OPENING REMARKS
Emerging Asia in Transition

Stanley Fischer

I am grateful for the opportunity to participate in the Federal Reserve Bank of
San Francisco’s Asia Economic Policy Conference, and I thank the organizers
for inviting me. After a long period of rapid economic growth, Asia’s emerging
economies appear to have entered a transitional phase. For decades, emerging
Asian economies have been among the fastest growing and most dynamic in
the world. Supported by an export-oriented development model, annual growth
averaged 7% percent in the three decades leading up to the global financial cri-
sis. As shown in Table 1, the fast pace of growth in emerging Asia has also sup-
ported impressive gains in per capita income within the region.

As the economies of emerging Asia have developed, they have followed a
similar growth trajectory, also apparent in Table 1. Along a path pioneered
by Japan in the 1960s, initial integration into the global economy has been fol-
lowed by a period of rapid export-led economic growth, which subsequently
slows as the economy develops and incomes rise. In a process that has been lik-
ened to the pattern of flying geese, development in Japan pushed more labor-
intensive production from Japan into the “Asian tigers”—that is, Hong Kong,
Korea, Singapore, and Taiwan—with that set of countries experiencing rapid
growth in the 1970s and 1980s. As the tigers developed, low-value-added pro-
duction was pushed further on, into the group of countries known as the Asso-
ciation of Southeast Asian Nations (ASEAN)—primarily Indonesia, Malaysia,
Thailand, and, more recently, China, where growth took off in the 1980s and
accelerated through the 2000s.! At each step in this process, the slowing of
growth in the relatively developed and globally integrated Asian economies was
matched by an acceleration of growth in the less developed and less integrated
economies, maintaining the overall rapid pace of growth in the region.?

Author’s note: The views expressed here are my own and not necessarily those of others
at the Board, on the Federal Open Market Committee, or in the Federal Reserve System.
1 am grateful to Joseph Gruber and Jasper Hoek for their contributions to this speech. I also
thank Ravi Menon of the Monetary Authority of Singapore and Changyong Rhee, Ratna
Sahay, and James Walsh of the International Monetary Fund for their assistance.
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TABLE 1
Growth and Income in Asia

Period Japan Korea Indonesia China India
Average annual GDP growth (2005 U.S. dollars)

1960s 10.4 8.3 3.7 34 3.9
1970s 4.1 10.5 7.8 75 2.9
1980s 44 8.6 6.4 9.8 5.7
1990s 1.5 6.7 4.8 10.0 5.8
2000s .6 4.7 5.1 10.3 6.9
2010-14 1.5 3.7 5.8 8.6 7.3
Per capita GDP (2005 U.S. dollars)

1960s 10,576 1,335 290 108 245
1970s 17,782 2,895 416 169 278
1980s 24,620 5,749 644 328 334
1990s 32,779 11,618 1,026 746 463
2000s 35,250 18,350 1,258 1,761 724
2010-14 36,916 23,373 1,712 3,381 1,115

Source: World Bank, World Development Indicators.
Note: GDP is gross domestic product.

Now, with China perhaps beginning to follow the same trajectory of slowing
growth as has been experienced by its predecessors in the East Asian growth
model and without economies of sufficient scale to fill the gap (with the notable
exception of India, which I will discuss later), growth for the region as a whole is
declining. As shown in Table 2, taken from the most recent International Mon-
etary Fund (IMF) regional outlook for Asia, growth in emerging Asia is set to
decline in 2015 and 2016, with China’s growth decelerating.® Furthermore, the
IMF projections through 2020 call for almost no pickup from this slower pace.

In my discussion, I will first address some of the factors behind slowing
growth in emerging Asia, importantly including demographics. I will then cover
one of the global implications of this deceleration, the effect on commodity mar-
kets, before looking at the prospects for India to recharge the region’s growth
dynamie. I will end with some thoughts on Asia’s place in the global economy
both now and in the years to come.

Why Is Growth in Emerging Asia Slowing?

The first thing to say and think about Asian growth is that growth at a rate of
above 6 percent is not slow; it is slower than it has been, but it remains impres-
sive. There are four factors weighing on emerging Asian growth that I would
like to highlight. First, emerging Asia continues to be negatively affected by
slow demand growth elsewhere, including in the advanced economies. Second,
economies generally decelerate as they develop, a pattern that has already been
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TABLE 2
Asia: Real GDP
(Year-on-Year Percent Change)

Difference from

Actual Data and Latest Projections April 2015 WEO

2012 203 2014 (pmzigigon) (prozigifion) 2014 205 206
Asia 5.7 5.8 5.6 5.4 5.4 0.0 -0.2 -0.1
Emerging Asia? 6.8 7.0 6.8 6.5 6.3 0.0 -0.1 -0.1
Australia 3.6 2.1 2.7 24 2.9 00 -04 -0.3
Japan 17 1.6 -0.1 0.6 1.0 00 -04 -0.2
New Zealand 2.9 2.5 3.3 2.2 24 01 07 -0.3
East Asia 6.8 6.9 6.7 6.2 5.8 0.0 -0.1 -0.1
China 7.7 . 73 6.8 6.3 -0.1 0.0 0.0
Hong Kong SAR 17 3.1 2.5 2.5 2.7 02 -03 -04
Korea 2.3 2.9 3.3 2.7 3.2 00 -0.6 -0.3
Taiwan Province of China 2.1 2.2 3.8 2.2 2.6 01 -16 -1.5
South Asia 5.2 6.8 7.2 7.2 74 0.1 -0.1 0.0
Bangladesh 6.3 6.0 6.3 6.5 6.8 0.2 0.2 0.0
India 5.1 6.9 73 73 7.5 01 -0.2 0.0
Sri Lanka 6.3 7.3 74 6.5 6.5 0.0 0.0 0.0
Nepal 4.8 4.1 5.4 3.4 44 -01 -16 -0.6
ASEAN 6.0 5.2 4.6 4.6 5.0 0.0 -05 -0.3
Brunei Darussalam 0.9 -2.1 -2.3 -1.2 3.2 -1.6 -0.7 04
Cambodia 7.3 74 7.0 7.0 7.2 0.0 -02 0.0
Indonesia 6.0 5.6 5.0 4.7 5.1 0.0 -05 -0.4
Lao PD.R. 7.9 8.0 74 7.5 8.0 0.0 0.2 0.2
Malaysia 5.5 4.7 6.0 4.7 45 00 -01 -04
Myanmar 7.3 8.4 8.5 8.5 8.4 0.8 0.2 -0.1
Philippines 6.7 71 6.1 6.0 6.3 00 -0.7 0.0
Singapore 34 44 2.9 2.2 2.9 0.0 -08 -0.1
Thailand 7.3 2.8 0.9 2.5 3.2 02 -12 -0.8
Vietnam 52 5.4 6.0 6.5 6.4 0.0 0.5 0.6
Pacific island countries 3.0 1.3 3.5 3.6 34 -01 -04 0.0
and other small states®
Memorandum items:
World 34 3.3 3.4 3.1 3.6 00 -04 -0.2
Advanced economies 1.2 1.1 1.8 2.0 2.2 00 -04 -0.2
United States 2.2 15 24 2.6 2.8 00 -05 -0.3
Euro area -0.7 -0.2 0.9 1.5 1.7 0.0 0.0 0.0
Emerging and
developing economies 5.2 5.0 4.6 4.0 4.5 00 -03 0.2

Sources: IMF World Economic Outlook database; and IMF staff projections.

a Emerging Asia includes China, India, Indonesia, Malaysia, the Philippines, Thailand, and Vietnam. India’s data
are reported on a fiscal year basis.

b Simple average of Pacific island countries and other small states which include Bhutan, Fiji, Kiribati, Mal-
dives, the Marshall Islands, Micronesia, Palau, Papua New Guinea, Samoa, Solomon Islands, Timor-Leste, Tonga,
Tuvalu, and Vanuatu.

Note: This table originally appeared as table 1 in International Monetary Fund, Regional Economic Outlook
Update: Middle East and Central Asia (Washington, DC: IMF, October 2015), p. 12, http://www.imf.org/external/
pubs/ft/reo/2015/apd/eng/pdf/areo1015.pdf.
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evidenced in many of emerging Asia’s growth pioneers. Third, the tremendous
growth of trade in the region, driven by the process of global integration and
the growth of production-sharing networks, may have plateaued. Lastly, demo-
graphic trends in a number of emerging Asian countries are likely to affect
growth in the coming years.*

Regarding the first of the factors that I just listed, contrary to often-
repeated and often-resurrected stories of emerging market growth “decou-
pling” from that of the advanced economies, the truth is that advanced-economy
demand continues to play a key role in emerging Asia’s economic conditions.®
And, as we all know, advanced-economy demand for imports in recent years has
been lackluster. Real goods imports in the United States, Japan, and the euro
area have all increased at an average annual pace of about 3% percent over the
past three years, in all cases about half the average pace recorded in the two
decades leading up to the financial crisis.

Regarding the second factor, as is well established by theory and supported
by empirical experience, economic growth tends to decelerate as a country
develops. In a capital-poor developing economy, initial increases in investment
generally have high returns, which then decline as capital accumulates. Like-
wise, the initial phase of integration with the global economy is typically marked
by strong gains in productivity as methods and technologies are adopted from
more advanced economies. Over time, the boost to growth from this catch-up in
productivity fades. Also, as incomes rise and consumption grows, there is a ten-
dency for a relatively rapid increase in demand for services. The shift of domes-
tic resources toward the production of services, which are typically associated
with lower productivity growth, tends to further lower trend growth.

The factors that have tended to temper growth as economies develop appear
to be at play in China. Following years of exceptionally high investment, the
return on capital appears to be moderating, and the ratio of investment to gross
domestic product (GDP), after peaking near 50 percent of GDP in 2011, has
begun to edge down. As viewed in the context of the Lewis model, China could
be reaching the stage at which the supply of labor from the subsistence agri-
cultural sector becomes a constraint on growth. Further, productivity growth,
though robust by global standards, has been declining.

This decrease is likely due, at least in part, to the rapid growth of services
consumption. One of the most noteworthy aspects of China’s recent GDP data
has been the strength of services, with services now accounting for half of the
value-added in GDP, up from just over 40 percent in 2008.

Next, I would like to discuss the third factor weighing on Asian growth—
trade.
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Global integration and trade growth have played a key role in the Asian eco-
nomic success story, and the recent slowdown in global trade, over and above
what might be expected given the weakness of advanced-economy demand dis-
cussed earlier, is likely to affect emerging Asian growth prospects.

During the financial crisis, global trade collapsed. After the immediate cri-
sis faded, trade bounced back in many cases. But the bounceback was more lim-
ited than the decline, with the increase in the volume of trade since 2012 only
matching the pace of global output growth, a considerable deceleration from the
previous two decades, when trade increased at twice the pace of global output.
While the legacy of the crisis (particularly the continued weakness of traded-
good-intensive investment in many economies) has likely contributed to the
weakness of global trade, a slowdown in intra-Asian regional trade also appears
to be a factor. After increasing at an average rate of about 15 percent a year
through the 2000s, nominal intra-Asian trade flows have flattened out consider-
ably over the past couple of years, in part reflecting a slowdown in the growth of
production sharing within the region.

The outlook for a renewed surge in intra-Asian trade does not appear to be
promising. The growth of production-sharing networks in Asia has been tied to
the region’s export-oriented growth model. In particular, China’s integration
into the global economy as the hub of this production network provided a sig-
nificant boost to the development and growth of these networks. As China and
the region shift toward domestic demand and away from external demand, it
seems unlikely that trade growth in the region will return to its earlier excep-
tional pace.

To the extent that the expansion of these networks was tied to export-led
growth that depended partly on preferential treatment of the export sector,
more-balanced growth in these economies may also result in a better allocation
of production across countries. If growth of trade is lower as a result, that is
not necessarily a problem. However, there is a well-established literature indi-
cating that trade encourages greater efficiency, along with the dissemination of
technological innovation, and slower growth of trade could reduce this effect.

It also bears noting that Asian trade growth has been accompanied by the
creation of a variety of intraregional and broader trade agreements—includ-
ing the 10-nation ASEAN and membership in the World Trade Organization,
which China achieved in 2001 and Vietnam in 2007—as well as a host of bilat-
eral agreements, both within and outside the region. I will return briefly to the
Trans-Pacific Partnership (TPP) at the end of the talk.

Finally, demographics are an additional factor likely to lower growth
in the region, particularly in Hong Kong, Korea, Singapore, Thailand, and
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China, notwithstanding the recent relaxation of the one-child policy. As shown
in Table 3, both China and Thailand have a median population age of about 37
years, about the same as the median in the United States. The median age is
even higher in Hong Kong, Korea, and Singapore, all of which have medians of
40 years or more. Relatedly, as shown in the second column of the table, China,
Thailand, and the relatively developed emerging Asian economies are expected
to have a significant percentage of their populations older than 65 years by
2030, with the proportion similar to that in the United States, though still below
those in Germany and Japan. In contrast, demographics are less of an issue
elsewhere in the region, particularly in India and most of ASEAN, including
Indonesia, Malaysia, the Philippines, and Vietnam, which have medians of 30
years or less. Just as slowing workforce growth is likely to be a drag on growth
in many developed countries, trend growth is likely to be held back by demo-
graphic developments in relatively elderly emerging Asian economies as well.
Up to this point, I have discussed a number of factors that are likely to
lower emerging Asia’s growth trajectory in the coming years. However, the

TABLE 3
Emerging Asia Demographics
UN Estimates for 2015

Country or Territory Median Population Age (2015) Percent of Population Age 65 or over (2030)
Bangladesh 26 7
Bhutan 27 8
Cambodia 24 7
China 37 17
Hong Kong 43 26
India 27 8
Indonesia 28 8
Korea 41 24
Lao PD.R. 22 5
Malaysia 29 10
Myanmar 29 9
Nepal 23 7
Philippines 24 7
Singapore 40 23
Sri Lanka 32 15
Thailand 38 19
Vietnam 30 12
Memo:

Germany 46 28
Japan 47 30
United States 38 21

Source: United Nations (2015).
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overall message is not a pessimistic one; rather, for the most part, the slowing
of growth is a natural transition and an outcome of Asia’s remarkable economic
success.

As many have noted over the years, maintaining growth sufficiently rapid
to meet the development aspirations of the region will require a transition
toward an economic paradigm more rooted in domestic demand, particularly
consumption. The need for this transition, or rebalancing, is most apparent and
also widely acknowledged in China, the current hub of emerging Asia’s export-
led model. The need for these economies—primarily China, but also those econ-
omies that export through China—to switch toward domestic demand largely
reflects their having become too big and too important to rely to the extent they
have on the export-led models of the past.

On growth, the bottom line that should be emphasized is that even with a
diminished pace of growth, the region is still expected to significantly outpace
the global economy and make by far the largest contribution to global growth
in the years ahead.

Spillovers from Asia’s Economic Transition: Commodity Markets

I will now focus on an area where the spillovers of Asia’s economic transition are
likely to be substantial—global commodity markets.

Emerging Asia has played an outsized role in commodity markets for some
time now. Specifically, China, with its investment-heavy growth model, has
accounted for a substantial amount of incremental commodity demand over the
past two decades. Since 2000, China has accounted for roughly 40 percent of
the increase in global demand for oil and 80 percent of the growth in demand
for steel. For copper, all of the incremental rise in global demand has come from
China, with demand excluding China falling over the period.

The strength of emerging Asian demand growth pushed commodity prices
up sharply over most of the past decade, at least temporarily reversing what
seemed to be an inexorable decline in both commodity prices and the terms
of trade of commodity producers in the preceding two decades. Higher prices
were a tremendous boon to commodity producers and supported a decade
of strong growth in a number of emerging market economies, as well as com-
modity sectors in certain advanced economies, including Australia and the
United States.

Since mid-2014, commodity prices have plummeted, with oil prices falling
almost 60 percent and a broad index of metals prices losing about one-third
of its value, dragging down growth in many commodity producers. Although
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rapid commodity output growth in recent years, which has reflected in part the
response of producers to previous price increases, has certainly contributed
to the fall in commodity prices, the slowing of demand growth from China and
emerging Asia has also been an important factor.

While the path ahead for commodity prices is, as always, uncertain, declin-
ing investment rates in emerging Asia, particularly China, present the prospect
of a prolonged decline in the growth rate of commodity demand. And prices could
remain low for quite some time, which seems particularly true for metals, such
as copper and steel, used heavily in construction and investment. However, for
oil, the implications of a shift from investment-led growth to a consumption-led
model are less certain. On a per capita basis, China’s consumption of oil remains
far below that of advanced economies, in line with China’s lower rate of car
ownership. Per capita oil consumption tends to increase with wealth, such that
further income growth in China has the potential to provide strong support for
the oil market in the coming years.

Indeed, more generally, the world stands to benefit from a transition to
more consumption-led growth in emerging Asia. Under a successful transi-
tion toward more-balanced growth, emerging Asia can be expected to import
a broader array of goods and services both from within the region and globally.
Whether a country benefits from or is harmed by emerging Asia’s transition is
likely to be determined by the flexibility of that country’s economy in adapting
to shifts in Asian demand away from commodities and inputs for assembly into
the region’s exports and toward services and goods to meet Asian final demand.

To recap, the transition to slower growth in the emerging Asian economies,
as well as a shift toward domestic demand and consumption and away from
external demand and investment in the region, is likely to have profound impli-
cations for the global economy. For one, trade growth is unlikely to resume its
rapid pace of recent decades, and the long climb in commodity prices, which has
benefited commodity producers, appears to have come to an end.

Can India Recharge Growth in Emerging Asia?

One source of uncertainty in this outlook, as alluded to earlier, is the prospect
for India to provide a new growth engine for Asian development. In principle,
India has enormous potential to recharge the Asian growth engine. For one,
India is relatively unintegrated into global production-sharing networks. For
example, machinery and electrical products, which feature heavily in produc-
tion sharing and which make up about half of exports in other emerging Asian
economies, account for only 15 percent of India’s exports. Foreign direct invest-
ment into India is about half the size of similar flows into China as a percentage
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of GDP, and GDP per capita, at $1,600 in 2014, remains considerably below
emerging Asia’s average.

All told, while the export-led growth model that propelled growth in China
and other economies in emerging Asia has matured, pushing down growth
rates, India remains at a relatively early stage of its development trajectory.
Further capital deepening and the potential for further productivity gains sug-
gest that India could maintain rapid economic growth for a number of years. As
mentioned previously, India is also a young country, with a relatively low depen-
dency ratio and a growing workforce. By United Nations estimates, India is set
to overtake China during the next decade as the world’s most populous nation.

In the 1960s and 1970s, the Indian economy grew at around 3 to 4 per-
cent. In subsequent decades the growth rate averaged close to 6 percent, and
in the early years of this century it rose further, as can be seen in Table 1. In
2015, growth in India is expected to be 7% percent, the fastest among large
economies, and the IMF expects growth to pick up from this already rapid
pace through the end of the decade (see Table 4). Growth has been supported
by an improved macroeconomic policy framework, including a strengthening
of the framework for conducting monetary policy, as well as legal and regula-
tory reform. And the authorities have embarked on an ambitious program to
improve the business environment.

That said, significant roadblocks need to be overcome for India to reach its
full potential. The economy continues to suffer from a number of infrastructure
bottlenecks that will be alleviated only through a pronounced increase in invest-
ment rates, a process that would likely be helped by a relaxation of restrictions
on foreign direct investment. Likewise, efforts at difficult reform will have to be
sustained. There is much hard work ahead if India is to come closer to fulfilling
the potential that it so manifestly has.

Concluding Remarks

The performance of the Asian economies—notably those of East Asia, particu-
larly China, Japan, and Korea—especially in the past six or seven decades, is an
outstanding, if not unique, episode in the history of the global economy.

What lies ahead? In the relatively near future probably some major cen-
tral banks will begin gradually moving away from near-zero interest rates. The
question here is whether the emerging market countries of Asia—and, indeed,
of the world—are sufficiently prepared for these decisions, to the extent that
potential capital flows and market adjustments can take place without major
macroeconomic consequences. While we continue to scrutinize incoming data,
and no final decisions have been made, we have done everything we can to avoid
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TABLE 4
Population and GDP for Emerging Asia, 2014
UN Estimates for 2015
Country or Territory Population (millions) GDP (billions of current U.S. dollars)
Bangladesh 158.22 183.82
Bhutan 7 1.98
Brunei Darussalam 41 17.10
Cambodia 15.31 16.55
China 1,367.82 10,356.51
Fiji .89 4.29
Hong Kong 7.27 290.90
India 1,275.92 2,051.23
Indonesia 252.17 888.65
Kiribati 11 .18
Korea 50.42 1,410.38
Lao PD.R. 6.90 11.68
Malaysia 30.60 338.11
Maldives .34 2.89
Marshall Islands .05 .19
Micronesia .10 31
Mongolia 2.93 12.04
Myanmar 51.42 63.14
Nepal 28.11 19.76
Palau .02 25
Papua New Guinea 7.53 16.81
Philippines 99.43 284.62
Samoa .19 .83
Singapore 5.47 307.87
Solomon Islands .58 1.16
Sri Lanka 20.96 74.92
Taiwan 23.43 529.60
Thailand 68.66 404.82
Timor-Leste 1.23 4.97
Tonga .10 44
Tuvalu .01 .04
Vanuatu .26 .82
Vietnam 90.63 185.90

Source: IMF World Economic Qutlook, October 2015.
Note: GDP is gross domestic product.

surprising the markets and governments when we move, to the extent that sev-
eral emerging market (and other) central bankers have, for some time, been
telling the Federal Reserve to “just do it.”

Further ahead lies the answer to the question of whether developments in
the global economy will permit the continuation of the export-centered growth
strategy that underlies the Asian miracle or whether we will later conclude that
this period, the period after the Great Recession and the global financial crisis,
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marked the beginning of a new phase in the economic history of the modern
global economy.® Either way, the question of the economic future of India is of
major importance not only to the 18 percent of the world’s population that lives
in India but also to the other 82 percent of the global population.

At a more structural level are three recent developments whose potential
importance is currently difficult to assess: the setting up of the Asian Infra-
structure Investment Bank; the likely inclusion of the Chinese yuan in the
special drawing rights basket; and the possible establishment of the TPP, a
partnership in which China is not expected to be a founding member.’

These are interesting and potentially important developments. Underlying the
answer to the questions of what they portend is the answer to the basic question
of whether the economic center of gravity of the world will continue its shift of
recent decades toward Asia—in particular, to China or, perhaps, to China and
India. This shift would represent a return in some key respects to the global
order of two centuries ago and earlier, before the economic rise of the West.

A partial answer to that question is that China is for some time likely to con-
tinue to grow faster than the rest of the world and thus to produce an increas-
ing share of global output. Its importance in the global economy is likely to
increase, and it is probable that, one way or another, its growth will result in its
playing a more decisive role in the international economy and in international
economic institutions.

Finally, we need to remind ourselves that geopolitical factors will play a
critical role in the unfolding of that process.
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NOTES

1 With some delay, the Philippines could be added to this group. As production of labor-
intensive goods has moved from one group of countries to the next, concerns have been
raised about a decrease in “competitiveness” in the relatively more developed Asian econ-
omies. These concerns have been particularly pronounced in regard to China, where com-
mentators have questioned whether China’s rise has come at the expense of growth in its
neighbors or provided an extra impetus to growth. Research studies (see Zheng, Wern, and
You 2005 and Haltmaier et al. 2007) have generally found that China’s rise has been posi-
tive for regional growth, with China’s development as an export platform boosting the over-
all competitiveness of the region’s exports.

2 In addition to integration with the global economy, a number of other factors have also con-
tributed to the East Asian growth miracle. With regard to China, Brandt and Rawski (2008)
highlight the importance of incremental reform focused on removing the most binding con-
straints on economie activity. Of course, reform is not independent of global integration, as
the heightened international competition associated with opening an economy likely incen-
tivizes increased reform.

3 The IMF does not include Hong Kong, Korea, Singapore, or Taiwan in its definition
of emerging Asia. For the purposes of my discussion, I group these four economies along
with China, India, Indonesia, Malaysia, the Philippines, Thailand, and Vietnam as emerg-
ing Asia.

4 In a speech of this length and scope, it is not possible to relate all important developments
affecting Asian growth. In particular, I will not address the need for further development of
financial systems and infrastructure in Asian emerging economies, which will be important
factors in determining future rates of growth.

5 This point is particularly well made in Monetary Authority of Singapore (2007).
6 See World Bank (1993) for an early attempt to define the sources of East Asian growth.

7 At this point, the reader will recall the supposed remark by Chou En-lai that it is too early
to assess the importance of the French Revolution. The most plausible current version of
that story is that Chou was answering a question about the importance of the 1968 student
riots in Paris. The countries expected to become members of the TPP are, in alphabeti-
cal order, Australia, Brunei, Canada, Chile, Japan, Malaysia, Mexico, New Zealand, Peru,
Singapore, the United States, and Vietnam.
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GENERAL DISCUSSION
Emerging Asia in Transition

Mr. Kimis: My question is related to debt in Asia. We’ve seen huge increases
in sovereign debt, corporate debt, and household debt in the region. But savings
haven’t increased as much, if at all. What would you say to Asian countries about
watching out for debt?

Mr. Hoshi: You mentioned demographics as one of the factors for the slow-
down of Asian economies. But as you pointed out, there’s huge heterogeneity
among Asian countries—from Japan, Korea, and Singapore, where the popu-
lations are aging and declining, to India and other Southeast Asian countries,
where the populations are growing faster. So my question is, what do you think
would be the effects of allowing more free flow of human capital and more immi-
gration in Asia? Compared with Europe and the Americas, the flow of workers
and the people in Asia are more restricted. So I'd like to know your view on the
effects of freer immigration policies in the region.

Mr. Fischer: On the first question, about watching out for debt, I would say
this: There are different behaviors in different countries. And the simple mes-
sage is that an interest rate close to zero is not a long-run steady state. So
countries should plan their monetary, fiseal, and financial supervision policies
accordingly. Second, on demographics and labor mobility in Asia, I understand
that this is a fairly complex issue, not least in Japan, or perhaps most in Japan.
And one can see the many benefits of having more immigration and more mobil-
ity of labor even possibly just for limited periods. But this is one of those cases
where you have to understand what the local politics is about before you can
make recommendations about what should be done or what is likely to be done.
I personally see a lot of room for positive results of migration and immigra-
tion in Asia. Certainly the United States has benefited from it enormously. And
I think that’s something that needs to be talked about, but it will be up to the
Asian governments to decide what they’re willing to do about it.

Mr. Eichengreen: My question is for Stan Fischer, the former World Bank
and International Monetary Fund (IMF) official. You alluded to the Asia Infra-
structure Investment Bank. You could have mentioned the Chiang Mai Initia-
tive. You could have mentioned the Silk Road Initiative. Do you view these as
substitutes or complements for the multilateral institutions?



22  ASIAECONOMIC POLICY CONFERENCE POLICY CHALLENGES IN A DIVERGING GLOBAL ECONOMY

Mr. Fischer: Well, they are complements. The question is, if somebody gave
you an amount of money to use and your goal was to optimize development, how
would you spend it? I don’t know enough about the Silk Road project to know
if that’s a good use of funds. But I keep wondering about these large projects.
Though governments love them, they frequently don’t finish them or even get
around to implementing them. And there’s often a lot of difficulty in getting
them going. But if the spending is on real infrastructure and not just a demon-
stration project done for short-term publicity, then I don’t have big complaints
about them.

Mr. Choi: Thank you very much for a very insightful address. I have a ques-
tion about monetary policy in Asia. Population aging and other factors may be
putting downward pressures on inflation in some countries, as you mentioned.
So the question is then, how can we avoid inflation being so low that it prevents
monetary authorities from engineering a low-enough real interest rate to off-
set deflationary world shocks? What is the right level of inflation for an emerg-
ing economy?

Mr. Fischer: Well, a large part of the argument about emerging market coun-
tries in Asia is that they do have inherent sources of growth, even without
low real interest rates. And probably, if you left out international factors such
as capital flows, their equilibrium interest rate is almost certainly positive—
significantly positive. Let’s see if we succeed in going back to having positive
real interest rates around the world, even with inflation remaining low.

Mr. Wei: 1 would like to ask you about your view of the implications of renminbi
inclusion in the special drawing rights (SDR) for the United States, the rest of
the world, and China. A related question is whether the international financial
system overly relies now on the U.S. dollar. Would the system be more stable if
there were more reserve currencies?

Mr. Fischer: Well, I think one of the very important elements of the renmin-
bi’s inclusion in the SDR basket is that it places implicit—they’re not explicit as
far as I know—requirements on the nature of China’s financial markets, and
particularly on capital controls. The rest of the world sees the SDR inclusion as
something that will help increase the efficiency of the capital markets in China.
Now, we don’t say if China gets rid of all of its controls and all of its regulations,
then everything will be wonderful. We've seen that that is not likely to happen.
But there are many areas in which China can, without much danger, liberalize
some capital controls and some elements of its financial system. As for the argu-
ment about multiple currencies being more stabilizing, I'm not sure whether the
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bimetalism argument of the late 19th century is relevant, because there was in
that case an objective basis, namely the cost of mining, that determined what
the equilibrium rate of exchange between metals should be. But it didn’t seem
to be a very stable system, and countries eventually gave it up. Now, does that
provide an analogy about the merits of having more currencies, more interna-
tional currencies around today? I don’t know. But my guess is that it won’t make
a very big difference. It’s good to have competition if the competition leads to
more rational policies. But I don’t buy that at first glance. And I'm not sure I
will at second glance either.



