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N d t it li th hil d li ith i
A Growth Strategy
For Japan

•Need to revitalize growth while dealing with aging 
population and ensuring fiscal sustainability
•Promote start-ups and SME restructuring, pursue 
regional integration tap underutilized sources of laborp regional integration, tap underutilized sources of labor

••Heavy reliance on export is becoming a question also 
for ChinaTransforming China’s 

Economic model

for China
•To boost domestic consumption and make growth 
more sustainable a reform of the financial system is 
needed sequencing is importantneededneeded—sequencing is important

•These policies will also make growth more inclusive
•Indeed income inequality has increased across most ofAsia’ Quest for Inclusive •Indeed, income inequality has increased across most of 
Asia
•More spending on health and education can help

Asia  Quest for Inclusive 
Growth 

Near and longNear and long--term challenges require comprehensive reforms term challenges require comprehensive reforms 
that will jumpstart growththat will jumpstart growth

Japan: Real GDP Required Fiscal AdjustmentJapan: Real GDP
(In trillions of Japanese Yen)

Required Fiscal Adjustment
(In percent of GDP)
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Cyclically adjusted primary balance adjustment needed to the debt 
ratio to 60 percent in 2030, except for Japan.
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Exports important contributor to Japan’s growthExports important contributor to Japan’s growthExports important contributor to Japan s growthExports important contributor to Japan s growth

Selected Asia: Average Contribution to Real GDP Selected Asia: Share of Medium and High–Tech 
Growth 

(In percent of real GDP growth)
Goods in Total Exports
(Average over 2000–10) 
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Service sector is the laggardService sector is the laggardService sector is the laggardService sector is the laggard

Composition of Investment By Sector
(In percent of total, at constant 1995 prices) 

Japan: Labor Productivity Index
(2000=100)
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Growth Strategy: Promote startGrowth Strategy: Promote start ups and SME restructuringups and SME restructuringGrowth Strategy: Promote startGrowth Strategy: Promote start--ups and SME restructuringups and SME restructuring

Japan: Business Start-ups and Closures of 
Establishments

Selected advanced economies: Venture Capital 
Investment Establishments

(In percent of existing establishments, annual average)(In percent of GDP)
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Growth Strategy: pursue regional integrationGrowth Strategy: pursue regional integrationGrowth Strategy: pursue regional integrationGrowth Strategy: pursue regional integration

Free Trade Agreements that are in effect, concluded, or under negotiation

Japan

(In PPP GDP ratios)
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Growth Strategy: tapping underutilized sources of laborGrowth Strategy: tapping underutilized sources of laborGrowth Strategy: tapping underutilized sources of laborGrowth Strategy: tapping underutilized sources of labor

Female Labor Participation Rate, 2008 
(In percent)

Change in Working-age Population, 1950-2050
(Index, 1950=100) (In percent)( , )
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A reform package could offset partly the negative growth effectsA reform package could offset partly the negative growth effectsA reform package could offset partly the negative growth effects A reform package could offset partly the negative growth effects 
from fiscal consolidation from fiscal consolidation 

Japan: GDP Level Impact  of Adjustment Scenario1p p j
(In percent of GDP)
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1 GDP impact is measured as the deviation from the GDP level under no fiscal adjustment. 

In China, the financial system contributes to low household In China, the financial system contributes to low household 
income and consumption…income and consumption…

Average Consumption Expenditure, 2004-10 Distribution of Returns to Bank-Intermediated 
(Industrial countries and emerging markets) Capital

(Real returns; in percent)
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…low cost of capital and high investment levels…low cost of capital and high investment levels

Real Cost of Capital 
(2005-2009)

Marginal Product of Capital 
and Real Interest Rate 

(average 2004-10)

China: Fixed Asset 
Investment

(In percent of GDP)
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Financial reforms are needed to make growth more balancedFinancial reforms are needed to make growth more balanced
Sequencing mattersSequencing matters

Real Interest RatesPrivate Credit (percent of GDP)
(In percent; 3 year average, post-interest rate 

liberalization)
(T = time of interest rate liberalization, normalized to 

equal 100)
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A stronger renminbi and a new monetary framework A stronger renminbi and a new monetary framework 
should precede interest rate and capital account liberalizationshould precede interest rate and capital account liberalization

China: Social FinancingChina: Money Supply and Exchange Rate
(In trillion RMB)
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Higher real interest rates could lower household saving Higher real interest rates could lower household saving 
A more balanced growth could generate higher job growtA more balanced growth could generate higher job growthh

China: Annual Change in Savings and Real Employment and GDP Growth, 
Interest Rate across 31 Chinese Provinces

(In percent, 2003-2009)
average 2004-10

(In percent)
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Asia has still largest number of world’s poor Asia has still largest number of world’s poor 
d i i ifi i d id i i ifi i d i

Number of People Living on Less than 
$1.25/day

despite significant progress in poverty reductiondespite significant progress in poverty reduction
Selected Asia: Change in Poverty Headcount Ratio

(In percentage points, since 1990)
(At 2005 purchasing power parity–prices)

Mongolia (2005, 22.4/49.1)

At $2 per day At $1.25 per day

Percent of 
population

Number 
(millions)

Percent
of world

total
Number 
(millions)

Percent
of world

total

1990 2005 1990 2005
Thailand (2009, 10.8/26.5)

Bangladesh (2005, …

Malaysia (2009, 0.0/2.3)

Europe and Central 
Asia 2 4 9 <1 17 1

Latin America and the 
Caribbean 11 8 50 3 45 3 Nepal (2004 55 1/77 6)

India (2005, 41.6/75.6)

Philippines (2006, 22.6/45.0)

Sri Lanka (2007, 7.0/29.1)

Caribbean 11 8 50 3 45 3

Middle East and North 
Africa 4 4 10 1 11 1

Sub–Saharan Africa 58 51 297 16 388 28

A i 53 27 1452 80 912 66 Indonesia (2009 18 7/50 6)

Lao P.D.R. (2008, 33.9/66.0)

Cambodia (2007, 28.3/56.5)

Nepal (2004. 55.1/77.6)

Asia 53 27 1452 80 912 66
China 60 16 683 38 208 15
India 51 42 436 24 456 33
Rest of Asia 45 26 333 18 248 18

Total 42 25 1818 1374 60 50 40 30 20 10 0 10

Vietnam (2008, 13.1/38.5)

China (2005, 15.9/36.3)

Indonesia (2009, 18.7/50.6)
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Income inequality increased across AsiaIncome inequality increased across Asia
h hh heven more than in other regionseven more than in other regions

Selected Asia: Change in Gini Index
(In Gini points, since 1990)

Change in Gini Index
(In Gini points, since 1990)
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And the global crisis seems to have made things worseAnd the global crisis seems to have made things worse

Selected Asia: Change in Poverty and Inequality During the Global Crisis

And the global crisis seems to have made things worse And the global crisis seems to have made things worse 

(In percentage points)
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Growth in Asia is proGrowth in Asia is pro--poor but not inclusivepoor but not inclusive
Income Elasticity of Poverty Reduction

(Impact on poverty headcount, in percent, of a 1–
percent increase in per capita income)

Growth in Asia is proGrowth in Asia is pro poor but not inclusivepoor but not inclusive
Degree of Inclusiveness of Growth

(Impact on income of the bottom quintile, in percent, of a 
1 percent increase in per capita income)percent increase in  per capita income) 1–percent increase in per capita income)
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21

-4 -3 -2 -1 0 0 0.5 1 1.5

More spending on health and education may help make More spending on health and education may help make 
growth more inclusivegrowth more inclusive

Education and Inclusiveness Health and Inclusiveness

Other Asia

Baseline
4.5

Brazil

7

8

Other Asia 

NIEs

Latin 
America 

(excl.Brazil)

Brazil

3 5

4.0

nd
in

g 
GD

P)

Latin 
America 

(excl.Brazil)Baseline6

7

di
ng

f G
D

P)

Indonesia India

3.0

3.5

ca
tio

n 
sp

en
pe

rc
en

t o
f G

Other AsiaNIEs

5

ea
lt

h 
sp

en
pe

rc
en

t 
o

South Asia 
(excl.India)2.5

Ed
uc

(i
n 

p

China

South Asia
(excl.India)

India

3

4H
e

(I
n

China
2.0

0.3 0.6 0.9 1.2 1.5

Indonesia

2
0.2 0.4 0.6 0.8 1 1.2 1.4

22

Degree of inclusiveness Degree of inclusiveness

ConclusionsConclusionsConclusionsConclusions

• In Japan, near and long-term challenges require comprehensive p g g q p
reforms that will jumpstart growth. This may require promoting 
investment and efficiency in service sector, tapping labor force, and 
deepening trade integrationdeepening trade integration.

• In China, boosting domestic consumption and developing the service 
t ld i f f th fi i l i t di ti tsector would require reforms of the financial intermediation system. 

Sequencing is important: a stronger exchange rate and a change in the 
monetary policy framework should have priority.y p y p y

• Policies to revitalize growth and make it more sustainable would also 
need to make growth more inclusive—indeed inclusive growth is aneed to make growth more inclusive indeed, inclusive growth is a 
challenge across all Asia, as income inequality has increased even 
more than in other regions. Reprioritizing spending towards social 
h t h l i thi dchapters may help in this regard.
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