAE IR N0 Bl o i e, 2 75 22
HF AR IR A AR, AT S R BT, IR ARSR — A, 78 SR
I a7 RE R, Bt AR AT AT RESTITEA T %, 7E3E
[7] X 3K 37 S LA IR A0 15 A7 L2 RO AR

MAT AT, [ 086 1Y 20 5 A o T s £ T, BRASCR ARG 2 o XM IR
FRIBRPERTII C 200 T, BORERTo g, DX ZERE . ANVIE 1 IR R GE I P g S5 48, X 4
E2 ARG 2 o

A FRAL I TIEAT AR L — o, SR AWFFCRAR ST, w2 FATT b BT e T 13
55, EATRAMARRE— 5B 1.

G R K F A AR R R s ST LR AT RE AT — 280503, (HZ B ARTUFR
FATLLE R, S DHURE B XL, XA E B A A7 GDP i ZHERE,
FEMIREUS, ZLAEIE P [ 1 A7 GDP Y AR REUR o ASTRATT AT LA 21 [ F) REAE A 15 £ S ER
BRI AN KA LR AT ZE 00, FESE R X A 4 G IR 2k, R HUAS (e J L P AR T
M T, DD HARRI R B

o s R I LA (9 RENRA T R0 i SR AE A T B vy, T DO AR 228 NAE Y, (HAZ



ERTLAE S|, ZEREISRARRI

S R B (Y B 5 U T e, e R BRSO s B AR A, i HLE
FERBUR . THFETRIREM, 17 HSERR bR R R, XA BATER 2 B B 5K e A i A R 5 [
IDC I T —/ ML, e AR = 5 S, SEBR BRI SR B IaE, o D6 56 [ 1 4
AP S, HEREEIRKMIRZER o JGRBAML T — L BB 1 255, 22wk )L
KM ? XA AR LR Sy, UL T2 100%2& 00 TR Zy . — 8™ i fdL A
(i, SEBR b DRI ZE ) . FRAK KT LG ke, o ) s oA 7 il PR 9 22 2L S A
AL N 52 5y, IR 880 T 57 5y (P22 0 e ke P AR R SR K 2 i R AR A 3 AN TR R 2R
Ak, BANE AL A AEAG A, A KK LGSR, X&GE RN R, 3T
ROEAHANY, TR S A RS LA E A k. AT TRT UG ik, s = g
JEANGE AN B I X B ZE o i AFRAR N —AN T UERA, w280, 364 1 28 T T I 1 i) A

RIJLAETFAR, M—EAERBFE AR R, MR SRR, w4 b E & st i f
A=A, 3 A —ANTH B 22 5 [ B R e DR A, HAR RS R A 20 T, Ju it
TEQUBEIEA Y R IVERT, FRAR K KA AR AL

{RUENIA U K OB T, XA AR ARGNHT AR R AR A FH 0] 5e 75 22 00 I8 [R]
WK, LR AR T m S .

JLSEPRATINAE AT LUR IR 2 B, SRR . BEAEIIX AN 25 N — AR 1 —
Tl 5 [ RS 2R ) — AR, AR FRAN N BATT I BB R R AE R BOSRAE H S L P B
JLSEE e L2 AR SR, T LAFRAN NS0 BAT TR T 2 1 22 B 1 K 3 /MR, AT RE SR
PR A B F I AT, BT RLR SR BURRE 4 54, M7 BURF AT eSS VR 2t 6 T2 10
Tl ZA G, A SE s Fo 2 BATTILAE P BOR AR R L b AR I, S ER AR
PRI ALy L e, BAZART WAER), B LAMNBGR A B i — F AT AiXFE

e FRAR P R A I B R A G, BT LR R IR R A T, 1K AR 1)
H bR bR s —, 1S A2 2 25407, XA HAR 22 7o, 1 XA His 2 &
M

P UAMBGR I EIT A, BAREEEAFBOE H bR, XS H0E— R KR PkiE, o
JOREIRATA R 30 HEE TP LG S MR LR B LBk, Rainth. M EW S A,
JIT CABLARAEAS R (W BOR H br 2 (RS P Ao R, IR 5— i

B AFIBERIAIE PR . FRANLE P ORI B, i sERs BAR 2 Bk ook
AR RO A Sy, IAE AR AR R eI o BT DABRARH 5 — TR K K40 F Y 47 1 B
RESLL LT, PFriMEE S BORRFE S LU 284, NERAFMBUE, e K
FAANF S, e a NAEBSRGET SR S b2, L NSE B, BRI
17, FUHIE M BORHEAT & A IR KR R A .

B U A VI A B R AL S AR TR) PR 40 AT 7 PR R B 30, X AN IR A M T
HRE AR AR o T LM BATDA T S8R T, AFERRA IR AN B 75 5, KE ST
HHEBZWESE, (R AR R R, BATRANSE & T 5555,

2 FRARTU I BAE S B v e R SR A4, AR T BN, XAMNE 5 4F, 10 4
PERHEZ G, FrUGIXFE—Fr B, © ERBATINAE AT BUAH] . BUA TS 58 A ANILEL T,
—ANBUNE BT IIRAT 54, R MR AR (R, FTRE 10 4E. 20 fELLUG A
W, MRS VR B A 2RI, 10 B ANLEE R YA B, R4 R — I Bk,
GIRREESE, I o RE LA, B A BRI S A8 T IR Z AR IR), BT LAFRAEM IR [a) 43 A
TR )

AL SRR, XA RIBRATIA NP/, X LR 2 2 AT IR o R 2R
IR, A BIRHE T RE T A TN EE, TATVNIAN, FTRETR A RIXA A, X



AR T e At e i, BAK R ANE SR EAT IS, FREFRH TR, % il 551X
ANHRLE, AL B LU O, AT BRI AE A I L, M AR BERE L T H B
HRA — RRAER ARG B, AESRAEMRIEE . PR E 2T,
M H KK L BRI IE X A AL B, thHLSE 3 — L N .

TANEAT A BAEAE 2 FEX TP IR, SXANELEGE g A eI 8], A 22 AR B A S e
PR AR R, BATELEAS AT RETUY AR s, BT AT e AR LS IO L TLEE LS BN
AR CARIZE T KK T, BATHIRE R DA, BERBATH R 2 ket
e R, PrROX— il KRRV EA A2 A R B 25 2555, A AR
EARIT, AT BATAAE S IR AR v

S AT e ML A2 A5 B ER RS b Lo B SE KS1)» ABAT AR PRI A 2 F) 73
WHESAFAEW o A A FRARTT BERXAS MR B IR —FF, BRATTREAGZ AL A w1, AR Fh
A AR A, BT E B R RIS AR e, WSROI R AR, WERAR
SOWAAN T ST BUF IR AR 2 AR H 9 i o

IRIEAT T3 Ah— m S FAR P X A — K AR 2 BORKIHIT, A RBERENRT 4 T U5 2
Wy B AL, A A KB EBOR, REE RIS, RGN BER UG AR Pt
JBOKR, P AR B 285 X S84, AR 22 JLS i R e s LSk T, I AN ERAT, 5 5 b
WL BB RIR AR AR L HES 2 B I R e

JI ASRARSE e 5 R KA I AN R AR R A S B ASRARBILAE AR I8, (e k22 BRI 1
WA SR 23X 5 T L L

B SRAERRAIZ 5 T RARMM— RO L AR AR AR R, i — N EGK, Prel R K
AR e, AUERE XA L, JRP RUEATRE 8%, FRATHRELTIRIE 10%. 14%
L, HERRIR LS, HEAMRARIE A, BT A AT I AH 2 T #S 2 S o 1 0 A% 1 e e 2
My BORRZ U E R LA AR, P AR RY S RN B A SR AR AR AT Rt R

P B AR B BATIXAMA R, IR T R EE, ERAN R AU S o A e
(1, AR LE AT 58, T R AT AR SR R, B A SR AT R G
AT R R AR ML 2 o

tw e b R [ Ptk S AEAR AT B A A QIR IR, B BT ARA Y 2 — R R SER)
BOX T AR e . OISR RIT R T AR Z AR, SR IRARSE, &
R

—MRRFEF UG — AN, f—BIN RS B — R SCEA K, ATEX
& R XA BRAT T 227 (R I 28223 (AT, AAT TR A T A T — N R, BRI AR 2 AL
FEWRHLARAFI, T NIEBGEIXAS T HEZ X R« A7 i EIGZIE AR, wleiX
SEl AR ATREX AN AR, Wl i SRR AR, IR IALHG S =, FrLhsk
(s S S 3 St o | P I PR NG (A (TN

AR IRATRT— B TR A, v S R R B b i@ SO TR A A, IS 9 H
A R EE TR A PR, E PR R BRI S [ 223 (R 5 A, B0z iy T o A AR L 5
o, TR a2 eaAT R IRA RS,

IG5 b A2 TR T s PR ke S ot R S ] 8, XS B AR A A e T T 1R
LA WO LSRN T, — 5 E A A e K AR, A — RO
FRERUF AT L RE IR UGN, FA AR s — S AL i sk Pk e o

R A A2 5 — 5 T T REFRATTEE 2 A BRI S AN AT L, 53 Ah— mi T REFRAIAE
VEFEBCORBIPHXILAE, [FIN ] e O SRt L 18 . R SIS PSR R IX A, £
BORQUIBNIZ — P LA At b ZE 1

FAAIR — D FATEAE I 3 — AT RE, FATRAE e ML LR e, JAER 4



PR, HPOEME, SR B E ST LIRS, BEANBERIE R I R RN B B e
ARV, FRATTAER A HL 25 0 SKAR 2 BRI R AR P, DR R ENTEAR 2 IR AE
B T EEA, WA FRATTER 21 FR M BE U AL R i PSR Y, o SR AT IR AT i Lo
FAFHIXPHR, FIRERAE TR E 20 4F, 30 4F, BT LMRIIA XM EAR AN, 1 HBEAE 20
v 30 FLUSA B RIX AT, W R FRATTIUAEAT LA AT Al )3 b A B AE 30 35
oK, XX LAY SEFR EARR AT RN T, AR HEORRENS A A e 2, A
REfS) I AT, FRARAEIIRE A — AL, T DA e AT T s 10 ) 1 T, T B ) 4%
WA BT 5, RO B A SEAEBAR SR T5 AR K —N ), i Ay SR 2 4 8
TSN, SRR G S A P BOAR R REE R AT IR, S KA (G BA X 224 nT RE AL e S
Lo XA HRE N BATH AT BRI 2 T HL, 05T ZRATT A
B BER BRI A g, RS

(R F

R KA S » BUWABORLTT 1, RFL BRI W, KRR
Z Pk 0 AR AR LS T AT — 25 G, RN R ) M [ R — R AR AN R
R, FATE 52— SR I QBT 0 o BROA TSSO TT A5 T, Fedi]
WAL TIXRE I — LR, AT A1, (HRE H AT BRAT I BAT XA 1 R RENE AT 2t HEAT 1
AR, BrAFRARAER — fl EBORARR AR, PrE R 2 5 B M 17— MR LF 1
T, ARGy TERAMRE RS, MRS IR R, JF Hgy T 3AT—MREF
y-a=

R e S B AR T, B R RAEBATI BT AR — R BAM— A
SANERY A=

%EJ(:

TRMASREMEW T, IEH WS OFRAT TAENG, EGIA YR, e
A5 B MR BRE ARSI 25, i HARF S 50 h— DN EERIW AR, A 1X
AN BIA I T SCEAR R, BRSO RO S 5 B EATX A B a2 . 23X L3k
HUE AR IS A, AW R AL



