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Foreword

Gunter Thielen, Bertelsmann Stifung, Chairman and CEO, Zen Peiyan, China Center for
International Economic Exchanges, Chairman

Foreword

As the pace of globalization accelerates, the world has become more interconnected and interde-
pendent. Economic, environmental and social challenges that are no longer geographically con-
fined must be tackled simultaneously. The most pressing task that the international community
faces is to craft effective global governance instruments to cope with these challenges.

In recognition of the growing, forceful and inevitable trend of globalization, the Bertelsmann
Stiftung and the China Center for International Economic Exchanges (CCIEE) organized “Global
Governance and Sustainable Economic Development”, a conference held on November 10-11, 2010
in Beijing. Experts from China and other countries gathered to discuss evolving global economic
governance and chart new paths for more stable and sustainable international economic and finan-
cial architectures.
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Foreword

More than 120 Chinese and foreign guests, including government officials, business executives,
academics and journalists, attended the conference. They participated in an open forum that
encouraged a free exchange of ideas among equals. Two days of discussions and debates revealed
a wide variety of views on the best methods for rebalancing the global economy. But there was
consensus on at least one point: Protectionism is a danger that could herald another world crisis.

This report offers a session-by-session account of the discussions held in Beijing. It summarizes
the major arguments among participants and outlines propoals for overcoming the challenges that
hinder more effective global economic governance.

We hope that the documentation of these rich discussions contributes to enhancing understanding
and cooperation among experts and peoples. The Bertelsman Stiftung and the CCIEE believe that
more frequent exchanges of this type are important for creating a more just globalized world. Our
organizations are committed to contribute to this process.

Y ii,i\_‘ﬂ

Dr. Gunter Thielen Wei Jianguo
Chairman and CEO Secretary-General
Bertelsmann Stiftung China Center for International

Economic Exchanges
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Opening Ceremony

The conference venue: China’s bustling capital
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Opening Ceremony

The conference’s opening ceremony began with a welcome by China Center for International Eco-
nomic Exchanges (CCIEE) Secretary-General Wei Jianguo and Bertelsmann Stiftung Chairman and
CEO Gunter Thielen. Both expressed the importance of the cooperation between a Chinese and a
Europe-based think tank that led to this forum in which voices representing a truly global spec-
trum can be heard. They also noted the increasing importance of China’s role in the world and the
need for greater understanding of the country’s views on issues of worldwide significance.

A series of keynote speeches by senior Chinese officials and business executives followed the
welcoming statements.

Li Yong, Gunter Thielen, Liz Mohn, Wei Jianguo
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Opening Ceremony

Chen Yongjie Wei Jianguo Gunter Thielen

Chinese Vice Finance Minister Li Yong noted that since the end of World War II the United States
led global economic governance, greatly influencing the coordination of world macroeconomic
policies. But the end of the 20th century brought a weakening of the G7’s ability to guide global
economic development. Challenges to globalization emerged on four fronts: rising difficulty coordi-
nating macroeconomic policy; heightened economic security concerns; persistent threats of trade
protectionism; and widening disparity between countries of the “north” and “south”. Li sees the
future of global governance as dependent on coordinated policy efforts, further reform of the inter-
national financial system, a more open and welcoming environment for international trade and
investment, and progress in poverty alleviation and global development. “The G20 summit sym-
bolized a cooperative relationship among the group’s members,” Li commented, “and that yields
positive results for helping the global economic recovery, reforming the international financial
system, and strengthening financial oversight. The international community should acknowledge
the G20’s contribution to providing a platform for international economic cooperation and ensure
that the G20 continues down a path toward creating a fair, equal, rational and orderly new world
order.”

Import and Export Bank of China Governor Li Ruogu agreed that the evolution of post-World War
II global economic governance was a US-dominated process that is now beset by problems largely
due to the excessive issuing and proliferation of dollars. He also criticized earlier American policy,
noting that Washington’s unilateral actions had caused instability in the past. “In 1971, the US
unilaterally announced the uncoupling of the dollar from gold and annulled the existing quasi-
fixed exchange-rate regime... this action was totally illegal.”

In an effort to restore world economic order and the international monetary system, a G7-centered
mechanism replaced the US-dominated mechanism, but that, too, has now run into problems.
This regulatory system is being blamed for triggering the financial crisis. But the flaw was really
internal, and the root cause was the idea of a free-market economy.
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Opening Ceremony

Li Yong Li Ruogu Yan Xiaoyan

The crisis accelerated the transformation of global economic governance and gave the G20 a
primary role in that transformation. This shows, Li claimed, that the developed country-driven
governance model is no longer sustainable. “The biggest problem concerning global economic
governance is that its structure is still in favor of developed countries,” noted Li. “This is not help-
ful for fixing the structural problems embedded in developed economies.”

To promote global governance reform, Li recommended: giving equal consideration to developing
countries’ national interests; placing special emphasis on structural reforms in developed coun-
tries; facilitating international monetary system reform; and taking effective measures to fight
trade protectionism and investment protectionism.

Bank of Beijing Governor Yan Xiaoyan also focused her remarks on the root cause of financial
crisis and the evolution of global economic governance regime. She challenged and questioned the
wisdom of the US-led capital market system and corporate governance model. Yan stated that cor-
porate governance should not operate entirely under free-market principles without supervision
or restriction. Better tools, organizational structure, and comprehensive processes related to risk
management should be put in place. She also urged that more attention be paid to the traditional
banking business and that reverse-cycle management should avoid high leveraging and excessive

innovation.

| BertelsmannStiftung



Session 1

Session 1:

The G20: Its agenda for Seoul and its role
in global governance

The conference’s first deliberative session gave speakers an opportunity to examine the G20’s role
and effectiveness just days before its summit in Seoul. The impact of Washington’s quantitative
easing (QE) policy was also in focus. Jin Canrong, Vice Dean of the International Affairs Depart-
ment at Renmin University, moderated the discussion.

Future World Foundation Executive Vice-Chair Sedn Cleary argued that, to a large extent, the
success of the G20 in coordinating global governance relied primarily upon members’ ability to
break away from the mindset of their narrowly defined national interests. He noted that American
QE policy made sense from Washington’s perspective even though other countries viewed it as a
threat, not a remedy. Cleary called for ensuring that objectives are systematic and comprehensive.
“You have to have a clear vision,” he said. “You have to have an understanding of the mission that
underpins that vision.... And then you have to reflect deeply and eventually decide on the strate-
gies to realize such goals. You can’t abdicate that responsibility. You can’t leave it to the workings
of impersonal markets although the markets are terribly important, highly efficient things under
some circumstances.”

When asked if the G20 will protect international interests or those of its member-states, Cleary
repeated his call for the G20 to have shared goals if it is to engage in crisis management. Success
is conditioned upon eliminating narrowly defined national interests.

Cleary also continued to address the negative impact of QE. He noted that international trade
imbalances make it imperative for the International Monetary Fund (IMF) to establish a stronger
regulatory mechanism and a more stable exchange-rate regime. “[This]... potentially create[s] a
platform that might enable us to move forward to a more stable exchange-rate regime in which
the dollar itself is no longer the single reference point, creating extreme risk in my opinion, as
far as China’s foreign-exchange reserve is concerned. It might take us in a direction of something
like [making] the dollar, the Euro, the RMB and the yen, collectively the basis of an international
currency reserve system.”

»
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Session 1
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Jin Canrong, Sean Cleary, Cui Liru, Domenico Lombardi, Zhang Yuyan

Chinese Institute of Contemporary International Relations President Cui Liru remarked that the
G20’s legitimacy lies in its representativeness and effectiveness. The group has already played a
significant role in these two areas and will continue to do so.

Cui predicted that the challenges of a globalized world would increase as the globalization process
accelerates and interdependence among nations solidifies. He called on nations to adopt coordina-
tive actions and to reform or establish a new, fair and sound international system with a larger
role for the G20. “I am quite hopeful that as the G20 develops, we can be realistic while aiming at
a long-term goal, taking advantage of G20’s representativeness and efficiency to make this group
function better.” Cui added that the G20 can be effective in a crisis, but that politics always makes
consensus harder to reach.

| BertelsmannStiftung
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Session 1

Jin Canrong Sean Cleary Cui Liru

Oxford Institute for Economic Policy President Domenico Lombardi pointed out that, in a multi-
polar world system, the G20 is important because it includes emerging economies in the global
governance system. Those countries, especially African states, should have a greater role in inter-
national affairs. He also called for more efforts to reform the international financial system and
cited the IMF’s leading the way in altering its voting structure. He called the proposed six-percent
voting shift in favor of emerging economies “unprecedented” and noted that the move would
accompany similar change in the IMF’s key policymaking body, its executive board.

Lombardi urged the World Bank to follow the IMF’s lead and increase the decision-making power
of developing nations. Concerning effectiveness, Lombardi noted that the G20 provides a major
platform to allow better information flow and greater exchanges of ideas. That allows each country
to gain a better understanding of others’ policies. He said QE is closely tied to the current monetary
system, which it serves well, but claimed this US action is unfair to emerging-market countries
as they do not issue reserve currencies. He warned against QE’s monopolizing G20 discussions
and urged that equal attention be given to reform of the international monetary system so that it
can better serve emerging economies. This would include an examination of the US dollar’s role
as the world’s primary currency. “Perhaps not surprisingly, recently the governor of the Central
Bank of China advocated for a stronger SDR... [as] an alternative to the dollar. [This would] remove
the inevitable sources of uncertainty... when emerging economies have to rely on a single nation’s

currency as the main international currency.”

»
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Session 1

Zhang Yuyan, head of the Institute of World Economics and Politics at the Chinese Academy
of Social Science, held the view that expanding G20 membership will prove less effective than
increasing the representation of developing nations in international entities such as the IMF and
the World Bank since those organizations can execute policy. Incorporating African nations or
other regional blocs into the G20 will undermine its organizational efficacy and decision-making
consistency.

Zhang proposed establishing a permanent G20 secretariat and crafting new rules for decision-
making and caucusing procedures to make the group better equipped to assume more responsibil-
ity. Such reform would also allow the G20 to expand its scope of services to provide more global
public good, and open discussions on climate change and future trends of economics, finance and
trade. With developed economies facing deflation pressure on one hand and developing economies
grappling with inflation on the other, he was wary of the outlook for a global recovery. “Among the
G20 there are nine developed economies and 11 emerging ones, [ give it a name of ‘E11’. The ‘E11’
share a variety of needs and interests,” he said, “that lay the foundation for internal cooperation.
I suggest focusing the debate on coordination between developing and developed countries, and

enhancing collaboration [among emerging economies|.”

Zhang acknowledged the necessity of QFE in the short run but warned that long term the spill-over
effect of dollars will cause more problems than it solves. He called for US macroeconomic policies
that align with international interests. While QE is a response to global trade imbalances, he
noted that the root cause of such an imbalance derives from discrepancies among the status of
the American currency, American economic output and the volume of American trade. “US GDP
accounts for 20 percent of the world total, and US trade volume is about 10 percent of the world
total. However, the dollar accounts for 60 percent of currency reserves and 65-70 percent in the
pricing and settlement for trade.”

| BertelsmannStiftung
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Session 2

Session 2:

The International Trade System: Facilitating
more productivity, efficiency and inclusion

Debate and discussion during this session centered around needed reform of the global trading
system and the role of the Chinese trade surplus. Lin Guijun of the University of International
Business and Economics moderated the panel.

CCIEE Chief Economist Chen Wenling began her remarks with a warning that current trade dis-
putes were underpinned by traditional trade theories that no longer reflect new rules regulating
modern trade relations. She urged countries to move beyond such thinking by acknowledging
recent shifts in the world’s manufacturing industries, changes in trade volumes and trading
partners, the impact of globalization, and a boom in innovation. Chen claimed that the theory
of comparative advantage needed to be re-interpreted to remain relevant. The theory needed to
move away from bilateral comparisons and embrace new industrial production factors in an open
and globalized market. Such factors include the tangible and intangible, both of which now flow
multi-dimensionally around the world. “Traditional trade theory no longer holds true. China has
made remarkable contributions to world trade, but it is paying a premium in terms of labor costs,
environment costs and natural-resource costs,” she said. “China’s efforts and contributions should
be acknowledged and praised.”

Chen called for new evaluation and compensation mechanisms to stave off a universally damaging
round of protectionism. These mechanisms would examine the contributions of major trading
countries in a fair, scientific and accurate manner. Special attention should be given to developing
nations that need to be properly compensated for their expenses.

Council of the Americas Vice President Eric Farnsworth repeated Chen’s warning against pro-
tectionism and urged countries to embrace and facilitate the Doha Round trade negotiations. He
urged delegates to give more attention to merging markets’ interests and views, especially those
concerning agriculture. “The US remains, in my view, one of the most protectionist countries in
terms of agriculture trade. But we are certainly not alone.... Agriculture trade is perhaps the most
complicated politically issue out there. But it’s agriculture trade that will do the most, in my view,
to [give] a point of access to some of the emerging markets into the global economy... [T]hat has
real implications for global equity and some would even say global fairness.

Farnsworth added that assistance from more advanced economies should not be narrowly confined
to direct financial help. Instead, support for unlocking developing economies’ comparative advan-
tages should be encouraged to add higher value to their products and to break the old model that
centers on selling and exporting raw materials.

»
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Session 2

He noted, however, that developing countries have their own obligations to fulfill. These include
institution building, greater transparency in their financial and political systems, promoting better
business environments, and raising living standards for their citizens.

Finally, Farnsworth commented on increased Chinese imports and said that they were not the only
remedy to fix current imbalances. But he admitted that the world is looking toward the growing
ability of Chinese consumers to stimulate a worldwide economic recovery and serve as the world’s
growth engine.

Ambassador and Permanent Representative of the Republic of Mauritius to the World Trade Orga-
nization (WTO) Shree Baboo Chekitan Servansing stressed that governance has to be globalized
and inclusive to sustain economic development. Less technologically competitive countries must
rely more heavily on domestic consumption, which means difficulties in competing globally. The
subsequent need to re-design the current trading system and enhance multilateralism lies in the
hands of the international community. Servansing called on underdeveloped countries to adopt a
more inclusive and less isolationist approach on this issue. Effective international support should
encourage less developed countries to reform, develop pro-active negotiating positions and draft
long-term development plans.
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Lin Guijun, Chen Wenling, Eric Farnsworth, Shree B.C. Servansing, Paula Stern, Zhang Yansheng

»

P

| BertelsmannStiftung 1



Session 2

Chen Wenling Shree B.C. Servansing Paula Stern

Servansing echoed Farnsworth’s call for a successful Doha Round and a more inclusive interna-
tional economic system. He said agricultural issues need priority as does market openness and

eliminating barriers to entry.

Servansing warned that US imbalances cannot be eliminated solely by tackling China’s export
surplus. And he repeated Farnsworth’s call for reform that boosts production structures, innova-
tion, technology and competitiveness in developing countries so that they can move away from
traditional raw-material, clothing and textile exports and trade on a level playing field with other
nations.

Stern Group Chairwoman and former Chairwoman of the US International Trade Commission Paula
Stern spoke of the challenges Washington faces in participating in global economic governance.
She cited the 9.6 percent official American unemployment rate and acknowledged speculation
that the real number exceeded 17 percent. She spoke of Washington’s record-high fiscal deficit,
escalating resistance to healthcare reform, and a mid-term election backlash against President
Barack Obama. All this, she said, amounted to huge political pressure on the administration and
facilitated the conception of the Federal Reserve’s QE policy.

Stern expressed concern that current trends isolated Washington and threatened to turn the G20
into a “G19 versus 1”. This, she added, “would be a disaster. It would not serve China’s interests.
This is not a zero-sum game. [Trade policies are| a very important matter [that promotes] world-
wide prosperity that is sustainable by all parties.”

Stern said that countries would benefit from a successful Doha Round, strengthened supervision
and monitoring functions of the IMF and the WTO, a reinforced trade policy-review mechanism,
and more transparency by making review results available to the public.

16
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Session 2

Stern shared the view of other panelists in her call for China to increase imports, saying that
such a move would not only be forward-looking but also essential for the country. She added
that structural reforms in Beijing’s pension-fund and healthcare systems would be good steps to
encouraging consumption and eliminating trade barriers, as would an end to Chinese policies that
allow discriminatory treatment of foreign enterprises.

Zhang Yansheng, Director-General of the Institute of Economic Research at the National Develop-
ment and Reform Commission, began his remarks by listing three challenges to the world trade
system:

= A balance between liberalization and development: In the past, countries placed excessive
emphasis on the importance of trade liberalization, investment liberalization and financial lib-
eralization. This obscured problems pertaining to economic development.

m The challenge to further opening of markets worldwide due to current trade imbalances: The
current climate for criticizing China for exporting too much blurs the gains that other countries
make from Chinese production. “Every dollar-denominated Chinese export has at least half its
value-added from the US, Europe or Japan. A simplified emphasis on trade balances actually
works against globalization.”

= Boosting employment while tackling trade protectionism: Since the majority of Chinese exports
comprises textile, clothing, luggage and labor-intensive electrical products, a renminbi appreci-
ation would not contribute much to lifting employment in developed countries.

To secure future international trade, Zhang proposed a system that upholds the highest standards
of cooperation, openness, market liberalization and low-carbon development, while reigning in
trade protectionism. Such a system should ensure that poor and less-developed states benefit
commensurately from globalization.

Addressing the demands for China to increase imports, he predicted that restoring international
balances will require a long-term process. He defended the Chinese government’s procurement
system, describing it as robust and open, and said that many government-procured products are
imports or manufactured by joint ventures. Zhang cautioned that China’s developing-country sta-
tus should never be overlooked. He claimed that the poor ability of the country’s private sector to
innovate was the economy’s weakest link — one that hinders growth and productivity.

| BertelsmannStiftung
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Session 3

Session 3:

Global Development: Spurring innovation
and sustainability

Moderated by former Swedish Finance Minister and current Lund University Board Chairman
Allan Larsson, this session addressed climate change, energy security and innovation technology
with a focus on innovation technology and global climate negotiations.

Panelist Damian Omar Valdez, trustee of the National Center for Sustainable Development (NCSD)
and president of Evolution Capital Management, Inc., began by predicting expanded investment in
“green” technologies even without a post-2012 successor to the Kyoto Protocol. He cited as evidence
a partnership between NCSD, a US-based non-profit, and the China Clean Development Mechanism
Fund (China CDM Fund), an arm of the Chinese finance ministry. In November 2009, both organiza-
tions launched the “China-US Low-carbon Development Cooperation Program” to influence policy
formulation through demonstration projects and to direct private capital into low-carbon economic
development. The program seeks to identify practices and policies that have been successfully
pursued in the West and to promote them as commercially viable investments in China.

Valdez emphasized that a key element of any successful investment strategy in China is to be
in line with the overall policy direction, especially for long-term investments in infrastructure
or for complex issues such as climate change. Given prevailing uncertainty over international
climate-change policy, Valdez spoke of the importance of the bilateral Sino-American relationship
on this issue. He sees a clear policy direction for low-carbon economic development emanating
from Beijing but none from Washington. “It’s our view that China will pursue a policy in which its
own internal market is large enough to substantiate the carbon trade program as formulated in its
next “Five-Year Plan”... In the US... it’s less clear how that will really play out [since it’s relegated
by] state by state initiatives,” Valdez said.

Denis Fred Simon, director of the Program on US-China Technology, Economic and Business Rela-
tions at the School of International Affairs at Penn State University, focused his remarks on China’s
investment into science and technology. As an expert on the Chinese R&D system, Simon serves as
the science and technology advisor to the mayor of Dalian. Simon noted that “the action in China
is done on the local level. We are now starting to see national policies getting transformed into
actual local policies at the provincial and municipal levels.” One example for this transformation
of the local economy is the new, clean science city in Dalian, which includes collaboration between
Dalian University of Science and Technology and Penn State University to create a center of new
energy research. This effort is evidence that China wants to be prepared to take on the challenges
of becoming a serious player in the new technology revolution that is emerging. “China is seri-
ous about making the transition from being the factory of the world to become the new serious
innovation-driving nation,” Simon stated.

»
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Session 3
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Allan Larsson, Han Wenke, He Jiankun, Denis Fred Simon, Damian Omar Valdez

In this vein, Chinese determination to become an innovation-driven economy is not yet sufficiently
understood and appreciated in the US, whose investments in “green” technology, compared to
China’s, appear less determined and strategic. Although the US plays a substantial role in the
“green revolution” and “green” economy”, Washington is restrained in this area by the domestic
political environment. Constituencies opposed to more innovative approaches to confront climate
change are powerful, leaving the federal government limited room to maneuver. The hope is that
the imperatives of China’s own environmental situation will move the US into a more conciliatory
position and facilitate a willingness to develop a partnership with the Chinese.

He Jiankun, director of the Laboratory of Low-Carbon Energy at Tsinghua University and deputy
director of the National Expert Group on Climate Change argued that China has made great prog-
ress with respect to energy saving and developing new and renewable energy. Nevertheless, China
faces serious constraints on resources and the environment. Due to rapid industrialization and
urbanization, the country’s energy consumption and CO, emissions are high and increasing. Since
this is unlikely to change quickly, “China has put energy saving and emission reduction high on
its agenda and made great achievements in resources saving and environmental protection”. From
1990 to 2009, China’s energy intensity per unit GDP dropped by 53 percent and CO, intensity
by 55 percent, a better than average performance for developed countries in the same period.
Thus, China has made considerable progress in energy conservation and efficiency although total
energy consumption keeps increasing with China’s rapid economic growth. The country’s GDP
jumped 660 percent increased between 1999 and 2009 while energy consumption and CO, tripled
in that time. China still has an arduous task in energy saving and emissions reduction.

»
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Session 3

He also noted that developing carbon-free new and renewable energies is important for combating
climate change. Between 2006 and 2009 China saw a 60 percent increase in the output of such
energies, which “in terms of the speed in developing new energy and renewable energy and in
terms of the scale of the new production and new investment in the energy sector has pushed
China into the front ranks of the world”. Despite the progress, Chinese CO, emissions will con-
tinue to rise since fossil fuels are required to meet burgeoning demand.

He claimed China is sparing no effort to promote energy conservation and emissions reduction.
Before the UNFCCC meeting in Copenhagen, Beijing set a target of reducing the unit GDP CO,
emissions intensity by 40-45 percent by 2020 while increasing the proportion of renewable
energy and other non-fossil fuels used in the primary energy structure from 7 percent in 2005
to 15 percent in 2020. The Chinese government also targeted a 20 percent reduction in unit GDP
energy intensity in its 11th five-year plan, which ran from 2005 to 2010. Similar goals are set for
the 12th five-year plan.

With respect to international climate negotiations, He expressed pessimism and doubted a com-
prehensive agreement would be concluded at Cancun. But he vowed that China would stand by its
pledges to reduce CO, intensity, which go beyond UNFCCC provisions, regardless of other nations’
actions.

Han Wenke, president of the Energy Research Institute of the National Development and Reform
Commission (NDRC) also emphasized that China takes seriously the need for clean energies. He
confirmed that since 2000 the country has accelerated the development of clean and renewable
energies, wind power, solar energy, hydropower, and nuclear energy. “China has truly taken the cli-
mate change issue as a priority in formulating its domestic policy,” he said. And he predicted that
Beijing will continue to strengthen its policy of responding to global climate change. As evidence
of this, Han cited China’s promotion of new technologies and mechanisms, such as low-carbon eco-
nomic development, carbon taxation and carbon trade. He also noted that China has established a
carbon trading exchange.

In response to a question from Larsson about a negative economic impact from a program of
emissions reduction, Han noted that addressing climate change has positive and negative effects
on economic development. He acknowledged that the negative impact of climate strategies is more
significant on developing economies. While employment may be hit, new technologies and new
industries could be born. China is already benefitting from emerging industries such as renew-
able energy, wind power, and solar power, which have developed rapidly. This has instilled new
dynamism into the Chinese economy. With official backing these sectors gain further momentum
to develop and contribute to China’s economic modernization.

20
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Session 3

Allan Larsson Han Wenke Damian Omar Valdez

Han injected some optimism into the discussion of prospects for international climate negotia-
tions, noting that progress has been made at each global gathering on the issue. Excessively high
expectations have turned these negotiations into “failures”. He counseled patience in tackling
such a complex problem and reminded the audience that other global challenges such as AIDS
have taken considerable time to confront. Han noted that each country needs to adjust its domes-
tic policies and many have proposed new goals. But he cautioned against continuing unrealistic
expectations of others, specifically China.

Audience comments and questions underlined the need and urgency of decisive measures to
tackle climate change, especially as the chances for a positive outcome of the Canctin negotiations
were considered low. Panelists affirmed the global need to reduce CO, emissions substantially and
quickly. To do that, all countries must adopt a low-carbon approach, which necessitates fundamen-
tal social changes, and investment in technology.

Larsson closed the discussion with several conclusions. The panel debate, he pointed out, had
offered positive and less positive conclusions. The former is that China is determined to move
ahead with its investments in “green” technology. The latter is the US political situation, which
would make any global agreement difficult in the next two years. “So there is some hope, but at
the same time, with the political complications mentioned, we have to think out of the box and see
all the other ways forward,” he said.

Larsson also noted that the discussion had revealed an increasing competition for innovative
“green” technologies: “There is a “green race”, and China is determined to win that race.” This
growing competition may be as important for future policy implementation as the multilateral
negotiations. If the US realizes that China is assuming leadership of “green” technology, this may
spur Washington to take more productive action on tackling climate change.

| BertelsmannStiftung
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Session 4:

Global Financial Architecture: The path towards
stability and sustainability

Moderator Wolfgang Miinchau, Financial Times associate editor and European economic columnist
launched the discussion by asking panelists to outline their priorities for the reform of global
financial and monetary systems.

Dennis Snower, president of the Kiel Institute for the World Economy, focused on the G20 as a
primary forum for reform. He believed the G20’s priority is to move away from zero-sum games
and identify win-win situations that foster international cooperation. As an example of this, he
proposed the establishment of long-term fiscal plans that maintain moderate national debt levels
relative to GDP. Such plans would help resolve economic uncertainties in highly indebted coun-
tries such as the US. In addition, he advocated strengthening the viability of emerging markets
to cushion economic shocks, thereby stimulating consumption. “By focusing on the structural
underpinnings of global imbalances, we may have turned a zero-sum game into a positive-sum
game,” he concluded in his introductory remarks.

Xia Bin, director of the Institute of Finance at the Development Research Center of the State Coun-
cil, blamed Washington’s long-term low-interest-rate policy after the 2001 dotcom crash as the
main trigger for the financial crisis. Such a policy, he explained, was possible only due to the
dollar-dominated international monetary system. It would have been impossible in the eurozone or
in China. Xia pleaded for a step-by-step reform of the international monetary system, an approach
that should not interrupt the process of globalization. He proposed, for example, to reform special
drawing rights (SDRs) by adding the yuan to its basket, by making SDRs available to the private
sector, or by improving the way an SDR’s value is calculated.

Xia also spoke about reform already underway in China. He emphasized that his country’s 12th
Five-Year Plan, whose implementation begins in 2011, includes structural reforms that will encour-
age domestic consumption. He criticized US reluctance to export technology to China, which could
help significantly reduce bilateral imbalances. Xia agreed with Snower on the need for concerted
action: “All this requires cooperation among major powers. In the rebalancing process, we should
not blame each other.” He also injected a note of competition, adding “Whoever makes the fastest
structural adjustments wins the initiative.”

»
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Session 4

For Cao Wenlian, deputy director-general of the Department of Fiscal and Financial Affairs at the
National Development and Reform Commission, the small role of wages as a distributor of income
is a central problem for countries such as China. “As a result,” he said, “individuals’ income growth
lags economic growth as a whole.” He believed China is heading in the right direction with its
structural reforms but admitted that progress is slow.

Stefano Fantacone, research director at Centro Europa Ricerche, said that “a new model of inter-
national cooperation [should be] founded on three different but interdependent pillars.” These are
“resisting protectionism pressures”, “limit[ing| the risk in the financial market”, and “prevent[ing]
moral hurts in this market”. He warned that the establishment of “too-automatic market rules”
might not be suitable to distinguish between cyclical and structural deficits or surpluses.
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Wolfgang Miunchau, Cao Wenlian, Dennis Snower, Stefano Fantacone, Xia Bin
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Discussion continued with a question from Miinchau on World Bank President Robert Zoellick’s
proposal for a Bretton Woods II System based on gold. Snower’s was unequivocal in his opinion
of the plan. He said that “bringing back a gold standard to introduce the whole new set of fric-
tions and noise in the system has very little to do with efficient movement of trade.” Cao added
that “I don’t believe any serious economist would take gold as the base currency. A gold regime
cannot improve the world economy... in a time of globalization.” However, he mentioned that the
International Monetary Fund had made “significant progress” by increasing the voting rights of
developing countries. Xia claimed that since “it is unlikely that the US will take the initiative”
to move from a dollar domination to more diversified reserve currency baskets, the world needs
to “resort to the second best option”, a “transitional, multi-currency system”. Snower proposed
national rules for delineating long-term debt as a share of GDP and the speed with which this
ratio can be reached. He questioned if similar rules could be established for variables underlying
long-term exchange-rate goals. Xia, however, warned that “rigidly planned global trade would be
against the laws of the markets and its political feasibility is also questionable”.

Audience questions followed, beginning with a focus on the pace of the internationalization of the
Chinese yuan. Xia estimated that it would “take very long time, and we’ll have to be patient”. He
noted that the Chinese government must create opportunities for an off-shore yuan market, such
as raising yuan-denominated bonds in Hong Kong. Cao reminded the audience that the Japanese
yen’s role as a reserve currency remains small despite that currency’s internationalization pro-
cess.

»
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Session 4

Miinchau brought Washington’s Quantitative Easing 2 (QE2) into the debate. Xia criticized the
policy as one that means simply printing money and claimed that this was the “common under-
standing of the whole world”. He quipped that the then-approaching G20 summit is often dubbed
“G19 vs. 1”. He emphasized that QE2 would be ineffective in reversing US employment since this
is a structural problem, not a funding problem. “There isn’t a money shortage,” he said. “What
really matters is whether there is a high return on investment and how to restructure the current
economic system.” Fantacone stated that QE2 is meant to fight the recession; it has nothing to do
with monetary system reform. Snower warned that QE2 reduces financial-market volatility only in
the short term. He predicted that more volatility would emerge when QE2 measures are undone
and warned that the policy would create a false sense of confidence in the financial system. In
addition, it would give rise to future protectionism pressures. Xia added his own warning, predict-
ing that “stagflation and economic depression” would result if the US “continues to put forward
QE3 and QE4 to stimulate the economy”. He proposed instead cuts in American military spending,
sales of gold reserves and increased exports of advanced technologies.

The session’s final remarks began with Fantacone, who urged creating a set of rules to measure
the sustainability (or lack thereof) of current-account imbalances. “This is theoretically possible
and is not complicated,” he added. Fantacone also expressed concern about determining the ratio
of currencies in any basket-based exchange-rate regime. To move towards such a regime, Snower
emphasized the need for an international regulatory regime for financial markets that prevents
regulatory arbitrage. Xia proposed that a suitable basket should include the pound, the yen, the
euro, and “even the currencies of Brazil and China”. Cao saw two major balances to consider -
those between consumption and savings and between innovation and financial-product regulation.
In his closing remarks, Miinchau noted that the G20 summit’s agenda is much more modest than
the topics discussed in the session. He admitted to being shocked by the little accomplished on
the international level given the global financial crisis, and ended on another pessimistic note.
“My conclusion is probably we need a bigger financial crisis to actually come up with any of these
changes. This is not desirable to happen, but it is a likely and necessary precondition for it. I leave
you with that thought.”
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Book Presentation:

“Rebalancing the Global Economy”

A special session devoted to presenting a new Bertelsmann Stiftung/Foundation publication,
“Rebalancing the Global Economy”, concluded the conference’s first day. Three of the book’s
authors presented it, part of the Bertelsmann Stiftung/Foundation series “Europe in Dialogue”.
Stefan Collignon, professor of political economy at the Sant’Anna School of Advanced Studies in
Pisa, Italy; Masahiro Kawai, dean and CEO of the Asian Development Bank Institute in Tokyo,
Japan; and Zhang Yongjun, research fellow at CCIEE, Beijing, China joined moderator Albert
Keidel, senior fellow at the Atlantic Council for a discussion of causes of the financial crisis, cur-
rent imbalances and the authors’ solutions for correcting imbalances.

The book’s fourth author, Richard Cooper, professor of economics at Harvard University, USA, was
unable to travel to the Beijing conference.
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Book Presentation

Causes of the financial crisis and global imbalances

Collignon started the discussion by explaining that global imbalances appear to occur in current
accounts and foreign-exchange reserves. He agreed with Cooper’s belief that current-account sur-
pluses and deficits can be harmless when a deficit country has good reasons to attract the capital
inflows to finance them. He also commented on China’s strategy to peg the yuan to the US dollar
and criticized Washington’s complaints about that policy. “There always have been development
strategies based on pegging to a large currency that allows integration into the world market
and also reducing exchange-rate volatility. This is what China has done,” Collignon said. “That is
the key to understanding why China has interest to sustain and preserve the condition for that
strategy, and that’s why American policy demands are counterproductive.”

Kawai was also critical of Washington’s policies. “Some people take the view that the global imbal-
ance was a major cause of the crisis. I don’t think so. The global imbalance was more a result of
US overspending.” He also said that China had assumed Japan’s traditional place as an important
country in surplus but that each country — whether in surplus or deficit — had the responsibility
to deal with its own situation. He cited Australia and Canada as successful examples of this while
acknowledging that the crucial issue about imbalances is whether they are temporary or perma-
nent. “The biggest problem,” Kawai said, “is political pressure, the rise of protectionist sentiment
in deficit countries, in particular the United States.” Although politicians could be short-sighted,
he insisted that fiscal consolidation is important for the US. On the other hand, he urged China to
undertake measures to lower its savings rate, in particular corporate savings.

Zhang argued that the appreciation of the Japanese yen and the German mark against the US
dollar in the 1980s showed that exchange-rate adjustments had limited impact on international
imbalances. Domestic macroeconomic policies and differences in industrial structure were of far
greater significance. He noted the US structural deficit is a crucial problem because “the entire
private commodity consumption is notably larger than the domestic private production of goods”.
Zhang credited a double identity of the US dollar as a national and international reserve currency
for allowing Washington to run current-account deficits for so long. This “enabled Americans to
spend on credit on a large scale, which would not be possible in any other country.”
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Masahiro Kawai Stefan Collignon

Current imbalances

Collignon claimed that exchange rates were given more credit than they deserved for creating cur-
rent global imbalances. He proposed that “the burden of adjustment in the world” be broadened
and reserves become more diversified. “Why can’t we have some deficit in Europe and less deficit
in America?,” he asked.

Kawai wondered if massive Chinese investment stymied domestic consumption, noting that house-
hold savings in Japan, Taiwan and Korea, among others, was not as high in their early stages of
development as it is in China now.

Zhang again stressed that overspending and structural problems were the root causes of American

problems. He called on China, however, to increase investment in its service sector and place less
emphasis on industrial production.

»
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Stefan Collignon, Richard N. Cooper, Masahiro Kawai, Yongjun Zhang

Rebalancing the Global Economy

Four Perspectives on the Future of the International
Monetary System

Europe in Dialogue 2010 | 01

| BertelsmannStiftung

Proposed solutions

Collignon listed three goals for overcoming the current situation: greater flexibility in the US
economy, stability in China, and no excessive revaluations in Europe and Japan that could push
them into depressions. To reach these goals, he proposed that China, East Asia and Southeast Asia
peg their currencies to a basket of euro and yen, not to the US dollar. This basket could evolve
into a new international currency, similar to Special Drawing Rights, as Chinese Central Bank
Governor Zhou Xiaochuan has proposed.

Kawai proposed a reduction in China’s corporate savings by using profits for healthcare, education
and other social spending, and he called on Beijing to liberalize capital-outflow controls to ease
pressure on the yuan. He warned that China’s current exchange-rate policy affected neighboring
countries by unfairly placing additional economic burdens on them. “The adjustment burden could
be shared more equally.... Regional cooperation and integration is really the way to go,” he said.
Zhang concurred by explaining that a diversified international monetary system and greater coop-
eration among Asian countries would help eliminate unhealthy imbalances.

Chen Yongjie, CCIEE deputy secretary-general, summarized the discussion by pointing out that
“every country, particularly big countries, facing global imbalances should solve their own prob-
lems”. He claimed that China “didn’t try to pass the difficulties brought on by the crisis to any
other country in the world” and that other big countries need to identify the “relationship between
their own domestic imbalances and global imbalances”.

| BertelsmannStiftung
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“Dealing with Global Imbalances”

Beijing, 11 November 2010 (closed session)

The 2010 International Policy Forum went into closed session on its second day to foster an open
exchange of views on the hotly debated issue of global imbalances. Forty-four participants repre-
senting business, politics and research worldwide participated in the session.

The previous day’s presentation of “Rebalancing the Global Economy”, a recent publication by the
Bertelsmann Stiftung, served as the discussion’s starting point. Selected participants also reported
on the results of the China Center for International Economic Exchanges’ (CCIEE) “Monthly Eco-
nomic Talk”, which had taken place earlier in the day.

The participants’ key proposals to establish a more balanced world economy are summarized below.
The future of the international monetary system

The international monetary system has to be reformed. In the long term, a basket of major curren-
cies should replace the US dollar as the premier global currency. Developing countries could peg
their currencies to such a basket to stabilize exchange rates, lower investment risk and make better
economic decisions. Countries that industrialize should implement a floating exchange-rate regime.

Measures for surplus countries beyond exchange-rate adjustments

Emerging economies should establish social-security systems to decrease export surpluses, reduce
dependence on other countries, and cushion their societies against shocks. They should import
services and high-level technology to help generate economic growth and transform themselves
into developed countries.

Global economic trends and their linkages to global imbalances
Global economic policy should not restrict itself to merely plugging the holes of an increasingly
fragile international monetary system. Rather, it should focus on the underlying trends that cause

systemic weakness. These include growing inter-linkages in the global economic system, demo-
graphic change, global inequalities, foreseeable power shifts and technological advances.

»
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“Dealing with Global Imbalances”

Global economic governance

Some conference participants pointed out that, the main cause arising from this financial cri-
sis was over issuing of currency through national credit. China will pass through the economic
development phase, raise wages, look for a method to increase consumption, reduce the trade
surplus, while continuing to play the role of world economic engine, and lead the world economic
recovery. The strategy of keeping the RMB exchange rate stable, safeguards the long-term objec-
tive of relatively quick, yet steady, Chinese economic growth. The international community should
promote the establishment of a diversified international reserve currency system (with checks and
balances) that will safeguard the stability of the global financial system.

The demands for global governance have grown tremendously in only a few decades. Therefore,
the participants agreed that greater effort is needed to conduct economic and political studies on

creating sustainable regimes and institutions. It was emphasized that interdisciplinary exchange

and open multilateral discourse are key to finding good governance solutions.

Zhang Yansheng

Wei Jianguo, Andreas Esche, Zheng Xinli

FATREFRLTT -
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Agenda

Content and timing of sessions are subject to change

Wednesday
November 10

Multi-function Hall, Floor 2
Building A, Beijing Hotel

08:30-09:00

Registration

09:00-09:50

Opening Ceremony

Moderator:
Chen Yongjie, Deputy Secretary-General, CCIEE

Welcome Remarks:
= Wei Jianguo, Secretary-General, CCIEE
= Gunter Thielen, Chairman and CEO, Bertelsmann Stiftung

Keynote Speech:

Development Progress and Future Direction of Global Economic Governance
= Li Yong, Vice Minister, Ministry of Finance

= Li Ruogu, Chairman and President, Export-Import Bank of China

= Yan Xiaoyan, President, Bank of Beijing

10:00-11:10

Session 1: The G20: Its agenda for Seoul and its role in global governance

Moderator:
Jin Canrong, Professor and Associate Dean, School of International Studies,
Renmin University of China

Panelists:

m Sean Cleary, Executive Vice-Chair, Future World Foundation

= Cui Liru, President, Chinese Institutes of Contemporary International
Relations

= Domenico Lombardi, President, The Oxford Institute for Economic Policy;
Senior Fellow, The Brookings Institution

= Zhang Yuyan, Director, Institute of World Economics and Politics, Chinese
Academy of Social Sciences

11:10-11:25

Break
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11:25-12:30

Session 2: The International Trade System: Facilitating more productivity,
efficiency and inclusion

Moderator:
Lin Guijun, Vice President, University of International Business and

Economics

Panelists:

= Chen Wenling, Chief Economist, CCIEE; Director-General of the
Comprehensive Research Department of the State Council Research Office

m Eric Farnsworth, Vice President, Council of the Americas and
Americas Society

= Shree B.C. Servansing, Ambassador and Permanent Representative of
the Republic of Mauritius to the World Trade Organization; Former Chair,
Trade and Development Committee, World Trade Organization

m  Paula Stern, Chairwoman, The Stern Group, Inc.; Former Chairwoman,
United States International Trade Commission

m Zhang Yansheng, Director-General, Institute of Economic Research,
National Development and Reform Commission

12:30-14:00

Lunch — Sunshine Café, Lobby, Building A, Beijing Hotel

14:00-15:15

Session 3: Global Development: Spurring innovation and sustainability

Moderator:
Allan Larsson, Chairman, Lund University; Former Finance Minister, Sweden

Panelists:

= Han Wenke, Director-General, Energy Research Institute, National
Development and Reform Commission

= He Jiankun, Vice Chairman, China Experts Panel on Climate Change;
Director, Low-Carbon Energy Lab of Tsinghua University

m Denis Fred Simon, Professor, School of International Affairs, Penn
State University

= Damian Omar Valdez, Trustee, National Center for Sustainable Development

15:15-15:30

Break
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15:30-16:45 Session 4: Global Financial Architecture:
The path toward stability and sustainability

Moderator:
Wolfgang Miinchau, Associate Editor and European Economic Columnist,
Financial Times

Panelists:

m  Cao Wenlian, Deputy Director-General, Department of Fiscal and
Financial Affairs, National Development and Reform Commission
Stefano Fantacone, Research Director, Centro Europa Ricerche
Dennis Snower, President, Kiel Institute for the World Economy
Xia Bin, Director, Institute of Finance, Development Research
Center of the State Council

16:45-17:30 followed by presentation/book launch of
“Rebalancing the Global Economy”

Moderator:
Albert Keidel, Senior Fellow, Atlantic Council

Panelists:

m  Stefan Collignon, Professor of Political Economy, Sant” Anna School
of Advanced Studies

= Masahiro Kawai, Dean and CEO, Asian Development Bank Institute
Zhang Yongjun, Research Fellow, CCIEE

17:30-18:00 Discussion

Moderator:
Chen Yongjie, Deputy Secretary-General, CCIEE

18:00-18:30 Reception (closed to media) —
Grand Ballroom, Floor 18, Building A, Beijing Hotel

18:30-19:45 Dinner (closed to media) -
Grand Ballroom, Floor 18, Building A, Beijing Hotel

Moderator:
Wei Jianguo, Secretary-General, CCIEE

Welcome Remarks:
Zheng Xinli, Permanent Vice Chairman, CCIEE
Gunter Thielen, Chairman and CEO, Bertelsmann Stiftung
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Thursday
November 11

Agenda

Dealing with Global Imbalances

Multi-function Hall, Floor 2,
Building A, Beijing Hotel

09:00-09:10 Opening Ceremony
Moderator:
Xu Ting, Senior Project Manager, Bertelsmann Foundation
Welcome Remarks:
Andreas Esche, Director, “Global Future Development”, Bertelsmann Stiftung
09:10-10:10 Session 1: Defining criteria for a sustainable equilibrium in the global
economy
Moderator:
Stefan Collignon, Professor of Political Economy, Sant” Anna School
of Advanced Studies
10:10-10:30 Break
10:30-11:30 Session 2: Building a shared and balanced structure for global economic
governance
Moderator:
Chen Wenling, Chief Economist, CCIEE; Director-General of the
Comprehensive Research Department of the State Council Research Office
11:30-12:00 Concluding Session: Establishing a more sustainable global economic
system — the way forward
Moderator:
Chen Wenling, Chief Economist, CCIEE; Director-General of the
Comprehensive Research Department of the State Council Research Office
Concluding Remarks:
Zheng Xinli, Permanent Vice Chairman, CCIEE
12:00-13:30 Lunch - Sunshine Coffee,

Floor 1, Building A, Beijing Hotel
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Rebalancing the Global Economy

Four Perspectives on the Future of the International
Monetary System
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About the
Bertelsmann Stiftung

The Germany-based Bertelsmann Stiftung,
founded in 1977, is a private, independent and
non-partisan foundation that aims to identify
societal challenges at an early stage and de-
velop solutions to them. The foundation is both
a think tank and an agent for social change. Its
programs are geared towards improving educa-
tion, strengthening a just and sustainable eco-
nomic system, promoting preventative health-
care system, and enhancing civil society and
greater international understanding.

www.bertelsmann-stiftung.de

About the CCIEE

The Beijing-based CCIEE, founded in 2009, pro-
motes international economic research and ex-
changes and provides consulting services to
policy makers. CCIEE attracts experienced eco-
nomic researchers and works closely with other
high-level Chinese research institutions. It op-
erates under the guidance of the National De-
velopment and Reform Commission and is reg-
istered at the Ministry of Civil Affairs.

www.cciee.org.cn
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