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Each of the major economies face major challengescobnomic growth in 2014. For each of them theee a
opportunities as well. The key will be effectiveifical leadership.

For China, the United States, Japan, and the 17bmecountries of the Eurocurrency zone, the growth
rates seen in 2013 have fallen short of poterfiiat.the U.S. and Europe, there has been both sligyowth and
high levels of unemployment.

The fabric of international economic policy coomtion, woven so well in April 2009 at a landmarkoGp
of 20 Summit that saw important decisions to steer world economy away from a major depressiomae
starting to fray. While the inter-connectednesshef major economies is great, policy coordinatiotoag them, be
it for example on trade, or exchange rates, orrakbtanking policies, is insufficient. A major gofar the G20
Summit leaders in 2014 should be to revive coomrat

Seen from the far distance of New York, the leddersf the government of China has recognized nbt o
that far-reaching economic policy changes are ree¢desecure annual growth of more than 7%, but #dl$as
moved with skill to formulate important approach&he recently held Third Plenary Session of theh18t
Communist Party Central Committee will, probablg,dpwn as an historic event.

The importance of economic policy reforms has bleighlighted with an emphasis on strengthening the
role of market forces. | believe that the governmeill find ways to implement programs that see tiradual
transformation of state owned enterprises intonfiare market-based and better managed institutiemspurage
many approaches that see the Chinese saving ldsgpanding more so that the consumption becomey driver
of growth. | also expect now that we will see faore opportunities for foreign investors in Chinaddor the
Chinese to invest abroad. The government has aceduthat it plans to establish a free trade zonShanghai,
which | expect will serve as an important laborgtior testing financial sector reforms.

A rising economic challenge, however, that needsetaonfronted as soon as possible relates towirggo
risk of rising non-performing loans in the banksertor. There are also risks to economic growthtaride overall
financial reform outlook posed by excesses in shatlanking that will need to be addressed. Moreottes,
government needs to confront broader challenges, asithose posed by pollution and corruption.
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The agenda for reform is also taking shape in J@saRrime Minister Abe is pursuing — Abenomincs -
consisting of “three arrows:” aggressive monetasgimg, fiscal stimulus, and structural reform. Rriminister Abe
recognizes that monetary expansion and a weakegray alone will not turn around the Japanese eogno

There is concern that the rapid weakening of tipadase currency will have negative effect on thmoes
of its neighbors, notably South Korea and Chinacdh also cause problems with the very importaatier
agreement, the Trans-Pacific Partnership (TPP)iwthie United States is promoting.

The challenges for Japan to secure sustainablegreaith rest in part on implementing far-reaching
structural reforms. The government needs, for exantp assist Japanese business to become morestitwepand
this calls for long overdue deregulation. Themadional energy strategy is required, especialiegithe public
concerns about nuclear power. Importantly, fundaalestructural and social policies need to be askbré — sooner
rather than later — as the budget consequencesaifiag Japanese population are considered.

A risk to Japan’s prospects, | believe, that netledbe addressed with skill in the near future sdao
public debt. The current debt to GDP ratio is thghlst of any developed country in the world and @pproaching
240%. Japanese institutions and individuals holéaeptionally high level of government debt, gpraximately
90%. Dealing with the debt is important to placaekiag and the economy on a sounder long-term fgofin this
context | believe the government is right to prabgad with a consumption tax rise from 5% to 8%iclwhis
scheduled to be approved next March.

The challenges in the euro-zone are profound, thighoutlook at best for stagnation to replace i€oas
Unemployment remains very high and is likely to a&mso for quite some time. The weakness of théonég
economy will dampen world growth from its poteniml014.

The weight on the shoulders of the European CeBaak (ECB) to support the euro-zone economy is
large. There has been a recent interest rate tieduhd another may be necessary. At this timeEtBB is doing
everything it can, but if the euro-zone is to stflegback to real growth, then crucial politicaldeaship is needed
on structural and fiscal policies.

The most pressing structural issue relates to bgnkt has been most difficult for the politicahiers to
finalize the long-discussed plan for banking unitmnensure that the ECB has real power to supethisédanks of
the euro-zone and to formulate an effective resmuset of approaches for banks that may get iiffecualties. |
remain hopeful that progress will be made in tinésadan 2014.

A sound euro-zone demands cohesion in fiscal malicRight now this means finding a better balance
between austerity and pro-growth policies. As ghtinow, the differences of philosophy across the-&one’s
capital cities makes it difficult to see moves thatild ensure that the strongest economies inggmm provide
greater support to pro-growth policies in thosentoes, like Spain, Portugal Greece and Italy, theate been in
difficulties for some years and remain with manglgems.

Finally, the largest economy in the world, the @ditStates, is striving to attain higher real grovettes at
a painfully slow pace. One important factor relai@politics. The domestic political struggles, they over the
budget or the national debt ceiling, have not besolved in ways that boosts business confidenceeter, even
if short-term deals are reached in coming weeks raaw crises are avoided, the nation’s leaders raddtess
fundamental medium-term budget problems. The sceifdty nets that have been created over many gaarsot
be funded on a continuing basis. All politiciansknthis, but dealing with the problem has beenietuand it may
well continue to be, so creating a cloud over tt@nemy in 2014.

Meanwhile, the Federal Reserve Board, America’draébank, needs to take very difficult decisiohs.
must start to pull-back, or “taper” to use the pgapyphrase, its purchases of government debt fiidste to secure
liquidity by this means to the economy have taken Fed’s balance sheet from around $800 billioclése to $4
trillion. This cannot be healthy for the long-tecmurse of U.S. economic stability.
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The Fed has announced it will start to “taper” kuhas been insufficiently clear as to when thidl wi
happen. Anxieties have impacted financial marketess the world. Concerns have seen volatile ddjitas that
have threatened the growth of many countries. HmvRed will manage the “tapering” will be of viiatiportance
for the U.S. in 2014 and beyond. It will also havserious impact on emerging market economies.

This issue underscores the need as we look toetlieahead for a revival of Group of 20 Summit ecoico
policy leadership. Cooperation to assist the patustained growth is urgently needed.
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