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New Hitches In Markets

May Widen Credit Woes
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The world confronts a more challenging and uncertain environment than when we

met in last October, though its fundamentals as a whole remain solid. In the United

States, output and employment growth have slowed considerably and risks have

become more skewed to the downside, but long-term fundamentals remain sound and




we expect growth to continue in 2008. In all our economies, to varying degrees,

growth is expected to slow somewhat in the short-term, reflecting wider global

economic and financial developments. Emerging market economies (EMES) are

forecast to continue robust, if slower, growth. We note that downside risks still

persist, which include further deterioration of the U.S. residential housing

markets; tighter credit conditions from prolonged difficulties in the financial

markets; high oil and commodity prices; and heightened inflation expectations

in some countries. Each of us has taken actions, appropriate to our domestic

circumstances, in the areas of liquidity provision, monetary policy, and fiscal
policy. We also remain committed to strengthening our efforts to enhance growth

through necessary reforms. Going forward, we will continue to watch developments

closely and will continue to take appropriate actions, individually and

collectively, in order to secure stability and growth in our economies.
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are deeply engaged

We are deeply engaged in working together to strengthen financial stability,

limit the impact of the financial turmoil and address the factors that contributed

to it. Co-ordinated liquidity provision by Central Banks has helped mitigate

short-term pressures in the money markets. Financial institutions’ recognition and

full and prompt disclosure of their losses, based on appropriate valuation,

accompanied, where necessary, by measures to reinforce their capital base, play
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an important role in reducing uncertainty, improving confidence, and restoring the
normal functioning of the markets. We urge this process to continue. Authorities
should encourage market-led improvements in transparency and disclosure practices
in this area, and, where needed, provide clear and consistent guidance.

In October, we asked the Financial Stability Forum (FSF) to analyse the underlying
causes of the recent turbulence and put forward relevant actions and initiatives
in a number of areas. We welcome its interim report and the good progress that has
been made, and look forward to its final report in April. We will act expeditiously
on its recommendations. Among the issues that have to be addressed, we emphasise,
in particular, i) the importance of promoting prompt and full disclosure by
financial institutions of their losses and of valuation of structured products;
ii) strengthening management of liquidity risks at financial institutions by
accelerating the development of an international ly consistent approach by the Basel
Committee on Banking Supervision; 1ii) improving the understanding and disclosure
of banks’ and other financial institutions’ exposure to off-balance sheet vehicles;
iv) enhancing underpinnings of the originate-to-distribute model by ensuring an
appropriate incentive structure comes into play; v) addressing potential conflicts
of interest at credit rating agencies, and improving the information content of
ratings to increase investors' awareness of the risks associated with structured
products; and vi) implementing the Basel 11 capital adequacy framework to enhance
transparency and risk management. In addition, authorities should review, as
necessary, their mandates, coordination mechanisms, and instruments to ensure
measured and flexible responses to market stress, including arrangements for
dealing with weak and failing financial institutions, both domestically and
cross-border. We ask the IMF and the FSF to report at our next meeting on identifying
potential vulnerabilities and enhancing early warning capabilities.

We stand ready to take any further action necessary to enhance stability in the

financial market and to ensure that international integration of financial markets

and financial innovation continue to bring about benefits to the world economy.
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China’s decision

We reaffirm that exchange rates should reflect economic fundamentals. Excess
volatility and disorderly movements in exchange rates are undesirable for
economic growth. We continue to monitor exchange markets closely, and cooperate

as appropriate. We welcome China"s decision to increase the flexibility of its

currency, but in view of its rising current account surplus and domestic inflation,

we encourage accelerated appreciation of its effective exchange rate.
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have a nice week
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