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Introduction

China has made tremendous progress in its economic development
since it began reform and opened to the world in 1978. China has had
an average growth rate of about almost 10% over the last 37 years. It is
really historically unprecedented for an economy to grow so fast over
such a long period of time. Chinese GDP today is around US$10.4
trillion in 2014 prices compared to US$17.4 trillion for the United States.
The IMF has actually claimed that in terms of purchasing power parity,
the Chinese economy is a little bit bigger than the US economy. But I

am skeptical about the purchasing power parity measurement. They are

1) This is a transcript of a speech by Lawrence J. Lau at the IGE/KITA Global Trade

Forum on April 24, 2015. The views expressed here are the speaker’s.



very sensitive to the set of prices and I would not put too much faith in
the IMF estimates.

The columns are the annual growth rates. This picture shows that
until 1978, the Chinese economy hardly grew sticking to the bottom,
to the horizontal axis. After reform, however, it began to take off. After
China acceded to the World Trade Organization (WT0) in 2000, the
economy began to grow very rapidly. Yet there is still a gap for the US
economy which is still about 70% larger than the Chinese economy

today.

China & US: Real GDPs and Growth Rates
(2014 US$) since 1949
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The chart below shows it in per capital terms. In per capita terms
China is still way behind. Chinese GDP per capita is now probably
US$7,600 compared to US$55,000 for the US. So it will take a long time
which is illustrated by the graph. This will be the case despite the fact
that China has been growing much faster than the US. in per capita GDP



and GDP. When an economy starts at a very low base, it will talk a long

time to catch up. This is something that should be taken into account.

China & US: Real GDP per Capita & Growth Rates
(2014 US$) since 1949

Chinese and U.S. Real GDP per Capita and Their Rates of Growth since 1949
(thousand, 2014 US$)
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Now the next chart shows trade. Chairman SaKong just mentioned
that China is now Korea’s number one trading partner. In fact, it is the
number one trading partner for many countries now. But you can see
it is all quite recent. After the year 2000 and when China entered the
WTO, trade really went up. Later there is a drop because of the global
economic crisis. But overall, the gap is closing in total value of trade in
goods and services. China is catching up quite rapidly and might be the
largest in terms of trading goods today. The US. is still much bigger in
goods and services, however. Overall, the US. still has an edge.



China & US: International Trade
and Their Rates of Growth (US$) since 1970
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The chart below is very interesting, Basically, this is China’s rank as a
trading partner for different countries in the year 2013. You can see that
China is really number one or number two for most of the Fast Asian
countries. The third column shows the ranks of various countties as
a trading partner of China. For Japan and Korea, China is the largest
trading partner. For the United States, China is still the number two

trading partner behind the geographically closer Canada.
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° . °

Ranks of China as Trading Partner of Asia-
° ° . .
Pacific Countries/Regions & Vice Versa, 2013
. Chinese Rank as Trading Rank of Country/Region as

Country/Region Partner of Country/Region Trading Partner of China

Australia 1 7

Brunei 3 104

Cambodia 1 78

Hong Kong 1 2

Indonesia 1 16

Japan 1 3

Korea 1 4

Laos 2 20

Macau 1 85

Malaysia 1 8

Myanmar 1 51

New Zealand 1 43

Philippines 2 27

Singapore 1 11

Taiwan 1 5

Thailand 1 13

United States 2 1 8

Vietnam 1 18

The Chinese Economic Fundamentals

Now let us look into the economic fundamentals of what has been
driving Chinese economic growth. The most important thing is the
saving rate. The chart below shows the product saving rate from around

1952 to the present.

Chinese National Saving and Gross
Domestic Investment as Percents of GDP

Chinese National Savings and Gross Domestic Investment as a Percent of GDP since 1952
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It is really quite high. This is about 40%. The red line is the savings
rate and the blue line is the investment rate. The two more or less go
together until around 2005 or so when there is a gap. But the gap is
also closing, The gap between savings and investment is really the trade
surplus. The Chinese trade surplus has really been coming down as a
percent of GDP. One of the advantages of having a high savings rate is
that one can invest a lot without really relying on foreign capital. There
is no need for foreign loans, aid, or investment. Capital can be built up
rapidly. For example, East Asian economies have high savings rates. It
contrasts with Latin American countries that have low savings rates.
Latin American countries such as Brazil and Argentina did well for
about a decade on the basis of capital inflows. But in such a scenario,
when the foreign investors would like to repatriate their earnings, there
will be a currency crisis for the next 5-10 years and will eventually lead
into a recession. Having a very high domestic savings rate is a huge
advantage for China and other East Asian economies.

Next thing I want to talk about is labor. I think that most East Asian
countries, beginning with Japan, Taiwan, and Korea, all went through a
stage where they had a great deal of surplus labor from agriculture. The
green part is the GDP originating from agriculture. It represents the
primary sector and includes agriculture. The blue sector stands for the
secondary sector and includes the GDP originating from manufacturing,
mining, and construction. The red part stands for the tertiary sector
and consists of services. The contributions from agriculture started at
50% of GDP and are now down to just 10% of GDP, which is a huge

change over a petriod of 50-60 years. The manufacturing, mining, and
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construction sector is around 42%. The tertiary/service sectot is now
the largest at 48% of Chinese GDP. For the last year or so, the service
sector has actually been growing faster than the manufacturing, mining,

and construction sectots.

The Distribution of Chinese GDP
by Originating Sector since 1952

The Distribution of GDP by Sector

Pertaining to employment, back in 1952, more than 80% of the labor
force was employed in agriculture. It really has gone down quite a bit,
as represented by the green line. It is now around about 40% and is still
high. The manufacturing sector is now basically employing a little more
than 30% of the labor force. The tertiary sector is employing about
38%. It is important to note that the agricultural sector generates only
about less than 10% of GDP, but employs close to 40% of the labor
force. This indicates that there is still a great room to move labor from
the agricultural sector into the secondary sector and the tertiary sector.

That actually means that there is still the issue of demographics. It still
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favors a relatively high rate of growth and has not run out of surplus

labor as of yet.

The Distribution of Chinese Employment
by Sector since 1952

The Distribution of Employment by Sector since 1952

[ O Primary Sector O Secondary Sector OTertiary Sector |

The next point is the relative unimportance of the export of goods
and services. This is just relative. The graph shows the shares of exports
of goods and services as a percent of GDP in selected economies.
Korea, in fact, has higher export dependence than China. Singapore,
Thailand, Vietnam, and Taiwan all have high export dependence
while China, Japan, and the US. have very low export dependence.
Basically, large economies tend to be unaffected from what happens
in the outside. Small open economies become vulnerable to external
disturbances. The same is true for imports. Exports were very important
to China at the initial phase of development but it can no longer be a
powerful driving force for Chinese growth, going forward. Growth will

be mostly due to internal demand, which is also the case for the US.
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Large export surpluses should not be expected anymore. Also, high rates
of growth should not be expected of China.

Exports of Goods and Services
as a Percent of GDP: Selected Economies

Exports as a share of GDP of East Asian Economies
250 -
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The Sources of Chinese Economic Growth

There are several factors. The first one is very high rates of growth
of capital. The next one is very high rates of growth of labor,
especially with the movement of labor from the agricultural sector to
the secondary and tertiary sectors. China, before 1978, was a centrally
planned economy and as most centrally planned economies it had built
in slacks. Most centrally planned economies, however, do not operate
right on the frontier of their production possibilities. Once producers
are given autonomy and incentives, the output can increase drastically.
But even before increasing inputs, there is the transition to production
possibilities. So the second policy is using up the latent potential. The

third thing is quite important and that is the effects of the economies



of scale. China is a very large economy and one advantage of a large
economy is that you have all sorts of economies of scale. At the plant
level any plant can be built, for example, an automobile plant that
produces a quarter of a million vehicles a year. A small economy would
require exports, but for China the internal market is huge. Thus, large
scale efficient plants can be easily accommodated in almost every major
manufacturing industry. There are also other economies of coordination
that can happen in a large economy.

There are several advantages to a large economy. Here are the
quarterly rates of growth of exports of goods in selected Asian
economies. All the economies fluctuate. The red line is China, and

Korea is the turquoise line. Everybody’s exports fluctuate. The world

economy ebbs and flows.

Quarterly Rates of Growth of Exports
of Goods: Selected Asian Economies

Quarterly Rates of Growth of Exports of Goods: Selected East Asian Economies
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Similarly, imports also fluctuate. All of the peaks and troughs
from times like 2008 and 1997 are evident. For GDP, this is the most
worthwhile chart to look at. The red line also goes up and down but
is relatively stable. This is in contrast to other economies where the
quartetly rates of growth will actually go negative. This demonstrates
how a very large economy, whatever happens externally, will have a

minimal impact.

Quarterly Rates of Growth of Real GDP,
Y-0-Y: Selected Asian Economies

—
Quarterly Rates of Growth of Real GDP, Year-over-Year: Selected East Asian Economies

The Sources of Chinese Economic Growth: The Effects of
Economies of Scale

Nobody really knows what “economies of scale” really is. There
was an economist named Edward Denison in the US. who said that it
is probably 1.1, the degree of economies of scale. That means if you
double all inputs, the output will be increased by 1.1 times. Michael

Boston and I from recent research find it as close to 1.1. But the 1.1
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relative to 1 cannot be underestimated. I have done some calculations:
supposing you have two economies, one small one and one large one
and that both have inputs growing at 7%. Now for constant returns to
scale, the small will grow at 7% per year, and the larger one will grow
at 7.7% per year. Even a 0.7% difference per year translates into a huge
number. In 10 years, it would be 2.6 times. In 20 years, it would be 6.7
times. It really is the magic of the power of compound interest. Even
a small difference can make a huge difference. Also, one way to look at
the growth of China is that there is “economies of scale” at work. India
is an example of another country where substantial economies of scale
can be found. It is worth remembering that India can realize its potential

of being a large economy by building in all of the infrastructure.

The “Wild Gees Flying Pattern” — The further advantage
of China’s size

The next thing I would like to talk about is called the “Wild Geese
Flying Pattern” of development. A Japanese economist named
Akamatsu Kaname proposed that East Asian industrial development is
like flying geese. The particular point about flying geese is that there is
always a leading goose who flies the fastest and takes turns. Today the
fastest growing economy is Japan, the next period it could be Taiwan,
and the next period it could be Korea. The head goose always changes. I
think that is a very good parable for East Asian growth that successively
different economies will become the fastest growing and other
economies will come up. It actually explains Fast Asian industrialization

quite well. It spreads from Japan first, Hong Kong, Taiwan, Korea,
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through Southeast Asia and then through China.

That can also apply to China itself. In China the provinces on the
coast like Guangdong and Shanghai grew first. Other provinces on
the coast grew as well, but now they have actually slowed down. New
growth actually comes from inland. The inland provinces are now the
fastest growing, China can now continue growing, As the coastal areas
slow down, the inland areas will begin to grow very quickly. For example,
I understand that Samsung has invested more than US$20 billion in
semi-conductor manufacturing facilities near Xian, and that is very much

internal in one of the interior provinces.

China as a Surplus Economy

The next thing I wanted to talk about is China as a surplus economy.
While everybody knows that there is surplus labor in China, there is also
surplus capital. China has been growing very fast. It has a high domestic
savings rate and thus also has a very high domestic investment rate. But
what has really happened in the last 5-10 years in the last decade is a
tremendous buildup in manufacturing capacity. Everyone knows that
there is excess capacity in every major manufacturing industry such as
steel, cement, glass, shipbuilding, solar panels, aluminum, etc. Very soon
there will be excess capacity in automobile manufacturing;

Secondly, those of you who have visited China recently in the 2nd,
3rd, or 4th tier cities must have found that there is overbuilt residential
housing, Many houses are empty. The average capacity utilization rate
in many manufacturing industries is now around 70%, which is very

low, because it is very hard to make money with a 70% utilization rate.
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This investment is basically excessive investment that is wasted. But
then there is a positive side, a silver lining to excessive capacity. China’s
real GDP is not supply constrained but aggregate demand determined.
There is more supply than can be used, so with demand supply
will be forthcoming. Twenty years ago, the economy was definitely
supply constrained but is now aggregate demand determined. If the
government can come up with the aggregate demand, the economy will
continue to grow without constraint.

The social cost would be quite low since there is so much excess
capacity. For example, the government increases its aggregate demand
even though the social cost is low because the facilities have been
built and workers need to be supported. The growth of exports, fixed
investments, manufacturing, and residential housing can no longer
be the principle drivers of the growth of China’s aggregate demand,
going forward. How did this surplus economy come about? It came
about because of massively excess fixed investment. But most of this
comes at the local level. The local officials are under pressure to increase
GDP and employment and then they discover that they do not have
much revenue but they have land. If they can change zoning on the
land revenues, they can create wealth with which they could construct
steel plants, cement plants, and so forth. That is one of the courses of
excessive investment.

In China, the excessive demand for credit is chronic. That is why
interest rate has remained very high. Bank interest rate is not so high but
it is inaccessible. By the time the rate is put through trust companies or

other places, the rate can be very high. Since the Chinese yuan has been
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appreciating with respect to the US. dollar, it is expected that the interest
rate parity be assessed that the Chinese interest rate should be lower than
the US. interest rate to compensate for the fact that it is appreciating;

But that is not the case.

Nominal Exchange Rate of the Renminbi,
Yuan/US$, 1978-present

Nominal Exchange Rate of the Renminbi, Yuan/US$, 1978-present

The graph shows the interest rate differential between China and
the US. The Chinese rate, the red line, is most of the time much higher
than the blue line, the US. rate. In China, there are borrowers who are
not really deterred by interest rates. Fundamentally, many borrowers
think that if things turn sour, they do not have to repay. With that
attitude, people will always want to borrow more since they do not plan
to repay. That is one of the problems and reasons why there is this
kind of excessive investment. What are future growth drivers? Since
exports are not likely to grow very fast, investment, manufacturing,

and residential housing will not work very well, either. One is public
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infrastructure investment. For example, the high-speed railroad network
is almost complete. In urban mass transit systems, there is a great deal
of room for infrastructure investment, especially in Chinese cities of
almost over 2 million population, from somewhere between 70 to 100
cities. Mass transit systems to be built do not necessarily have to be
subways, they could be light rails and so forth. The key really is to let
people live well without actually having to drive a car. One of the things
is that if everyone in China drove a car, China would be in trouble.
Wi-Fi towers could be built to provide more access to the internet. In
urban areas, affordable housing could be created. Also, water shortage
is a real problem in China. One could build facilities such as seawater
desalination plants and national strategic petroleum reserves. So there
are a lot of things that can still be done which will make use of the

excess manufacturing capacity.

Provision of Public Goods

Both the Chinese government and the Chinese public have become
very environmentally conscious. They have really made an effort to
clean up the air, the water, the soil, a lot of which take up resources
and investment. Education, health care, and eldetly care are also much
needed services. Provision of public goods can also become a large
component of aggregate demand. Urbanization provides the unifying
theme for expanding public infrastructure investment and public goods
consumption. Public goods are best promoted in an urban context. It
is very hard to promote public goods in a rural context. Many of the

services are better provided in the urban areas.
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Alot of people talk about household consumption in China. In fact,
consumption as measured by real retail sales has been growing at 150%
of GDP growth which is healthy. That is, GDP growth is 7% and real
consumption will grow at 10.5%. But be that as it may; it is still not fast
enough to be a major driver of economic growth. Disposable household
income as a share of China’s GDP is around 43.2% according to the
most recent data. Even if people do not save anything, consumption
will be at 43.2% of GDP. That is much lower than in the United States
and in other developed economies, and I am sure it is much lower than
in Korea.

The other thing is the household savings rate, which is distinct from
the national savings rate. The rate of household savings out of the
disposable income in China can be estimated at around 30%. That
really means that the household consumption of GDP is around
30%. But 30% household savings rate is comparable to the savings
rate we observe at ethnically Chinese households in Hong Kong and
Taiwan. Therefore, unless household income is dramatically increased,
household consumption cannot constitute a large percentage of GDP. 1
think it ought to be a goal to increase household income and household
consumption. But it is not going to happen overnight; it will take a long
time to increase labor share of the economy:.

The graph below shows the monthly rates of growth of Chinese
retail sales. It has gone down for a little before stabilizing and is now
a little above 10%. About 10.5% to 11% which is consistent with the
assertion that it is about 1.5 times, 150% of the rates of growth of real

GDP. This is a trend that is likely to continue with a rising middle class
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and so forth. But even at this rate, consumption cannot rise very fast
without an increase in income. In order to promote public infrastructure
investment and public goods consumption, leadership and support of
both the central government and the local governments is required.
The private sector cannot do public infrastructure investment or public

goods. The private sector can be the contractor.

Monthly Rates of Growth of Chinese
Real Retail Sales, Y-0-Y

Monthly Rates of Growth of Chinese Real Retail Sales since, Year-over-Year

For example, if you want to clean up the pollution, you can hire one
or more private firms to do the work, but fundamentally the resources
have to come from the public sector. As the government cleans the
environment, one of the things it faces is that a great deal of the benefits
are not included in the GDP. Whether the air is cleaner or whether
the pm 2.5 has a 50 rating or a 400 rating is not reflected in the GDP.
Everyone would welcome the cleaning up, but it would not be included

in the GDP. There may be a lower measured rate of growth of GDP as
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the expenditures are shifted into these areas. Unless GDP is measured in
different ways, GDP growth rate is going to come down. But the other
thing that I think is good about public goods consumption is that it is
actually a redistribution in kind. Both rich and poor breathe the same
air, but improving the environment and providing public goods is really
a form of redistribution. Redistribution can be done in kind without
having to redistribute in monetary terms, which is actually even better
because environmental control has to be done collectively. If money is
gifted to households, it is of no use. Householders cannot help clean
out the environment, because only a collective action by the government

and local government can clean up the environment.

The Importance of Expectations

Let me share a couple of words about the importance of
expectations. Economists all believe in expectations. Expectations
actually drive the economy. I want to give you three examples of
changed expectations that had very powerful economic effects. In 1992,
Mr. Deng Xiaoping undertook his famous southern tour in the first
quarter of 1992. The tour sent a signal to the entire country that now
is the time to invest and consume. The rest of 1992, 1993 and 1994
was boom years with growth rates above double digit rates. Before
1992, the Chinese economy was very much in recession. This example
demonstrates the power of changing expectations. In 1997 there was the
East Asian currency crisis. At the time, Korea’s economy was suffering
along with the economies of many other East Asian countries. China

was faced with a decision to devalue along with everybody else or to



hold the currency rate. China I think wisely chose to hold the currency
rate and not devalue. But that also sent a very strong signal and I think
that is why the economy was able to hold despite the crisis.

The same thing happened in 2008. In 2008, it was scary because
the Korean economy had a similar experience. Right after the Lehman
Brothers collapsed in September 2008, the banks in the U.S. completely
froze. They could not do anything, All of the exporters in Asia all of
a sudden were receiving no orders, because no American bank could
issue the letter of credit. In China, export orders dropped about 50%
overnight. Premier Wen Jiabao within six weeks launched a 4 trillion
yuan economic stimulus plan and it took another year before the
program could be implemented. But, even just launching that plan
at that time changed expectations. People came to think that things
would be alright and that people would continue to be investing and
consuming, That is something that economists do not pay enough
attention to because it is not so much the expectation based on the
past. But it is really about the expectations in the future and how one
changes people’s expectations about the future that will change things.
For example, I think that Japan has been in recession for the past 20
years and the reason was that people were convinced that things were
not going to get better. People are not going to invest and consume if
they think things are not going to get better. Enterprises do not invest
and households do not consume because the worst is expected. These
expectations can be self-fulfilling,

There needs to be a change of expectations. It has taken a long time.

I think that the US. has succeeded. I think that the US. government
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through QEs has succeeded in rescuing the financial institutions and the
US. from financial collapse. But it has really not changed expectations
that much. I think that people are really still quite pessimistic. The
household savings rate in the US. in the best of times would still be
negative. But now it is a positive 5-6% and there is a worry as to why
people are not consuming more. The US. economy relies heavily on
people going out and consuming, Expectations are very important.
Going forward for China, keeping the expectations up and people’s
confidence intact is important. I am quite optimistic that 7% growth,
going forward, is doable based on the fundamentals; however,

expectations need to be worked on.

The Ongoing Economic Challenges

1. The Rapidly Aging Population

There are many ongoing economic challenges. One of them is the
rapidly aging population. Every economy has an aging population; but
China is aging especially fast because it had a one-child policy since 1980.
If the one-child policy is continued indefinitely, there will eventually be a
point where population will start to decrease. China has begun to realize
that and has started to change its policy. For example, if one of the
husband or wife in a married couple is a single child, that couple is allowed
to have two children. Then, eventually there will be a net reproduction rate
of one. This change was introduced last year, but it will probably take two
decades for it to have any impact on the working age population.

But I think there is one thing about China that will keep it afloat.

The mandatory retirement ages in China are far too low. They are 55
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for women and 60 for men. These retirement ages were set in the eatly
1950s when life expectancy was much lower. Today that makes no
sense. If one could move them up by 5-10 years by delaying retirement
by 5-10 years, that would make everyone happier, because they would
be able to save up more money for retirement. They would be working
and the labor force would not start declining, I think that the mandatory
retirement ages will actually be pushed out, maybe it being an option in
the beginning, For example, people can retire at the age of 60 or even
05 if they want to continue working, For younger people, I am sure
they cannot have the retirement age be 60. They are not making enough
money during their working life to support their retirement years. In my

view; ageing population is not a serious problem.

2. The Anti-Corruption Campaign

The Anti-Corruption Campaign that is going on right now is
absolutely important for China’s future. Corruption is a terrible thing,
and it basically sets up all of the wrong incentives. People do not have to
be efficient. The Anti-Corruption Campaign has been quite successful
so far. President Xi Jinping promised to hit both tigers and flies and he
did. He did get quite a few tigers and it has proved to be very popular
with the public. But it has had some effects of discouraging initiative
on the part of some government officials, because it is safer not to do
anything, Officials avoid attracting attention to themselves by not doing
anything, It is my view that some part of the slowdown can be attributed
to the government officials. Also, there have been regulations against

luxury consumption and luxury dining, which means that the top end
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restaurants in Beijing have had no business for the last year or two,
which I think is a problem that will have to be resolved gradually. But
one should really focus on the fact that the Anti-Corruption Campaign
is actually aimed at deterring corruption in the future. It is not really
aimed to punish people for deeds in the past. Punishment of past deeds
only serves as a further deterrent for corruption in the future. The aim
now is to make it, so that no one would dare to be corrupt. Hopefully,
in a couple of years, a new system would be in place that would make it
much more difficult to be corrupt. Reducing discretion on the part of

government officials should automatically reduce corruption.

3. Shadow Banking

Shadow banking is a serious problem. I do not know how setious it is in
Korea but in China it is becoming quite serious. It used to be 90% of the
loans were through bank loans; now 50% of loans are outside the banking
system. In China, 60% of shadow banking is done by banks themselves,
mostly to circumvent restrictions on various types of lending, I think that
the government is cognizant of the possible risks of shadow banking and
is looking into it. So I do not think that it would be a serious problem.

4. Local Government Debt

I think that the shorthand answer is that the Chinese national debt
is around 20% of GDP. The local government debt can be estimated
to be around 30-35%. Not all of it is going to be bad. If assumed that
half of it is bad, the government has to assume that it is about 40% of

GDP, which is a very low debt ratio today. Japan’s debt-to-GDP ratio
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stands at 250% and the U.S. at over 100%. So around 40% is a very low
deficit and completely manageable. In fact, the Chinese debt is similar
to that of Japan and the US. in that they are all almost denominated in
their own currency. There is almost no real risk of default because more
of each country’s currency can be printed as and when deemed needed.
Greece is in trouble because it cannot print euro. The US. can print as
many dollars to repay, if necessary, so I do not think that there is any
risk of the US. defaulting, Similarly, Japan owes in Japanese yen, so to
Japanese nationals there is not too much risk. It is true for China as well.
Therefore, I would not worty too much about local government debt

because it can be handled.

5. The Deficit in Human Capital

The graph below shows the average number of years of schooling
per person in the labor force. At the very top, we have the US,, followed
by Japan. Korea has come up very high. It is remarkable that Korea has
done well in terms of raising the quality of the labor force. China is still
at a low level, so China has a great deal of catching up to do in terms of

human capital.

30



Average Number of Years of Schooling
of Selected Economies (1945-present)

Average Number of Years of Schooling of Selected Economies (1945-present)
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6. The Innovation Gap

Another thing is Research and Development (R&D). For example,
Korea is now spending 4% of GDP on R&D, which is very remarkable,
and Japan around 3%. The R&D expenditure of the US. is still very
high. In terms of R&D expenditures, China also shows a great deal of
catching up to do. That is what I call the innovation gap.

R&D Expenditures as a Ratio of GDP:
G-7 Countries, 4 East Asian NIES & China

R&D Expenditures as a Percentage of GDP: G-7 Countries, 4 East Asian NIEs and China

-, Japan

e—France @ Canada

emsingapore == Taiwan
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Patents also count. At the top of the graph below stands the US,,
followed by Japan. Korea is going up very fast. China still remains at the
bottom. The picture might be slightly deceiving because of the scale, so
going up in fact makes a huge difference. Korea should be congratulated
for achieving all of this.

Patents Granted in the United States:
G-7 Countries, 4 East Asian NIEs & China

—
Patents Granted Annually in the United States: G7 Countries, 4 East Asian NIEs and China

1,000,000 T

100,000

10,000 +

1,000 T,

Number of Patents

100

One should also look at the number of internet users. As you can see
in the graph, Korea is right at the top. China is about halfway. So there is

much to do.
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The Number of Internet Users as a Percent
of the Population in Selected Economies

The Number of Internet Users as a Percent of the ion in Selected E
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7. Income Disparity

In my view, it is correct to say that in 1978 the income distribution
in China was much more equal than it is today. But no one wants to go
back to that degree of egalitarianism with low income. Today the Gini
Coefficient is about 0.4, while for the US. it is about 0.41. It is not so
bad, relatively speaking. Sweden was one of the best among the western
economies standing at 0.25, which is very low in terms of the Gini
Coefficient. But the provision of public goods cannot be measured
in terms of the Gini Coefficient. But the provision of public goods is

redistribution in kind that will improve things quite a bit.

8. Environmental Degradation

China is making an effort to clean up. People are now very conscious
of air, water, and soil quality. Recently, China passed a new regulation
on water quality, saying that it has to be fit for drinking In the 13th

33



Five-Year Plan from 2016-2020, the key performance indicators of
government officials will include the environment. That is not just
the GDP and the employment rate but also environmental indicators
such as the Particulate Matter (PM) levels. I believe that it will have
a major impact on how things are done. China has become more
environmentally conscious at an eatlier stage than the US. or Japan at
their earliest stages. Current Chinese per capita GDP is approximately
US$7,600. It was common knowledge that during the 1970s, Los
Angeles was tertible. Then they made efforts to clean it up. California
put in a catalytic converter in cars which made a big difference. At that
time the US. per capita GDP was already US$25,000 in today’s prices.
Similatly, for Japan’s Osaka in the 1980s was also terrible. But they
cleaned it up. Then the Japanese per capita GDP was also in excess
of US$20,000. It is good that China is being more environmentally

conscious at an earlier stage because it is easier to start eatly.

9. Excess Capacities in Manufacturing

There are two problems dealing with the excess capacity in
manufacturing: what to do with the workers and what to do about
bank loans. Both are serious problems. The right solution is probably a
roll-up of some kind to have consolidation. Both the workers and the
bank loans can be taken care of in some way by internalizing it through
consolidation. I do not know if Korea has the Chapter 11 bankruptcy
rule or an equivalent, but China does not. So it is either going into
receivership or seizing operation. There is no alternative. In the US,,

companies can go into Chapter 11, where they can continue operating
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while they reorganize. In my view;, it is a mistake that China does not
have it and I have been advocating it everywhere. Chapter 11 is very
useful because one can continue operating while it is figured out what is

best to do.

10. The Excess Supply of Residential Real Estate

The excess supply of residential real estate is a problem. That is
evident, in that there is too much real estate. It is inevitable that some
developers will go under, but it may not be such a bad thing since there

is so much excess supply.

Towards the “New Normal”
Things have really slowed down. The chart below shows quarterly

rates of growth. The rates have been coming down.

Quarterly Rates of Growth of Chinese Real
GDP, Y-0-Y and Seasonally Adjusted
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It was 7.3% in the 4th quarter of last year. But I think it will
stabilize around 6.5-7%. My belief is that in the 13th Five-Year Plan,
the target rate will be somewhere around 6.5-7%. I think that it is
completely doable. 7% is not a low rate. GDP can almost be doubled
in ten years, since the Chinese economy has nearly doubled the last
decade. 7% today in absolute terms is equivalent to 14% ten years
ago. Do not worry about it going down from 7 % to 6.9%. I think
that the Chinese government has the resources, the capacity, and the
will, and it will be ok.

Inflation has come way down. Inflation is really not a problem
because there is so much excess capacity. Prices cannot go up if there
is so much excess capacity. Steel, cement, and glass cannot do it. The
New Normal would mean slower growth and lower employment. The
challenge for the Chinese government is job creation. In that respect,
the Chinese government has been doing well. In 2014 and 2013, more
than 13 million jobs and about 13 million jobs were created respectively.
This year the target is over 10 million jobs. Personally, I think it can be
done but it will mostly be in the service sector which is growing much
faster than the manufacturing sector. The service sector actually requires
less fixed investment, energy, and natural resources. The fastest growing
sector is the service sector. It is an established pattern that as economies

grow, the service sector will grow faster.
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Monthly Rates of Change of Consumer Price
Index and Its Components since 1994, Y-0-Y

Monthly Rates of Change of Consumer Price Index and Its Components since 1994, Y-0-Y
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The graph below shows fixed assets investments which has a downward
trend. It is going down because the expanding of the service sector does
not require so much fixed investment. Also, if there is GDP growth in the
service sector, 1% growth will create 30% more jobs than 1% growth in
the industry sector. Thus, everything hangs together reasonably well.

Monthly Rates of Growth of Chinese
Fixed Assets Investment, Y-0-Y

Monthly Rates of Growth of Chinese Fixed Assets Investment, Year-over-Year

37



As for the annual GDP growth of China, most forecast organizations
have forecasted that in the next couple of years, China will grow around
7% on average. On the higher end of the spectrum between 6.5-7% is
the likely outcome for 2015. The US Conference Board is excessively

pessimistic.

Near-Term Forecasts of Annual Rates

of Growth of Chinese Real GDP

Forecasts of Anmual Rates of Growth of Chinese Real GDP
Forecasting Organisation 0I5 2016 2017
Asian Development Bank 120% 700%
The International Monetary Fund 6.80% 6.30%
The Organisation for Economic Cooperation and Development ~ 7.00% 6.90%
The World Bank T10% 7.00% 630%
The Conference Board (US.) 6.30% 540%
Fitch Rafings 680% 6.50% *

If you look at the chart on tangible capital per unit labor, you can see
a big gap, which means that Chinese laborers can still benefit from more
tangible capital. Capital per unit labor still has a huge gap between the
US. and China. This is my forecast for growth rate of GDP in China
and the US. I am optimistic about both. I think the US. will return to a
growth rate between 3-3.5%, while China will grow between 6.5-7%. At
these rates, the two GDPs will ctoss each other in 2029 or 2030. That
seems a reasonable thing to happen. We forecast that Chinese per capita
GDP will become on par with that of the US. in 2060. Even in 2030
with the GDPs being the same, there will still be a big gap because there
is about a 5:1 difference in population. So it will take a long time for
China to catch up with the US.
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Is there any effective mechanism to evaluate the credit-
Q worthiness between state-owned enterprises and state-owned
banks? A lot of financial distress has occurred between state-owned
enterprises and state-owned banks. I would appreciate your thoughts
on this issue, especially on China’s privatization program in the years
to come. Secondly, you did not mention China’s attitude towards the
ongoing mega-regional blocs such as the Trans-Pacific Partnership
(rPp). China has engineered to push through Regional Comprehensive
Economic Partnership (RCEP). How does China view the emerging
mega-bloc initiated by the US. and Japan? What would China’s reaction

be to these recent developments?

A Both state banks and state enterprises are owned by the state.

If those who work in a state bank lend to a state enterprise, it
is actually coming out of the same pocket. Even if they lend to a state
enterprise, there really is no risk, because even if they do not repay, it
is from the same pocket. It is like lending money to yourself. I am not
saying that is right. But that is how people working in the state banks
perceive things. I am not defending because it is not the right thing to
do. It takes time to develop a credit culture. The problem for China is a
chronic excess demand for credit. Many people borrow, with no intent
to repay if things turn sour. When that happens, there is never enough
money to lend. In the current market, when developers get money
today, it is at least 15-20% which are unaffordable rates. Such rates are
only payable for those with no intention to repay. The development of a

credit culture is a necessity.
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Concerning the TPP, the WTO is not moving and working, so people
are resorting to regional setups. My personal feeling is that the really
productive thing is the ASEAN (Association of Southeast Asian Nations)
Free Trade Area plus China, Korea, and Japan. I think that would be
a fantastic setup. The TPP is much less oriented on goods and much
more focused on services, especially financial services. The provision in
the TPP for state-owned enterprises would be very difficult for China
to comply with in the short run. But I think TPP will probably take off.
Japan and the US. are negotiating right down to the details. There is a
good chance that it will work and pass through Congtess, and that TPP
will be launched. But TPP without the largest economy on this side of
the Pacific, i.e. China, cannot really do much. But it remains to be seen

how things play out.

When Korea’s per capita GDP reached somewhere around
Q US$6,000 or US$7,000, people had solved the issues of food,
clothing, and housing. Then people asked for democracy and human
rights. China’s per capita GDP is currently about US$7,600 and is still
ruled by one party. Would the people of China demand and desire for
democracy? Related to that, we have seen long demonstrations in Hong
Kong, asking for more autonomy. What are your expectations for this

issue?
A  On democracy and human rights, I think that the Chinese

government has a different tact. It is a one-party government,

but a one-party government also has some advantages. Namely, there
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is continuity of programs, so one does not have to stop every four or
two years. What the Chinese government tries to do is have a form of
consultative democracy in which various views can be taken in without
really going to one person, one vote. In some sense, there is no guarantee
that one person, one vote will be successful. Winston Churchill said that
it is the best system because there is no alternative, but that is really not
true. I think what democracy does is to rule out the worst outcomes. It
is a Minimax strategy; of course, it is definitely not an optimal strategy. It
is 2 Minimax strategy only if the people in power will relinquish power
willingly. Sometimes it happens that people in power do not want to
relinquish power, so the first thing they do when they get in power is to
change the constitution for them to eventually succeed themselves. So 1
am not sure that at this stage if it is an unmitigated positive thing;

As a Hongkonger, I think the people in Hong Kong were misled
by the leaders because the law is very clear that Hong Kong is not a
sovereign state. Since Hong Kong is not a sovereign state, it will have
to conduct business under the law: If one has problems with the basic
law, the right way to do it is to try to amend the basic law. Occupying
Central and forcing the government to give in is not right. I do not
think the government should or can do it. I think that is the furthest
opposite from the rule of law: Also, I think the supporters of the occupy
movement are in the minority. I do not think that they will get their
actual way. I am hopeful that Hong Kong will get a chance for universal

suffrage no matter how imperfect it may be. It will take time to change.
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You seemed pretty optimistic on China’s approach on solving
Q future environmental issues. But I am concerned about the
Yellow Sand problem. Even if you start right now; I believe that due
to the magnitude of the problem there needs be a much greater effort
compared to that of other countries. Secondly, Premier Li Keqiang
said that he does not believe in China’s own GDP statistics. He instead
prefers to evaluate through measures such as electricity consumption,
volume of rail cargo, and loan disbursements. What is the difference
between the US. and China’s methods of national income accounting?
Another concern of mine is China’s soft budget constraint under which
if a company has a deficit, it will be compensated and given money at
the end of the year. So a lot of Chinese companies are taking part in
dumping activities, which could have foreseen problems with European
countries. This also affects state-owned enterprises and other companies

also supervised by the Chinese government. I am wondering how this

will affect the FT'A between China and Korea.

A In regards to the environmental problem, I am not a specialist,
so I cannot really comment on it. But I think that there is the
determination to clean up in China. It is quite widespread. When there
is a will, there is a way. There are also plenty of resources, so I think
something will be done.
With regards to statistics, I think that every country’s statistics cannot
be relied on. It is not just Premier Li Keqiang, for I have talked to a lot
of Chinese leaders. The consensus view is that we do not know whether

the levels are right. But we hope the rates of growth are right. The two
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things are different because you can have level bias. For example, there
is an underground economy in the US. which accounts for about 10%
and in Italy it is much bigger. But the hope is that the rate of growth is
reasonably correct. In fact, what is really interesting is for the last twenty
years if the weighted average real rate of growth for all of the provinces
together is added up, it is 200 basis points higher than the published
national growth rate. That is real because the central bureau decided not
to revise the provincial data submitted by the provincial authorities. But
they do their own private adjustments elsewhere. It is very systematic. It
is not a question of whether they are reliable, but more of whether they

are the best available for making decisions. They are never totally reliable.

I was struck when you said 7% growth today is equal to 14%
Q ten years ago. You seemed to present a new development
macroeconomic model which is quite different from a Keynesian one.
China is a surplus economy with savings much higher than investment.
It seems to me that savings and excess capacity are the driving forces
behind the Chinese growth. What is your logic behind some of your

comments?

A I think that the excess capacity is a recent phenomenon. It really

began developing after 2003 and so forth. It is a problem that
should never have gotten there. But since China is there already, it might
also benefit from the excess capacity, so that if there is demand, there
will be supply. I think that is really the idea. It is not like there has been

excess capacity from day one. There was no excess capacity 20 years ago.
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Excess capacity is a very recent phenomenon that has been developed

over the past decade.
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Brunei 3 104
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Laos 2 20
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New Zealand 1 43
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Taiwan 1 5
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United States 2 1 8

Vietnam 1 18
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Quarterly Rates of Growth of Exports
of Goods: Selected Asian Economies
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Quarterly Rates of Growth of Real GDP,
Y-0-Y: Selected Asian Economies

Quarterly Rates of Growth of Real GDP, Year-over-Year: Selected East Asian Economies

2 w o

b

 Annyalized Rates in Percent

N

= 8M| GEe| HR: f2o| ZA| Zat
“TFELO] A A cconomies of scale) 7} F-S1017] AE}5] of= Al ¢}
FUTh vl= AR o= HlY S Edward Denison):> 59| 7
A=zt 1102k S UL &, BE B8 o2 e A1E
ol 118 S7RRt= dytt, mlolE B8 (Michael Boston)2} 4]
= ZT Aol e A=Y L1 7Rt Ale RSy
o, ey 139 e o 11 FAIS 4 Qs AU Al o
S 2 AR sfigks U, 212 A Fol TR Fkeke At
T A7 Aok 7l EAICE AR geolo] E e
T Al ARt 7% SRl tiati Al A% 7.7% 73
AU ¢ 0.7% *ole A A7t Hyt 10do] Au 1

H
o
by
T
n)




Aol 2,667} ek, 204e] ALt 6.7 Sof it o]l
o Helo] npgiUT 2L xjol2x} 2 Ko7t Uiz ARE 7t

G QUi FRe) e el AR ek Row
% 2 4 QU Qe AR 0] 4] St ek AR
YU}, QLEst BE QmekE PES thtm ZARAY WS
2 7)ofafor Pyt

{12
el
ok
>
s
iu}
fr
Y

“71217| wl HIY 012" — H=O| M7t F= FIHH 01F
o ] 7127] o e o2 el disl A= syt
UE AR} o7tz 7R (Akamatsu Kaname)= 5O O AFY
7ol ok 712)7] "ot At AljkE AsUH Eoli= 7l
27] dlo M FEsfiof & 2 A 7P A EaL e vt
T AT 719717E & e Stk AduY, 258 7P wEA A
Fole BAE dedyrh 11 v divte] 2 = QAL T T
T ol 2 = dsynh AR 7BV 8 eHyY. 7P e
7 AL e AAIEe] wekeths o] ©]
0| sorrlore] g7l thek vil-p- 283t ¥l parable =il 2R
ot Sotrlore] AHekE el & ATl sElE YT SO
oo rtfsles HA| dEollA AlZtsiA, FF, it T=, SHorE

A == SRE U

o] o] T Aol A8 = AFYHh T= FeAold

AFsto] Zhe: Ak A o] WA ARSI THE olok A SE A

59



YO, AFE Aol ESHEUSU WRoIA M2 Aol
UL Qs @A HE @S] ZHE ke ARSI ol
Utk oA B RS A5 4= i A HEEY 4

_‘.4

°
o
2
it
il
)
u>~
o,
o
ofx
H
>
=
&
s
>

H
B
Rt9
H1
)
)
o
=2

2000 2} WA EASAEE, I3E W Zo] Eolt gl F

AU

S=2| 4o ZH|

oAl T=ref ol Al His TEEAEUH Tl Fol
50| EATE A B oA RIARE, o] ARt SRR 1
&}t T2 vl wEA sy =W ASEe] vl 7
mo]l = FAREE i =EUTh 2Eu Al 5~109 St Al
AR AdUA SAE AU 2 AME, 72, 241, HYE
A, EFulE 53 22 e 78 ARl A dulrE EAt

£ A8 obl QM) AU AEA AEE Tl 7}

SA, 2 30 23, 33, 4F EAS PEINA B FAG
e AU e o] Hlo] 9)
Utk B AR B AHZREES oF 0%t Al 1S
B 0% 401 7] ofelg whe SEeUT ZjRA 0w o)k
Ml SpJEAR T st AelolE gl S

ofL

,Q_l/\
T M-

60



Utk £39] 47 GDPE Bl Aok Ao] ohje} F4e] uf
o AYEU A Seut TPl gonE £ast gow 37
of wehgLith 204 A F AAlS S| T AoFHel A,
AFe Fael tet 2Pk A7k RS AN 5
W AN Ak glo] Aol /s e AQuie,

TpGAH7E AUAA| @7] w2l AFe] A HlEe 4] Wad

o}, oIS Sof, ofu] A7k 2A 93 RIS e AU I
2317] w2l 1812 ulgo] velekE Al F5aS Sel By
o ghomi o ol &, WA, ARG, FAE FHe] Aol

F30] 40 A AWK 72 o] F 4 gavih oA
],

old Jof BAF 2ARE7IR? A L] 2 TR

Soolle WA H A8 8rF AU =2 5=
AJE= oyt 23 wehs 20| A ARE 23 HiEell o
T Aol gladnh AlERA BE 71de AR W gEl
o7 oYt = APt vl=r 2 din] AYEAL gle g
OJARETE 7 Hinterest rate parity) O] 0] W= /o] tigt HAfo = &



=9 Hef= vl weEet SopAok gy, ey A4S A
sl
(1978 0|= O] Ef2{3t CHH| {123t HE 2kg FA)
Nominal Exchange Rate of the Renminbi
Yuan/US$, 1978-present

o] Jejmi
(2 A TR
L Zaof 7jo)x] 9= giEAlEo] Qs 1EAoZ U
APgo] Agto] vk Akt P avt gloka Azt
Jslel A|glo] glon g oAU o o] We]x

TE 7 AEELS

AU, o= 5
o]7|% gyt wjFe] A Y FAL7R?
g e

A 2A gonw Exjol Az,

/H XP&

62

Zwh )=o) o) Ho|S HolBUtt, F3te] Fe)
Bl Fejeleal A)nct 84 Egur 230
e i

=0 A )
o] BAJo|7w L, o]l THJEAT} ZAEH
T g seon

ol

Zo] w27



A wakg YA 28 AU § 7 deke B qlme) 54
g

Ut} o Sol, naHEgo] Ao) hgElglych B4

% QS uhSolRE Zlo] AT 5] Gt BE Aol 4
$A5 275h, BAVL AT YU, Wi-Fi 12 o o] 4
AJskel Qe HLAL £ 5 Uk B4 Aol 2gat 7}
7o) ZEe AN 4 YU, B, FFNHE B Fo| 2
Ak, s Tst B S7h A ulf A S0 A4

Ad = lSu. BJEHIE ZET = Sl ofF] 7HA Wete]

ftlo
(RO

o)

Yt} ol diFEe Adu £A45 e shch, mea)

FraolA & HlFE A 5 U EARRE 3 e F
Aeh FA] 48] et FEE FAIE AU 334 =

A BelA] by 27k BRI 5 Aol A BRA) g



2A8l71 e 1 o), iRl AulAt EA) Kok A
37] Ly,

BRe Afgo] Z30] 714 ol el AFRTH AL A8 &
ol & 25 Al GDP B 150% SER Z71)A Hh
A5 AU 2, GDP A4B0] 7R AR Au)= 10.5% %
Fhgtehs AU 28 siejeke A4l e 44 Eelo] =7
o= ob%) A &7t =R, 22 dlojglo] w2, GDP oy
AR AL ulEE oF 43 290U Th ASo] A%S HF 9
shEfehE 4l GDPO] 43,9%] o] U, ol ujolut ke Al
AR} W Sl ShRrhE WA e ARt

e gl b A& B] guth 7 ASES W7t A%
S} THEYTH F34 AR 25 diu] 71 A% vlEe of
30%1Uh, TS GDP % 71 44)9] H]Fo] oF 3072k 5
o}, et ol 3t guke] F3) A0 A% g} ulgt
Uk, 1elma 7 a50] FHo Z7telA] ek ol 71
H7} GDPOIA B )5S 218 4 Qi) meba 71 a5}

o]
H
/\

i

1»

B

7V 4418 Selt 2 B Aojof gk, Teit shRolo
o 4t Gtk AAA 1ol Aok WES Sel )7
ol Alzte] A AelYeh

ol g S v &) W AAES HoFU o Y7t &
o o] &2 27 sl PSRRI, A= 10%5 27 AFSIgh
Yt} 10.5~1%eR= 422]= A& GDP 2718:2] 150%, = 1.58)ak=

AN

64



o o o 1
7h A 71 4= QlsUTh 3 Qe AL A ARlE &
Z8t7] QlefiA= e S A5 D A AR x]Ho] Hagt
Ytk RIZE Fao] ¥ 1ol FAREAY S5 AE AEE 4 ¢l

SUTE W R Ea A ks Ee 4 s YT
(M | S=2| A0f 0hE € 37H)
Monthly Rates of Growth of Chinese
Real Retail Sales, Y-0-Y
T e T e T e T TR TR AR e AT NN

A& =0, L89S Afstar Al sh o)Ak izt 719 1L

sto] Ao} A 2F = AT ZEH R LS 3F FE

ol 4 Lhelol Shth. A7} ae ke v Auishs BA) % )

r

L o] 9] o] GDPof| A =tk AdYH: 3

65



MFBRE, ZUA-EA(PM 2.5) S50 5091A] B2 400217]2] o
7} GDPo|| BRI E]R] ekt U 87 A3kE W7130A]9F GDP
o= EZ3E ] FHUTh AZo] o] AR HBE|HA 23]
GDP Z7H&o] @obd =k Ql5UTh GDPE tE WA o2 Allst
A = o, GDP AHES Hold AUt ey 334 &ulvt
UFo vl Al TS ek Aol gyt FARE 7t
£ 42 3715 AR, 3E JhAdskaL S AE Al
Sk 22 AR A0 AR Ay, 3 s 5o sfof
a7 oo F312] ARl glis FEE AQRu7E AR ER U
Utk 2t 7HAle] & AR WEtete &80 iUt 7Hl=

73 ATE & 4 EUTh AR A AR FE gEvto] 3

2 st 4 7] R,

3t Ao

_—

o

o

Tl

7|che] =AM

7ehe] Faxel cfiAl B A1 BES e B E FA)
A AR ZIHE AR A, Zs A AT

t}, 71k vt Wste] ZEet AA| ankE vhSo] W Al 71A] AF
& WALt AR F492 19924 187]0] 1 HE3
LB E WU Eedis el Aok avlE
fets 252 Byt 1992d7) 19934, 1994W-2 AAFE 0|
T A £5 golre 3|5 1992@7H] S= HAlE A
Al A= o] AgFUTE o] Al 71 o] Wskrh fst 31 Hof

:15;53&

et
rlr

66



FUth 19973 Folrlol B9)717k iUk @A §H ARl o
2 oo} hot Gl WES 21 YUBUL FHS e 7}

S} 97l 32 Bk WK A ohE B FAY A
2Alol sl YUt S0l oS B Wsteh) ok B
2 GXF R AT AFolrky AT et o B
o R AEE BUT, SPlolE Bsk FAE 448 4 99
d ol gHIc,

20080l = LTt do] BAFUTE k= BAIF AR F 3
23 vl 9171 o] 200841 S A7IsIek, 2Rl Hefel
(Lehman Brothers)7} 2008E 9 of] wpAlSE A& nj=to] L38)=0] 24

WG ol AR & 4 el 1S SaEe] A8

o

= TG = g =AF obrore] B gl HiR ol 1A
ZUEolsUT S s1Rokio] 55 FHo] oF 50% slsY
o} A] YAELe. 2E)= 63 A UR] okof 6 oF A7 HokA
g, Assl|7kA) 1do] b Auguth ey 94 A
918 WSt Ao R J]ofahe v} uia g ARFE S 2o

2 ol FolL, FAL} 247} A% Jolehs 7Ide #4 H)

SU AARKRES ol EAlol IHA| F2lE 7IeolAl ¢
Uk, efupshd pol] 7123k 71di7E ohy7] miE ey, 2 o]
< HlEE et 7idielal, vl dieh AltEe] 717t vk AR
ol MU, olE W duE2 Al 2097 YAIE A%l 1 o)
e TS| Al ARl oA ereelEhal wgly] Ayt

32



Ajgo] ol Aloje}al AZSHA] o AREL EAE L 5
2] QUL Hokg AL Qo 7|9 X5 9, 71
R[] eF5UTE o3t 7|dle A7) A E A (self—fulfilling) |
o] & % gluITt,
711 whpolof ST 7S BHR 17k Sl Algke] A
Uk ul3e AEAckn Azt uF AR FHAsHOn S
54 2§ Bl vle] Fe7Iut nle AxUsUT 13
U o] 7]ehE hals) uhAl s At ool ob A}
Heol 7ol Bl UL vl=e] 7P ASE2 TP 2 v
o8] mpelyAE Adue, 12y Ae2 5~6% H7t =1L,
o) Ao 212 wol 514 Aol $-el7k dgUch, w24
= 2ol gt S oh e et |dek vk oh g Sk
Uk, ko2 F30] 7|thE oli AREY AFE §A5H: o]
Saghch "odde] w2 gro® 7% Adae] 7hsshear Azt
SHARE, 73k vl 32 Sofok Fut.

et ZHX =Tt

1. S Q1 L-Fs}

A A A =AU s e 9l
By, BE =7olA kRt AL QA 5] S5
19809 o] % ¢k 2hd ARs FAlsA eyt w2 Z1es
Sy 3 2 JFo] Fats] AlGET, JA7ks Qlt7E &0

Kl

68



= APt oA E ARG FFE o] BAIE Azt 4a vl
7] ARG, oS Fof, F 5 ol 4l of= FiEo]

efsolehd, 1 fe A E T o dsynh e el
AAkEo] 1o] Hunh, o] AR Aidsfol =AF AR, AR =
AR 7ol BEIF UEE oF 2012 7 vkEoR & Ay Th
T T AAE wASRe ol & 7= syt 5= 9
T 25 AR AURA S5y 42 55401, A= 6041
Ut o] 25 g2 7ldirrge] gl Rt 19509 2ol 4=

olgUh A3 W oF Byt 28 A% 5-10d 2% 59 9)
che Lulo] s o WE S B 4 ouR nES o 98
S171 8 AU, o] A o8] UL & Aola, wEYe 7

43 G AU 9T 25 AP vl Foln, Aol A

v}
~
>
oSt
Lﬁ
>
_1>~1
]
_l
H1
o
:L
K
oZ
N
8‘
‘r"
v
v
2
|
i
9
ue
filo
Y
1P
P,L



Upshel ol AR BH4) el Hol Qb

TUYH. BRSE oFF A SFA| a2 =M AAolA] A4l A%

Tl 212 5H AU A Al R BRE AN U1 A
U 4 YUk B3, AXE Avloh BEE L Al that 74
= ARG 2 Q18] Hol 4] HF AL A 1~2ugk A

AF2 514 FisU ek ol AA3] Fojrlok & BAlela Azkg
o}, Tefuf vkl S5o] AR vleo] HuE ogshe o B4
o] Qlrk Aol 27E Golof Ttk WA HE B4 SH= &
o] obdur}, 17]9] 5ol gk AEe njgle] Rajg ojshs
ofgfut o WUt A3 £1H7|S Kol go 2t 7w 715 4
2 Ax|2A) 257 sHe Zlo] BAQIUT) ghor 2d W A2e A
A 21 Rls AR 2 Aol B H ofelgixA B2 v,

AR AR ks SolH A5 2 Ril= ol AYYt
3. J2Ixt 28(Shadow Banking)

YA FE A2 BAIU A Akt A2
REAA FRAAE As] A BAeE thEe) 907t

23 §AALUTE AT &2 50%7F 23 A28 dhoj|A] o]



Nr

B
K
%0,
i)
v
au)

N

3
B
23 AR agA) 280 gl diel ARSI Yen] o] &4

SOl AL sy, ARt A2 RS eroeletarl A7y

gt

. ToolE FE O 139 diE Al
mRog oFHE ATl 1R} 280] 60%E WSO U1

11°" 4o

o

) mlﬂl

4, X[t HE Bzl

A SrisiAbd, F=o] =7t A= GDP| oF 20% Ut A
A B GDPY oF 30~35%% APt HE Har} ko
2 HHRE oS AYYT, Arte] o BAfetar 7gskd, AR
B3 B8-S GDPO| oF 40%E 710k SRt @5uko] By vle
AL o9 v QU] d2o] GDP thH] FAf HlE-2 250%
o]aL, Hj==2 100%7} dHsUTth 1HBR oF 40%= o e
olar gaHA Te|7t 7hs gt YT A, A9 BRI} A=
3} A FAlekE HolA F5Y) FAlle g 2 nl=e] s vl
Ut =2 Fao] et IS 7S - Qo ng AR
= A Eol Sl A9 glEuTh 227t o2eS A ol

< =25 T3 = ] Wiy

s
=
Hd
Flo
i)
fo
_OIL
re
W
ftlo
ox
r i
Sk

%) 212 oY FE BT e A AR 5
ol s stes 37 458 wast glgu,

71



o] 19], Qo] 29]o| 1 THHE UjS- e 292 ARG B
£ 1e520] 48 Lol o ATHLUL, FHE ofx] ke Szo]

o2 Az SHolld = Bol FAA sy,

(Y2 AX=2O| W wE7|7H1945-3/H))

Average Number of Years of Schooling
of Selected Economies (1945-present)

Average Number of Years of Schooling of Selected Economies (1945-present)

—=Us Japan
L |=o=Hong Kong ~<=Korea
—+—Singapore

- 8w o ouw oo u Yars e

T o2 908 ANR&D) YUYt 71, St A7
GDPO] 4%= A &3P} ko] oF 39,0] Aof vlahd mje Lalke
TAJUH, v]=r9] R&D A& Wi =54 559 R&D A&

72



= @ol FEo A dsurh A= ol gl ARKinnovation gap) Tl

(G7 27}, 4tl SOtA|OF AMESH AN 2 £=22| GDP CiH| R&D X|E HIE)

R&D Expenditures as a Ratio of GDP:
G-7 Countries, 4 East Asian NIES & China

R&D Expenditures as a Percentage of GDP: G-7 Countries, 4 East Asian NIEs and China

-, Japan -, Germany - UK.
4r em—France @ Canada e—1ealy South Korea

@=meSingapore = Taiwan @=cm China O Hong Kong

S5 Fagtt of) 12g Bul nj5o] 714 L, Qo]
2 theqduth B B8 ulgo] ulg- mheA) S71ska qlsuic,
o 15] F3L uheto] QlgUch, ol I Z2H 9] T 9f

ESN
o) QL = QAL AR o] A7 F71eke QA Habk 42

c

73



(G7 =71, At SO\ ot MESHANZE X S22 |=55H &E)

Patents Granted in the United States:
G-7 Countries, 4 East Asian NIEs & China

w—
Patents Granted Annually in the United States: G7 Countries, 4 East Asian NIEs and China

1,000,000 T

100,000 +

10,000 +

1,000 T,

Number of Patents

100

3, QY AAgA 45 Al solok Gk, ofef TefzmolA] 1
ChAls], gt b Al Qi B Fh Aol Qlgueh,
B uelgolo} & A7t Fut

74



(Y ZHQ| & 217 CiH] 2Bl AREX} HIE)

=T

The Number of Internet Users as a Percent
of the Population in Selected Economies

The Number of Internet Users as a Percent of the ion in Selected E

o= China
== United States

Japan
<X=India

70 =X=Germany
Korea, Rep.
60 ~+=Taiwan

Percent

7. A5 AR}

1978 Faro] A5/} A Frct FX o BEPCk ks A

o] & AYPUTh 22 obte I AR 530 ALS BEFR
Eo771E v gyt @A) 59 AUAlGE 0.4 &=olA
E v oF 0.410U T, Aid o s B LR 452 opgyth
29 AYARR7E0.25 A =7F Sl A= 7P Rt 1
U 33 222 AYAFE ST 5 lsyth 334 222
2

SR A R A e Sl vl A Al g dyh

o
rio
ox

El

|

T e ARl A =kl JlsUTh oAl AlEE



T ALY 2016~20209 A|L32} 57A A1 2le AR Bz o] si4
g3 AP S ZATF U GDPo} ALg-EHE of 2,
AR PN) Fieof 2 2 A UG o= 9
T Aol F83 JFL vE AR Furh =2 vl=olu o
2HTh e o o2 dAlolA Egel sl ARt S5
191 GDP<= oF 7,600 = U T}, 19709 e 2Aqhde o] 2o
o] FAFT= A2 o Gl sy 2addE A T o)
oF 73t e e FEUT Aol = ARgAfel| S Mg
(catalytic converter) S FopA F HBFE TS ASUTE FA mI=9] 19
F GDP= 259 &7} 7% oju) 25,0009 Fls Ut vt
A2 19801 ] L] QAPHE £ 2. ¢o] AARF YT Tefu 1
ol 2& AeRsUTh Al Lol 1909 GDPE 20,0007}
AelEUTh 4 AlRkshs ol #eER Fo] H o] 2 TAlA

73S oAl H e L FARIL,

c

0. HZgle| ol
Azle] o uish BAT T 714 42 BA U e

$A2 o g B WY 12T 2 &S oA & AFY
Q-

L
o
0]
)
=)
=Y,
>
é%
o
=)
S,
&
=
@]
=3
et

m
0,
rr
ne
o\
1o
=)
o
iC)

N
N
il

jus}
z
gl
%

76



3= S WASkR s ad = dsUh kol e 1 whik
(\]=) A SARH O] ShARE S AT )0 71 BISgt o] QA
2, o= glsyth B2 HAT (eceivership)ol] &
of7kAY 7 FHo] iy thekE flssuth ml= 7192 FE
11of] Soi7bd, 224 A Folle 71 P& AES = UAFU
A= o] ofd HAE =] o A Al A,
whebA] oft] & 7HEA] Al ok Aa; =S kL sy A
B 112 249 WS oA S9& AL 4= QlouE uf- &

gL,

Yt
“i= L-H(New Normal)"S EFsHA

A BE o] Esbelw qlgurt, ok ezt B8 43S

< e, A4Sel shefsha gyt

77



I

(5= U GDP 27| dES(Tdt, A 28 71&))

Quarterly Rates of Growth of Chinese Real
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Near-Term Forecasts of Annual Rates

of Growth of Chinese Real GDP
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Forecasting Organisation 015 2016 2017
Asian Development Bank 120% 7.00%
The International Monetary Fund 6.80% 630%
The Organisation for Economic Cooperation and Development ~ 7.00% 630%
The World Bank T10% 7.00% 630%
The Conference Board (U.S) 6.30% 540%
Fitch Ratings 680% 6.50% *

S4B Y ARAEE W, 2 Kok U 2 B 4

QgsUth F3 wEAE0] o) o We ALY e W
QIEHE QLT 1Rt F0) UelEg ARe ojs] 2 Hjo|
7 3) 5} v]o] GDP AR LT

£ S} vl Bl YA UL, wl=ro] g0l 3~3.5%%
S0k, F2 6.5~T% HT AoE AZFUL, o] J= &
2hd u=t} F=-9] GDPE= 20299 0|y 20304 YAlekA & A
Ut gAY A 25yt 20609 F7+¢] 1019 GDP7} wl=ko] 1
g GDPet Zobd Ao g2 Mgt 2030 P9 GDP7} Zof
Aeete St ul=o] Q1 2jo]7} oF 5:10]7] wjiZo] o3| & 4
A7E EAFUS, 18 BER F=to] nl=g weRtosH @l Azt
A APyt

81






% 7]} T2 Ao]e] A1FES 7ok AN

wlAUZo] UaU7E? 971905 Fea Aol A4
A} T nancil disess)o] 2] AT 53] B F39] 0]
o} S FA10E o] BAle] e s el ojg 3 Ayt
S, SEEPAA TR AP0 2 AT o] B25} 24
that F0] e AP eosiTh FRE AWETAYA
SURAARCED)?) 3208 ATy, 1|5} o] FEsHe 7]
o) 53] Faol thaf of®A AZEZ? Fte] el thel
T2 oA thg A

@ g sl SHd7|9e BE 7k gt ey
ol 27| lol] &S AAlRE FAT Fufo4 Lhe
AU, e eslo] Had7|oo] AEE tERS ) ABkHA o
Hete o] & FololA U] Agelr] Hie] ek 2
Sate: obguleh, X7] KAl th&she At 27 et 1
o] $rH= =& obgUr), e} S ool A Uk ARES
T AloR AZE T SR QL oh7] tie] o)F WEsty|
= oYt ALE BEE WA A ARRl] AYYTh $3
o WAl AR 27} 41§ 52Tk B Algo] A% ofs)

83



eg4th old oxk= dee e Aol gle AlErt
SUT AlE Zeke] Ede] By

TPPo|| 3l TEEAP, AAFH7|HWTO)7E 22]0)A] ¢7] o
woll Al xR} G=Jol| SEstaiAl gt Al AFd22= FoHA
O} FAGHASEAN)Z} 31 - 2= - Jo] oot A FH A (ASEAN+3
FrA)e] byt ok /Al BA7F =zt Ayt

TPP= 5ol theh A=t W2 WhH Afu|A, B3] 55 AfR|2of

71l TS olele A, ot} PP e

A g3} vlo] A% ARFS FASkR &IT Aol AT
olalg Satst, SEfHYAAEIA ol AE 7Rl F
o}, Teiut ey ] A Rel Se) Hofeh e TPP

L2 RS T 4 g QO Aol ol AAjEA:

% gh=to] 1915 GDP7} 6,0008 8 = 7,000E2] 12A]9

o|2HE wf oA EAIZE fAaE A5 TRk ARt
52 150} QIES agisyth F9) 1919 GDP= &) oF
7,600 0], AHs] A A AAE FASHL YsUTh =
IFlo] RIFFOE a-tslar AshA G7ke? 119k Tedste], A&

A Frie 875K $F A9V 2o A e o) 24



Rt Q1 Bty T = ThE AR Fst
@ AL AZRIUY, S5 A g AAlo| A e, A
e W59 dAle] Ut &, Al dddo] EAske = uf 2
W 52 4dnfet gk MR e F et glsuch S5 A= 190 13
A= o gYstA] il thFRt oS WhYgshe FrulFF9
(consultative democracy) SE}E 3a}a12} T} o]@A| B 191 13 A
A7}t Aestelebis B gguch YAE 22 Winston Churchil)2
tieto] @171 wizoll 191 13 AAI7F 2] AlLglol2iar WA A
A IR eyt Al Azl RISl Fote] Auks viAlsh=
AJYet, el Minimax, F8%= Hf EHE Z2tehs M)
AUt =2, 29 24 MR ofdyt, mjysA ek 1Y
A7} ApRIsto] HelE E7|solt Syl Ade R ARt
25 7|5kl Alof BhA] R A97E e B R, oEo] A &
7P WA A 4 =S S AR TEbA A= o] A

oAl mlUus ko] SRS A olekii A2 ek,

\__

u

N

)

=

AL 58 AFORA, AEAS0] £ FUS QEgicky Az}
k. ShFsta HEelA e BElsk Bo] 2RI} ozt

3SR Q7] GRS $FL F R/ ol E Yol i
2k A5 AP slor gtk 7ol ERte] qlohd, 11 7|2 E uh
FHAL Alfeshs Ao] w2 YT AMEd A HE Hrshal 4
oAl Z7]sekal A ashe A2 SHEA] Ut Ae ARTT
a7 A=, T 27 3 4w goka Az o] Hx|9ke



_O}L
N
|
P‘L
)
l-'EI
i
2
(i
filo
ne
filo
)
o
N
~N
i
o

Py}, W= ARk

Zoro] 9 9 A 2 el As] kol
% R ZEUL, A Ak BAE AR A2 9
Hsleiebe EAE I 27] o] the Srhach o e e
o] Bad AUtk B4, elA% Feit F2 GDP $AE Al
8] QReTaL W) diAl, A7) 4n), A SEe giE Al
3} e HER BrRHe 2 AU, s F30) 27k 4
AL Al0] Zjoliz RS Tt 7]9lolA] A7t Hhast <
wof o]% BABIIL AFE- e F30] it oAl Aokl
SR B 35 71%do] Bl st glu, $3 Flet
BAL SAE AU ol F971903 F AR gEss o
£ 7]9ol= Jake 1 AYYTh A= olzlo] FEFTA] ofF

F= A T

A 87 BA| AR o nE, Wake ghie £ 4
@ eyt et £Re AL 7o) ks Zye
o217} sttt o7k Qlrhel W Qlguth Eah AUE S
shoe ofw A= Hskelet AZler e

‘

86



Al Bl FE=RAR, A= BE =7 Sl AEE 4 jlot

A AU, T AEAREY B2 HigkE Wesletl, e A
FolA] o= A2 AR Selate] ofduth. 227) ol
UeA et Hie 7 SHsHAE, A-E $AP 971 vkt
A EUTE = "Wyo) 3 A 7R Al 5 sy
A& &01, ul=roll= WA BAIS] oF 10%5 AA|sh= A58 A7 3L
Sy olgE|otolld= old AshaAl it B Syt 2Eu

KBl As] He1S SR AR R Fo)z

Mo
>.,

© A 20dle] AF BE Ae] 1EEE 48 ARES Hst
Y 229 HRERT Wip EEUTH THEAT] A Gl
RAZTE A dlolelE £ gh7]= AFPODR, o dlole
AL et Tk A A0 HlEs) 2AS Pt o]
o AAZQUE AR 4 gieA] of57k BAE obe, )it

Al 14 AT doleelx] olFt e Fagich sl A
=3t 4= gl FAR flaUth

(e
of

% ARe] 79 4470] 1081 2] 14% 4} i a2

of ERZULh A2 Keynesion) BT 5] T2
AL A ANAA BRE AR FEUT, SRS FApRc
A%o] WA B o] AU, A& S} o)t F3] 4

;g—_o_ o] I1= FE9l o] 71:? }q] uw\}u pﬂ /\1 uL&b—}A LH.Q__,] .El:_E',]X‘] = A

87



sl uls H o] HAIE AAIYT Tl Aduls 2003
@ Y ol35E BARoR WAL ARSI oz
o] HrErtx) ZREA ok Bz EAGSUT siKgk oln] 1 v
of ol on Vo) HulelA] o]ohE gl Ao] riebAgc), e
A 07h AR o 3ol HES well), A TAto] 2% of
ofefofelil AZIFIT) e Tzt 2R AL obdy)
o}, Tl 204 Aol §lgiayh ol A 109 Afolo] Al
Ak Hze] AAelue,

88



