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Many a little makes a mickle. Chirimo tsumoreba yamatonaru
(old saying in Scotland) (old Japanese saying)

. Introduction

Global imbalances, particularly in industrial countries, have persisted in recent
years, attracting world attention to the problems. For example, the Unites States
has suffered large current account and fiscal deficits. Japan has not yet overcome
deflationary pressures, while the fiscal deficit has continued large, contributing to
rapidly increasing the government debt. European countries have continued to
struggle with high unemployment. Interest ratesin most industrial countries have been
abnormally low (Chart 1).

Developing countries have experienced imbalances as well. Take, for examples,
China, which has registered robust growth in output and trade even in the aftermath of
the Asian financial crisisin the late 1990s. China's blistering growth in recent years
has tightened commodity markets, contributing to rapid increases in their prices. At
the same time, China has accumulated international reserves rapidly in recent years—
particularly in 2003, prompting some, particularly thosein the U.S,, to call for an
appreciation of China' s currency, the renmimbi, or to resort to protectionist measures.
Despite robust growth and strong external sector performance, however, China has
seen no tangible signs of improvement in the overall unemployment situation.

Elsewherein Asia, countries have also faced imbalances. For example, Koreahas
been struggling with heavy household sector’ s debt, while the Philippines has been
afflicted by large fiscal deficits and mounting public debt, as well asincreasing

! Prepared for the International Conference on “Resolving New Global and Regional
Imbalances in an Eraof Asian Integration,” June 17-18, 2004 in Tokyo, Japan.



unemployment. India hasincurred large and unsustainable fiscal deficits (hovering
around 10 percent of GDP) in recent years (AsDB (2004)).

M eanwhile, the economic linkages among countriesin the Asian region have
deepened significantly, supported by the rapid expansion of theintra-regional
trade. Trade within emerging Asian countries and Japan has increased from 40
percent of the region’ stotal trade in 1990 to about 50 percent in the early 2000's
(Table 1, 1a, & 1b). ? At the same time, such closer economic linkagesin the region
seem to have increased its sensitivity to fluctuation in business activity and the region
Q?S become vulnerable to a wider synchronization in business cycles than ever before.

Against the background of macroeconomic imbalancesin industrial countries,
there hasbeen an increasing call for corrective action in industrial countriesand
some developing countries, particularly China. > Asaresult, many countriesin the
region have become concerned about implications of what Chinawill do in
macroeconomic management and structural reform areas. How much should China
tighten monetary and fiscal policiesto rein in economic activity—particularly
investment? Would such policiesresult in a“hard landing”? What would be
implications for exports from countries in the region? Should China appreciate its
currency as some in official and business circles have argued? If so, what would be
implications for the countriesin the region?

Therest of the paper isorganized asfollows. Section Il critically examines China's
economic devel opments from global perspectives and discusses how China might
adjust its macroeconomic policies and what crucial areasfor reformsare. Section 11
discusses how China’s adjustment polices and reforms might affect emerging Asian
countries and how they should adapt to China' s evolving economic situation. Section
IV offers concluding remarks.

. China’s Economic Performance and Policies from Global Per spectives

2 Emerging Asiais defined here to include China (Mainland), Hong Kong SAR, India,
Indonesia, Korea, Malaysia, the Philippines, Singapore, Taiwan Province of China, and
Thailand, following the definition adopted by Zebregs (2004).

3 The closer linkages among Asian countries seem attributable to China's emergence as a
dominant manufacturing center as it imports up-stream materials from emerging Asian
countries and advanced capital goods from Japan, Korea, and others, producing down-
stream items and exporting them to Japan, the United States, the Euro area and advanced
industrial countries.

* Kose, Prasad, and Terrones (2003) find in their empirical study that there is some
support for the notion that globalization increases the synchronization of business cycles.

> Bergsten (2004) argues that China should implement a one-time revaluation of 20-25
percent.



1. Macroeconomic Landscape

Over theyears, China has attracted international attention to its economic
performance. Its output growth exceeded an annual average rate of 8 percent over the
past 2 Y2 decade since the onset of the opening-up policy and market-oriented structural
reformsin the late 1970’'s. Inthe earlier years of this reform period, China experienced
cycles of boom and bust. However, over the past decade, China managed to weather
several economic crises—severe overheating of the economy in the early 1990’s, the
Asian financia crisisin the late 1990’ s, and the global slowdown in 2001. Meanwhile,
per capitareal GDP tripled since 1990, and more than 130 million people have been lifted
from poverty during the 1990's. °

China’sincreased presencein the global sceneisattributabletoitsrapidly
expanding trade (Chart 2). Ashighlighted by many (e.g. Prasad and Rumbaugh (2003)),
China’ s share in the world trade was merely 1 in 1980, but increased to 1.6 percent in
1990 and to 5 ¥z percent in 2003, amounting to $850billion virtually the same as that of

Japan.

In the aftermath of the Asian financial crisis, China pursued easy monetary and
expansionary fiscal policy with aview to maintaining growth momentum. Inthe
backdrop of the global slowdown of the early 2000’ s, the monetary authorities continued
to lower interest rates and reserve requirements. The easy monetary was reflected by
monetary aggregates expanding at arate in mid to high teens (Table 2)--much faster than
nominal GDP. Meanwhile, the authorities began to tighten fiscal policy somewhat in the
early 2000'sin view of the need to improve fiscal sustainability over the medium term,
while making conscious efforts to accel erate spending on health, education, social safety
nets, and infrastructure under the banner of “proactive fiscal policy.” The government
issued the “ construction” bonds amounting to about 1-1 %% percent of GDP ayear to
finance public investment.

China’srapid growth, supported by the strength of domestic demand and the

exter nal sector, was the highest among all the major countriesin theworld. During
2001-03, real GDP growth averaged dlightly above 8 percent, compared with the world
average of about 3 percent. For 2004, the IMF projects output growth of 8 %2 percent and
about 8 percent for 2005 (Table 2). ’

Although there were deflationary pressuresin thefirst few years of this decade,

China crawled out of it in 2003, and now isfacing inflationary pressure (Table 3).
Thus far, such pressures are not widely spread. However, prices of industrial materials
such as cement, steel, aluminum, and textiles are rising rapidly, and so are pricesin the

® During 1990-99, the number of people with consumption of less than US$1 aday fell by
133 million to 235 million (World Bank (2003)).

’ Given that output grew at an annual rate of about 10 percent in the first quarter and it is
most likely to be equally fast in the second quarter, followed by some slowdown in the
second half on account of the recently introduced tight monetary policy and cutting down
on the government spending on investment, Chinais likely to record a growth of closeto
around 9 percent for the year asawhole.



real estate sector (mainly housing in large cities). Asaresult, interest rates on deposits
are now negative and those on loans are getting close to zero (Chart 3). The major cul prit
appears to be sharp increases in fixed asset investment (27 percent in 2003 and 47 percent
in the first quarter of 2004 over the same period of 2003). In relation to GDP, such
investment steadily increased from 37 percent in 2000 to 47 percent in 2003, most of
which was financed by the private sector saving (Table 4). These developments
prompted many commentators and analysts to argue that Chinais again experiencing the
“overheated” economy, similar to that experienced during 1993-95. 8

Despite apparent inflationary pressuresin the goods market, they did not seem to
have an impact on the labor market asfar as employment isconcerned. The rate of
unemployment remained high and has been increasing as reform of the state-own
enterprises has resulted in firing redundant workers (4-5 million workers ayear) and a
large number of surplusworkersin rural areas have continued to migrate into urban areas
(Table 5).° ¥ These developments, together with social unrest and widening income gaps
between the rural and

urban areas, have drawn the government attention in recent years, and the State Council
has intensified its efforts to mitigate the situation. **

Activity in the external sector expanded robustly, particularly since China sWTO
accession in December 2001. During 2000-2003, exports in terms of the U.S. dollar
increased by an average annual rate of 21 percent, partly reflecting economic recovery in
China s trading partners. Meanwhile, imports increased by 23 percent annually, supported

® For example, Fred Bergsten’ s remarks during the conference on “Dollar Adjustment:
How far? Against what?’ in Washington, D.C. May 25, 2004. However, the current
situation is much milder than the 1993-95 episode (Chart 4).

® According to Brooks and Tao (2004), OECD (2002) estimates that the number of
surplus workersin the rural arearanges from 150 million (about 1/3 of the “employed
workers’) to 250 million (about ¥z of the “ employed workers’).The estimate by the
Ministry of Labor and Social Security stands at 150 million (2004).

19 Despite the abundant supply of labor in urban areas, real wages have risen by about 16
percent during 2000-23. Under the competitive economy, one would expect that real
wages would not increase under the condition of excess supply of labor, but this did not
happen in China s urban areas, perhaps reflecting soft budget constraints under which
many companies, particularly SOEs, have been operating or large profit margins. In the
manufacturing sector, nominal wagesin Chinais about 1/20 or 1/25 of those in Japan or
theU.S..

1 Premier Wen Jiabao' s speech at the People’s National Congress held in March this
year focused on the government intention to alocate more resources to improve the social
safety net of the rural population. The government boosted its spending on poverty relieve
programs this year by Y 0.8 billion to Y 12.2 billion (0.5 percent of the total spending).



by strong domestic demand and the continued decline in import tariff rates. 2 The trade
surplus narrowly fluctuated just above 3 percent of GDP. As the services account wasin a
small deficit, the current account surplus averaged about 2 percent during the period
(Table 6), next to the smallest among the emerging Asian countries. In fact, many
economies in the region—such as Hong Kong, Taiwan, Malaysia and Singapore-- have
recorded much larger surplusesin terms of GDP (Table 7).

The capital and financial account, which was dominated by foreign direct

investment inflows, has been in surplusduring the period under review. Inrelation to
GDP, the surplus ranged from 0.2 percent to nearly 3 percent, indicating the attractiveness
of Chinafor foreign investors—particularly for investors from Taiwan, Hong Kong, and
more rel%ently from industrial countries including those in the EU, Japan, and the United
States.

Errorsand omissions, which largely reflect unrecorded short-term capital flows
across boarders, fluctuated widely in recent years. For many years prior to 2002,
errors and omissions were negative, reflecting capital flights evading official capital
controls. However, they turned into positive, indicating capital reflows into China as
many speculated an appreciation of the renminbi. With large surplusesin both current
and capital accounts as well as reflows of speculative capital, the overall balance of
payment position recorded large surplusesin the past few years.

Themonetary authoritiesintervened heavily in the foreign exchange market,
resulting in a large build-up of international reservesin 2002-03. The officia
international reserves increased by some 75 billion in 2002 and by 117 billion in 2003 to
reach at $408 billion at the year-end, equivalent to 10 months of imports. The net foreign
assets (NFA) of the banking system in relation to GDP narrowly fluctuated around 0.3
and itsimport coverage increased from 3 months at end-2001 to 4 months at end-2003.

Thenominal effective exchange rate (NEER) and thereal effective exchangerate
(REER) broadly moved together over the past 5 yearsasinflation differentials
between China and its mgjor trading partners were very small (Chart 5). Within the 5-
year period, both appreciated by 10-12 percent during 1998-February 2002 (the most
recent peak), and since then depreciated by 12 percent through end-2003, mainly
reflecting the movement of the U.S. dollar again the other key currencies. Thus, the
nominal and effective exchange rates at end-2003 stood virtually at the same level as at
end-1998.

12 The unweighted average tariff rates declined from about 35 percent in 1995 to 16
percent in 2000 and further to 12 percent in 2002. The weighted average rate is estimated
to be around 6 percent in 2002 (Rumbaugh and Blancher (2004)).

31t iswidely recognized by many analysts that some funds for FDI inflows from Hong
Kong and Taiwan into China originate in the mainland against the background of
preferential tax policies provided by Chinato foreign investors. Thus, mainland investors
first take out funds abroad and take them back into China as foreign direct investment.
However, it is difficult to estimate the size of such inflows (so called “round-tripping) and
so far there are no accurate estimates.



2. Impact on fiscal and monetary-cum-exchangerate policy

China’s macr oeconomic developmentsin the past two yearsclearly signaled the end
of the deflationary period and the beginning of theinflationary period. The
authorities began to tighten fiscal policy first, and then started to tighten monetary policy
in the second half of 2003. However, its effectiveness has been hampered by a number of
factors.

On fiscal palicy, the government budget deficit declined gradually in recent years
from the recent peak of 4 of GDP in 1999 to about 3 percent in 2002 and 2003 (Tale
8). The modest and gradual tightening reflects the government’ s employment and social
objectives as well as the insufficient influence on the provincial government budget
management. The following illustrates some concrete examples.

e With aview to reducing the widening income gap between the rural and the
urban areas, the government spending on the social safety nets--particularly for
the poor in western provinces--and on health and education increased
significantly.

e Potential for rapid increases in the number of the unemployed and its implications
for social unrest prevented the government from cutting other major expenditures
in relation to GDP.

e The central government does not have effective means to control quasi-fiscal
operations of local governments; in fact, the State Council has been concerned
about large debt that local governments have been accumulating through their
joint-venture enterprises or shadow companies, information on which is not
available in a comprehensive manner (Wei (2004)).

On monetary policy, the intervention in the foreign exchange market has made the
authorities ability in influencing monetary aggr egates mor e difficult. Asaresult,
broad money (M2) and domestic credit expanded at an annual rate of around 20 percent
in 2002 and 2003 (Chart 6 and Table 9). Thisdifficulty was attributable to a number of
factors.

e Thesterilization of the increased local currency liquidity was not effective due to
the insufficient available resources.

e The central bank raised reserve requirements on bank deposits from 6 percent to 7
percent in September 2003 and further to 7.5 percent in April 2004. However, the
effectiveness of these measures was limited mainly because commercial banks
had excess reserves that were sufficient to meet the increased requirements. **

1 At end-August 2003, the banking institutions had Y 1.8 trillion of reserves at the central
bank against Y 21 trillion of deposit liabilities. Given the required reserve ratio of 6
percent, the required reserves amounted to Y 1.3 trillion and the excess reservesto Y0.5
trillion. The additional required reserves that the commercial banks had to meet at end-
September were estimated to have been Y0.2 trillion. Thus, excess reserves were
(continued)



¢ In December 2003, the authorities increased a band within which interest rates on
loan can be charged beyond the administratively determined “benchmark” rates. °
However, commercia banks extended loans rampantly for investors and
consumers.

e Thepossibleincreasein interest rates would increase financial burdens of the
borrowers (enterprises as well as individuals who borrowed to finance their
purchases of consumer durables and residence), leading to the weakening of the
financial positions of commercial banks.

e The central bank did not increase interest rates thus far with afear that higher
interest rates would attract inflows of foreign capital, adding additional pressures
on the renminbi at the time when the authorities wanted to keep the renminbi’s
value against the U.S. dollars stable.

Thusfar, the authorities have maintained their view that a stable exchangerate of
the renminbi isdesirable. ® To achieve this objective, they seem to have taken other
measures, including structural reforms so that pressuresin the foreign exchange market
can be mitigated. Some of these measures are: promotion of foreign direct investment
abroad; outward portfolio investment under the qualified domestic institutional investor
(QDI1) scheme and liberalization of rules on the foreign exchange remittance; the amount
of foreign exchange Chinese tourists can take abroad; and the reduction in tariff rates. *’

On the exchange rate system, the authorities have often stated that they will improve
the exchange rate deter mination mechanism that more fully reflects market for ces.
However, they have not indicated a time frame by which a more flexible exchange rate

sufficient to meet the requirement. Similarly, in mid-April, when the central bank
announced 0.5 percentage point increase in the required reserves (amounting to Y0.1
trillion), the banking institutions had Y 2 trillion reserves at the central bank, of which
Y 0.3 was excess reserves and was sufficient to meet the increased requirements.

!> The commercia banks and urban credit cooperatives were allowed to set their lending
rates between 90 percent and 170 percent of the central bank’s benchmark rate, and the
band for the rural credit cooperatives would be 90-200 percent of the benchmark rate.
Previoudly, the bands were narrower.

18 The authorities have never publicly stated the exact definition of a stable exchange rate
for the renminbi asfar as| know. However, | interpret it to mean the rate against the U. S.
dollar.

"Vice Minister Li Yong of the Ministry of Finance was quoted as saying on the sideline
of the recent Asian Development Bank Annual Meeting held in May in Korea that such
measures taken by the authorities in recent months are estimated to be equivalent to an
appreciation of 5-8 percent.



determination mechanism will be put in place. *® Therefore, they have not bent to foreign
pressures calling an appreciation of the renminbi or the adoption of a more flexible
exchange rate system.

3. Agenda for macroeconomic policies and structural reforms

China’s medium-term policy objectivesaim at both internal and external balances.
In more concrete terms as expressed by the government’s 10" 5-year plan (2001-05), the
Premier’s policy statement at the National People’s Congress held in March 2004, and
other related comments by senior officials of the government, these objectives would
suggest that, on the domestic front, robust output growth (around 8 percent ayear) with
relatively low inflation (2-3 percent ayear) is essential to create jobs with aview to
improving the employment situation gradually and minimizing the deterioration of the
unemployment situation while raising living standards of the people, in particular the
poor. On the external front, the balance of payments position needs to remain strong. |
interpret the latter to mean that the basic balance needs to be in surplus over the medium
term so asto let net foreign assets (NFA) of the financial institutions to grow broadly in
tandem with imports. In other words, the ratio of the NFA to imports would remain
roughly constant over time. Moreover, these objectives would imply that the efficiency
of the economic system needs to be improved to reduce bottlenecks in resource alocation
and improve the sustainability of the financial and fiscal sectors.

Accordingly, the attainment of the medium-ter m obj ectives would involve both
macr oeconomic policies and structural reforms. The former would aim at achieving
high growth with low inflation and maintaining a strong external sector performance,
while the latter at improving the efficiency and soundness of the economic system.

M acr oeconomic policiesthat have been calibrated and adjusted in recent months
appear to be broadly consistent with the macr oeconomic objectives. The tightening
of monetary and fiscal policy that has been put in place in recent months has not yet led to
atangible result, but there appear to be some favorable signs. For example, most recent
data show that growth of fixed assets investment in April dropped somewhat and some of
raw material prices actually started to decline. However, it istoo early for the authorities
to eliminate inflationary pressure.

If the pressure does not abate and instead increases, then further adjustment in
monetary and fiscal policy would be necessary. There are several options available to
the authorities.

e First, the excess reserves that the commercial banks still maintain at the central
bank needs to be completely eliminated so that the impact of the authorities

18 For several years, the IMF has stated that a more flexible exchange rate determination
mechanism would be beneficial to Chinaasit would * provide more room to pursue an
independent monetary policy, help cushion China s economy against adverse shocks, and
facilitate adjustment to the major structural reforms that are under way” (IMF (2003)).
Despite such recommendation, the IMF has did not give any specific date for the adoption
of such a system and stressed that it is up to the authorities to decide the timing.



tighter monetary policy would exert a more effective impact on the behavior of
the commercial banks. Toward this end, interest rate on excess reserves could be
reduced and eventually be eliminated.

e Second, interest rates on loans could be liberalized compl etely to be determined
by markets. This would encourage more efficient allocation of resources and
reduce inefficient and poor quality investment.

e Third, the government spending policy needs to be further shifted towards the
improvement of health, education, the social safety nets, and away from
investment of low quality. This shift would increase consumption of domestically
produced goods. *°

Structural measuresaimed at improving the efficiency and soundness of the
economic system would include thereform of the financial sector, the

gover nment finance, the state-owned enter prisesand the labor market. Since the
detail discussion of specifics on these measures is beyond the scope of this paper, it is
sufficeto list some of the major reforms that are highlighted elsewhere. %

e Financial sector reform: To improve the allocation of financial resources,
China needs to strengthen the functioning of the banking sector, including the
improvement of its balance sheet, the market orientation of business, internal
control, risk management, ownership structure, development of commercial
papers, bonds, equity, and foreign exchange markets. Similarly, the equity,
bond, and insurance markets need to be devel oped substantially.

e Fiscal sector reform: Toimprove the fiscal role of the government, the
budgetary process (preparation, execution, monitoring, spending assignments,
tax policy and collection, intergovernmental transfers, and information
sharing) needs to be improved substantially. The social security system
(pension, health, unemployment and work-related safety net systems) needs
further improvements, as well.

e State-owned enterprise (SOE) sector reform: To reduce losses of SOEs and
increase profitability, governance of the sector needs to be further
strengthened by imposing hard-budget constraints, establishing management
independent of the government and party influence, and further reducing
redundant workers. Moreover, thereis further need to divest those enterprises
that can be managed efficiently by the private sector.

e Labor market reform: Toimprove the productivity of labor and strengthen
the performance of enterprises (SOEs or private sector enterprises), the
functioning of the labor market needs to be further improved. Thiswould
require, among others, the market orientation of employment practices,

19 Press reports that the government has recently started to initiate a tighter examination
of investment projects undertaken by SOEs and the line ministries.

%0 See also Feyzioglu (2004).
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increased training and education of workers, the improved portability of the
social security benefits, and better worker-employer relations.

China’s policy makersare well aware of theimportance of furthering the
reformsthat arelisted above. Infact, the government is making efforts to make
further progress in these areas and seeking technical assistance from the
multilateral and bilateral donorsin this respect.

[11.  Implicationsfor the Emerging Asia

The emergence of China as a prominent economic player in theworld and as an
economic giant for countriesin the emerging Asia has prompted their concernson
several fronts. First, would China s pursuit of tighter macroeconomic policieslead to a
hard landing, which would severely reduce China s demand for exports from other
countries in the emerging Asia, which would in turn have an adverse impact on their
output growth? Second, would FDI inflows into China continue to grow fast and thus
cloud out inflows that would have been destined to other countries in the emerging Asia?
Third, would China adopt a flexible exchange rate system in the coming year, and if so
what would be its implications for merging Asian countries? Would it revalue the
renminbi? In what follows below, | will address to these questions.

1. Hard landing or soft landing?

An increasing number of commentators and policy makersin theemerging Asia
have recently concer ned about whether Chinais heading toward a hard landing,
just asin the case of the over heating episode of the early 1990's. To answer this
concern, it would be helpful to look at the episode of a decade ago.

Chart 4 clearly indicatesthat the current macroeconomic situation is quite different
from the situation in 1993-94; in the previous episode, the peak rate of inflation reached
over 24 percent in 1994, two years after the peak rate of output growth was recorded at
nearly 15 percent in 1992 and one year after M2 growth peaked at over 48 percent in
1993. In contrast, in the present episode, output growth has been less than 10 percent in
the recent years, with M2 growth less than or around 20 percent and inflation somewhat
above zero thus far.

Moreover, the authorities’ ability to conduct monetary policy is much mor e effective
than a decade ago, and the number of policy instrumentsis significantly morethan
in the previous episode. For example, the central bank can now use open market
operations with many instruments at their disposal, and the authorities' knowledge of the
market-based control of monetary aggregates is much deeper than a decade ago.

Theinitiation of tightening monetary and fiscal policy in relation to the cyclical
upswings was much earlier than in early 1990's. Asnoted earlier, fiscal policy began

2L However, there are sings for further increasesin inflation. Most analysis project the
year-on-year rate of inflation could go up to 5-7 percent by mid-2004.
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to tighten in the late 1990’ s when there were no signs of inflationary pressure, % while the
central bank began to tighten monetary policy aready in September 2003. Recent policy
statements by the leadership of the central bank also suggest that the monetary authorities
would stand ready to tighten monetary policy in the coming months as needed.

In light of the above, it ismost likely that the authorities would be ableto guidethe
economy to a soft landing. Asaresult, | expect that output growth would still be close
to 9 percent this year and more than 8 percent next year. Inflation should be contained
around 5 percent for 2004 as a whole and would be expected to decline somewhat in 2005,
barring unexpected developments in the Middle East. The balance of payments would
continue to be strong this year and the next, with the net foreign assets position of the
banking sector growing roughly in tandem with imports. Thisimplies that the rate of
international reserve accumulation would be much slower than in 2003 as the growth of
imports would aso slow down in the coming years.

2. FDI inflowsto China and other emerging Asian countries

How fast will FDI inflowsto China grow in the future and would they cloud out
inflowsto other countriesin the emerging Asia? While no one would be able to

predict future FDI inflows to Chinawith great accuracy, it would be safe to say that
Chinawould continue to receive a growing amount of FDI inflows barring mgjor political,
social and economic devel opments.

To begin with, China has not yet fully utilized FDI inflow potentials (Wei (2000))
mainly because of corrupt business practices. Had not corruption been as severe asin
the past, Chinawould have received higher FDI inflows. Furthermore, Wei’s empirical
study suggests that the ongoing economic reforms and growth prospects would, on
balance, further increase FDI potentials for China. 2 By far the most significant variable
isan economic activity variable, which is expected to grow at arapid pace. FDI
restrictions and corporate tax rate are expected to be reduced in the coming years. Even
the government budget deficit would be on a declining trend if the authorities’ intention
to improve fiscal sustainability is actually carried out. Against these salutary effects of
prospective devel opments, there are afew downside risks that may dampen future FDI
inflowsto China. For example, FDI incentives would be phased out in the coming years
as the authorities plan to create alevel ground for both domestic and foreign-funded
companies, but the adverse impact would be more than offset by the favorable impact of
other prospects discussed above.

Larger prospective FDI inflowsto Chinawould have both negative and positive
implicationsfor other countriesin the emerging Asia, but on balance positive

22 This initiative was taken primarily because of the need to improve fiscal sustainability
over the medium term.

% Wei ‘s empirical study shows that FDI inflows into Chinais a positive function of
economic activity (proxied by GDP or per capita GDP), FDI incentives, presence of
linguistic ties, and a negative function of corruption, corporate tax rate, FDI restrictions,
distance between Chinaand an FDI source country, and the government budget deficit.
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implications would outweigh negative ones. On the negative side, smaller portion of
FDI sources would be available to these countries with other things unchanged. Of course,
other things would not remain unchanged. Fortunately, a number of prospective

devel opments auger well for growing FDI inflows to these countries. First, increasing

FDI inflows to Chinawould raise growth potential in China, which would lead to
increased demand for exports from these countries. Second, Chinawould be ableto
provide larger FDI resource potentials that these countries could tap. Third, the
government has begun to promote outward FDI, particularly by SOEs, that has a strategic
importance to China, and other countriesin the emerging Asia can attract Chinese
outward FDIs. %

How best the emerging Asian countries should attract FDI flows from China would
depend on the specific situation of each country in theregion. However, at ageneral
level, the best practice would be to create an environment that is conducive to such FDI.
That means that the establishment of good governance, legal framework, the availability
of infrastructure (transportation, utility, and administrative institutions) and qualified
personnel, among others, isthe key. Thereisageneral consensus that FDI incentives,
such as reduced tax rates, tax holidays, concessions and privileges accorded to foreign
investors, would not be long lasting measures (see, for example, Tseng and Zebregs
(2002)) .

3. Exchange Rate—System and L evel

Over the past 7-8 years, the IMF has recommended to the Chinese authorities that
China adopt a mor e flexible exchange rate system for the reasons noted earlier.
The authorities have seriously looked into the issues related to the adoption of such a
system and more recently the leadership of the central bank has expressed their sympathy

2 Greater FDI outflows from Chinawould relieve pressures on the foreign exchange
market and thus on the renminbi.

% Recently, not only the IMF but also many research analysts have suggested that China
should move toward a more flexible exchange rate system. For an initial step, the
renminbi should fluctuate in a band, which should gradually be widened. In avariation of
thisidea, Goldstein (2003) proposed a two-step approach in his testimony before the
Sbcomsittee on Domestic and International Monetary Policy, Trade and Techonology
Committee on Financial Services, US House of Representatives, Washington, DC.
October 1, 2003. Thisproposal is: “in the first step, Chinawould immediately revalue
the renminbi by 15 to 25 percent, and it would widen the currency band (to between 5 and
7 percent, from less than 1 percent) and it would switch from a unitary peg to the dollar to
athree-currency basket (with roughly-equal weights for the dollar, the euro, and the
yen),” and in the second step, China would adopt a managed float, after Chinatakes
further reforms to put the domestic financial sector on a sound enough footing to permit
significant liberalization of capital outflows.”
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for such a system for China. % Nevertheless, the authorities have not yet indicated atime
frame for the adoption of a more flexible exchange rate determination mechanism. %

If remarks made recently by senior officials of the government are any indication of
their current thinking on theissue, China will continueto maintain the current de
facto pegtothe U.S. dollar for aforeseeablefuture. If | ventureinto guessing what the
rational e behind the current stance of the authorities on thisissue, it would be their
overriding objective of minimizing uncertainty at the time when uncertainty over the
current cyclical position of the world and China and the on-going structural reforms,
particularly those in the financial sector, hasincreased.

It isdifficult to estimate a medium- to long-term equilibrium exchangerate for any
country, and particularly for a country, like China, which is suffering a massive
unemployment and under employment while undergoing structural reforms. %
Because of this difficulty, many researchers have used many different and relatively
simple approaches and their assessments varied widely. In the case of China, some argue
that the renminbi is undervalued, but among them, there is no consensus on the extent of
the undervaluation. On one extreme, some say that the undervaluation is 30-40 percent,
while Goldstein and Lardy (2003) estimate the undervaluation to be on the order of 15 to
25 percent. The Chinese officials' recent comments suggest that the extent of
undervaluation is so small, if any, that thereis not much justification for a revaluation. °

From the per spective of the employment situation, the current exchangerate could
well be overvalued. In fact, any exchange rate is likely to be overvalued as long as the
massive unemployment situation persists. Even if one sets an objective of preventing the
worsening unemployment situation over the medium term, the current exchange rateis
most likely to be overvalued since current macroeconomic policies and reform measures

% |t isinteresting to note the official announcement of the People’s Bank of Chinathat, in
April 2003, the Renminbi Real Effective Exchange Rate Monitoring System was
established to monitor and analyze the trade-weighted exchange rate and bilateral real
exchange rate of the renminbi.” (www.pbc.cn/english/xinwen)

" The U.S. Treasury is providing technical assistance to the Chinese authorities to deal
with the issues related to the adoption of a flexible exchange rate system.

%8 Excellent reviews of issues related to equilibrium exchange rates can be found in
Williamson (1994) and Hinkle and Montiel (1999). Particularly of interest is the concept
of the “fundamental equilibrium exchange rate” that focused more on the medium- to
long-term rate that reflects fundamental structure of the economy, rather than focusing on
short-term rates that are subject to cyclical factors and the temporary shocks.

% The assessment of the renminbi exchange rate often focused mainly on the balance of
payments consideration (flow analysis) and did not sufficiently take into account the
domestic factors, particularly the employment situation or dynamic aspects of a growing
economy (stock analysis). Future work on fundamental equilibrium exchange rates for
devel oping countries needs to pay greater attention to the consistency required for flow
and stock analyses as well.
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are not likely to achieve this objective at the existing exchange rate. Under these
circumstances, an appropriate exchange rate adjustment could well be depreciation.

Thetruth ismost likely somewher e between the two extremes. Taking into both
domestic economic objectives and international economic situation —including China's
need to make a “fair contribution to the reduction in global payment imbalances—the
needed adjustment islikely to be much less than 25 percent (the upper-end of the
Goldstein-Lardy proposition) mainly because such an extent of appreciation would have
sever consequences for the domestic side of the economy, particularly for the
employment situation. * * Since it would be difficult to cal culate the fundamental
equilibrium exchange rate with any accuracy, it would be the best to let the market to
determine the exchange rate in theinitial phase. Then, taking into account this rate and
macroeconomic and structural factors, one can estimate a benchmark rate for the medium-
term analysis and policy formulation.

Thus, my suggestion would beto broaden a band gradually over 2-3 yearsto 10-15
per cent within which the exchange rate can fluctuate. Meanwhile, the authorities
should take steps to improve the infrastructure of the financial sector and gradually move
toward the capital account convertibility. ¥ Thiswould then reduce the need for the
authorities to intervene in the exchange market and avoid a massive accumulation of the
international reserves.

The above recommendation of the exchange rate policy would not mean that China
isrelieved of itsresponsibility for adjusting its balance of payments surplusesin the
global context. Whileit is premature to quantify the extent of the balance of payments
adjustment over time, the general ideaisfor Chinato have an overall surplus (or a surplus
in the basic balance, assuming that short-term capital including errors and omissions will

30 According to the simulation exercise conducted by Kadokura (2003) for 2003, a
revaluation of 23 percent would reduce output growth by 3 1/3 percentage points (pps),
private consumption by some 4 pps, fixed asset investment by 3%z pps, and exports by
11 pps, increase imports by about 5 %2 pps, and reduce the trade balance by $14 billion.
Thus, such an appreciation would have reduced the employment opportunities for
many—the major concern of the government.

3 Taking into account the job creation capacity of growth (700,000 jobs per 1 percent of
output growth) during the 1990’ s that was estimated by the Ministry of Labor and Social
Security (2003) and the development of the labor-intensive tertiary sector in the 2000’s,
more than 2.3 million jobs would have been lost in 2003 due to the 23 percent
appreciation.

%2 This does not imply, however, that the capital account convertibility needs to be
completed in three years or so. Literature on the sequencing of the financial sector
liberalization and recent experiences with the Asian financial crisis clearly suggest that
the domestic financial market liberalization should precede the external capital market
liberalization.
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be zero over business cycles), so that the net foreign assets of the banking systemin

relation to payments obligations, say imports, would bein line with a steady-state ratio. **

In light of the above and the prospective slowdown in import growth in the coming
year, there will be some room for areduction in the current account surplus. How
much isareduction? It is difficult to say at thistime and there will be afurther study on
thisissue. **

At any rate, therewill bea number of optionsthat the authorities can useto
discharge China’ sresponsibility for sharing the adjustment burden without relying
on the exchange rate appreciation until they areready to adopt a moreflexible
exchangerate system. These options would include: acceleration of tariff reductions,
reduction of restrictions on agricultural imports, rigorous enforcement of intellectual
property rights, further reduction VAT rebates on exports (culminating in the VAT
reform, shifting from the production-based one to the consumption-based one), and
further promotion of outward FDIs.

While the implementation of these measureswould not be astransparent asthe
exchangerate adjustment, these areintegral elements of the ongoing structural
reform; without a well-functioning economic system, any adjustment in the exchange
rate would be ineffective.

Implicationsfor other countries of the emerging Asia would bethat those countries
that are using a single currency peg would also benefit from a more flexible
exchangerate system, while further strengthening their infrastructurein the
financial sector. Inthisway, these countries would be able to better deal with external
shocks, including fluctuations of the renminbi’ s exchange rate if and when such a system
is adopted by China.

IV. Concluding Remarks

Torecap the substance of this paper, several points need to be summarized as
follows.

e Chinawill continue to serve as an engine of growth for the world and particularly
for the emerging Asiain the coming years. China cannot afford to bring the
economy to a hard-landing because of the need to create jobs to minimize the

3 John Williamson (2004) suggests that China, as a responsible citizen of the world,
needs to virtually eliminate its current account surplusin about three years. Given that
the capital account (excluding errors and omissions) would be in surplus on account of
expected large inflows of FDIs, the basic balance is targeted at a surplus equivalent to net
FDI. Therefore, his view on the strength of the balance of payments position for Chinais
qualitatively consistent with the notion that the ratio of the net foreign assets of the
banking system to some scale variable such as GDP or imports needs to be in a steady
state over alonger run (Chart 7).

% Thisissue will be dealt with in afinal version of this paper.
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expected deterioration in the unemployment situation. The authorities would be
able to guide the economy to a soft-landing, with output growth close to 9 percent
this year and somewhere between 8 percent and 9 percent in 2005. Beyond 2005,
Chinawould be able to grow at faster than 7 percent, provided that necessary
structural reforms as discussed earlier would be implemented. *

e Given such prospects, other countries in the emerging Asia can expect favorable
demand for their export to China and other countriesin Asia.

e Whilealarge proportion of FDI destined to developing countries will continue to
China, FDI flows from Chinato these countries would also increase. Therefore, it
would not be necessary for other countriesin Asiato take a pessimistic view on
China as athreat but rather take China as presenting additional opportunitiesto be
taken advantage of by these countries. Such FDI inflows play an important role in
obtaining advanced technology and better management skills that are crucial to
improve the efficiency of their economic system and enhance the competitiveness
in the world market (Zebregs (2002)). Thus, my interpretation of the work
suggests by Heytens and Zegregs (2002) suggests that China could grow, on
average, at about 8 percent ayear during the remainder of this decade.

e The Chinese authorities expressed their sympathy for aflexible exchange rate
system but did not indicate atime frame. Surely, the timing isto be decided by
the authorities. Meanwhile, countriesin Asiathat are currently pegged to asingle
currency would benefit from a more flexible exchange rate system which would
better absorb real and external shocks, including the fluctuation in the renminbi
should China adopt a flexible exchange rate system.

% Heytens and Zebregs (2002) show in their simulation exercise that, during 2006-10,
output growth could be 7 %2 pecent ayear, with most of contribution made by capital
accumulation and labor force growth contributing only 0.2 percent ayear. However,
given that effective labor supply could grow significantly faster because of better
utilization of surplus workersin the rural area, labor’ s contribution could be more and
output growth could be somewhat higher than their simulation result.
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Char 1. Short-Term Interest Rate in Major Countries, 1990-2003
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Chart 2: Trade Index: China and World, 1970-2003
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China 3: Interest Rates and Inflation, 1990-2003
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Chart 4: Ourput, M2, and CPI Growth, 1990-2003
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Chart 5: China REER and NEER, 1990-2004
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Chart 6: M2 & DC Grwoth and Inflation percent, 1990-2003
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China 7: Current and Basic Account, 1990-2003
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Expoeting country

Japan
Korea
China
Hong Kong SAR
Inclia
Indonesia
W alaysia
Philippines
Singapore
Taiwian
Thailand
Total

Table 1. Intra-Fegional Trade 19890, 2000, & 2002
(Billions of 5. Dollars)

1880 2000 2002

to ROW to Region Share | to BOW to Fegion Share  to ROW to Region Share

(bn &) (bn §) (%) (b $) (bn $) (%) (bn ) (bn ) (%)
523 152 291 =) ks 402 754 15 418
135 49 d6.3 232 144 43 .4 314 143 45.5
114 R4 561 474 240 S0 6 R21 15 807
164 g7 59.1 415 273 B5.8 408 275 B7.4
42 a 14.3 53 18 1894 106 24 274
48 26 54.2 o a1 531 a3 43 57.8
58 4 S8 .6 180 106 58 49 174 102 55.0
21 a 206 77 e 44 7 74 a7 50.0
114 55 432 273 154 a6 4 241 138 57.3
122 45 a6.9 203 150 521 243 133 o4 7
a0 il 464 131 B4 43 49 134 71 53.0
1347 olall 40.1 3218 1574 43 1 3151 1606 51.0

sources: IMF, Intemational Financial Statistics fvanous issues) and IMF, Direction of

Trade (various IssUes)
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Table 1a; Intra-Regional Trade-E4qoorts, 1930, 2000, & 2002
(Billions of LS. Dollars)

Exporting county 1990 2000 2002

to ROA to Region Share o FOW to Region Share | to ROW to FHegion Share
(bn £) (b ) (%) (b $) (b ) (%) (bn F) (bhn $) (%)

Japan 288 a7 a0.2 479 193 40.4 417 174 41.7
lorea ]3] 2 a6.9 172 4 43 162 T2 44 4
China b1 a4 F3.9 244 120 48 .2 326 152 46.8
Hong Kong SAH 02 ar 451 A2 103 a1 200 110 55.0
Indlia 18 3 16.7 42 g 214 49 12 2.5
Indonesia 2h 17 H5 4 b2 3 24 8 58 a2 552
Malaysia 24 17 8.8 25 a7 a0 .2 43 24 28,1
Philippines B 2 260 40 18 45.0 a7 17 4549
Singapore 53 2 454 1A 7h 551 125 72 57 B
Tanaan 67 2 458 143 4 a0.0 130 70 £3.8
Thailand 23 B 4.8 52 31 44 4 B9 ad 47.8
Total 720 282 492 1654 789 46 .4 166G 798 474

sources: IMF, Intemational Financial Statistics (vanous issues) and IME, Direction of
Trade (various IssUeS)
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Importing country

Tahle 1h: Intra-Fegional Trade—lmorts, 19590, 2000, & 2002

1530

(Billions of U.5. Dollars)

2000

2002

from RCGW from Fegion  Share from ROW from Begion Share  from BEOW from Fegion Share
(bn §) (bn ) (0] (bn $) (bn ) (%) (br £) (b ) (%)

Japan 235 Bs 7T 280 182 400 337 141 41.8
orea 70 25 G587 1H] 70 438 152 71 46,7
China 53 25 472 25 120 53.3 205 163 55.3
Hong Kong SAR 82 BO 732 213 170 798 208 165 7.3
India 24 3 12.5 a1 3 176 57 17 298
Indonesia 22 4 4089 24 17 50.0 25 16 B4.0
M alaysia 29 17 486 g2 49 59.8 80 48 B0.0
Philippines 13 4 304 a7 16 43.2 a7 20 541
Singapore B a1 a0.8 134 78 57.8 116 &l f6.9
Tanwian 5}s] 21 a8.2 140 7B 54.3 113 B3 55.8
Thailand a3 18 8445 ok aa 5372 B5 a8 585

Tatal R7Y 27 411 15149 740 521 1485 208 54 .4

sources. IMF |, International Financial Statistics (vanous issues) and IMF, Direction of

Trade (vanous ISsUes)
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Tahle 2 Output Crowth--Selected Countries and Fegions, 1996-2005

World

Urited States
Euto area
Japan

Errerging Asia
China
Hong Eong, RAR
India
Indonesta
Korea
Malaysia
Fhilippines
Singapore
Tarwan, Prov.
Thailand

(percent)

Average

1996-2000 2001 202 2003 2004 2005
3.9 24 3.0 3.9 4.6 4.4
4.1 0.5 2.2 3l 4.6 3.9
26 1.6 0.9 04 1.7 2.3
1.4 04 03 27 34 1.9
8.3 75 2.0 a1 8.5 a.0
36 0.5 23 33 55 4.5
f.1 4.0 47 74 f.8 fi.0
1.0 3.5 37 4.1 4.3 5.0
4.6 38 70 3l 55 53
49 03 4.1 52 57 .0
3.6 3.0 4.4 4.5 4.5 4.2
f.5 -1.9 2.2 1.1 5.0 4.0
57 -2.2 3.6 32 49 44
0.6 21 54 6.7 70 6.7

Source; IMF (2004

M.BE Fgures for 2004 and 2005 are forecast by IMF (2004)
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Tahle 3 Inflaton--Selected Countnes and Regions, 1996-2005

" Fig Three"
Urited States
Euro area
Japan

Errerging Asia
China
Hong Eong, nAR
India
Indonesia
Korea
Iyalaysia
FPhilippines
i g ap ore
Tatwan, Prov.
Thaland

(pement)
ALorerage

199642000 2001 2002 2003 2004 2005
0.3 0.7 0.6 0.0 0.2
1.7 24 1.5 1.4 2.1 17
14 1.3 1. 1.0 1.0 1.2
-0.8 -1.5 -1.2 -2.5 -2.4 -14
477 2.6 2.0 1.2 2.1 24
1.9 0.7 0.5 1.2 3.5 30
-0.1 -1.9 -3.0 5.1 -2.6 0.5
h 3.8 4.3 38 4.3 4.1
193 11.5 11.9 8.6 5.0 4.5
32 3.5 2.8 23 0.8 1.2
3l 14 1.8 1.1 2.2 25
71 f.1 3.1 3l 3.9 4.0
-0.2 -1.6 0.4 -0.4 1.2 1.5
0.9 0.6 -1.0 22 0.3 1.2
4.3 17 0.6 1.8 2.2 1.3

Sources: IMF (2004) and the author's calculation.

M.B Fgures for 2008 and 2005 are forecast by IMF (2004)

CDP-deflatorbaszed nflation for, the U5, Euro ara, Japan, Hong Kong, 54F Korea,
fingapore, and Tawan Prowince. CHlbased mflation for China, India, Indonesia

I alaysia, the Phibppmes, and Thaland.
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Table 4 China--Estimates of Investment and Sadng, 19596-2003

( Percent of GOF)
189896 1897 18598 18989 2000 2001 2002 2003

I ational

investment 1/ 443 380 3F4 3T 3w4 380 4@5 0 477
Frwate

sasdng 2f 421 418 408 388 3F0 385 445 A07
GSovemment

sadng 3f 0.7 -0 0.5 1.2 18 1.7 1.5 1.2
Met Exports 4f 2.1 3.8 3.9 3.0 24 27 3.5 4.1

M emorandum iterms:

Govemment

resenLe o me8 MeB 125 138 150 150 187 184
Govemment

COnsLMmtion Mne 1.7 120 126 131 133 17.2 173
GOF [ bn) BE33 7489 7900 8267 8938 9862 10240 11669

Sources: IMF [ES (vanous issues) and the author's estimates
1/ Imvestment in fixed assets and inventory

2 Mational inestment - gosemment revenue + net exports

A Govemment resenue - govemiment consumition expenditure
4/ Met exports of goods, serdces, and transfers

af Govermment tax and nondax resenue and transfers
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Table & China--Labor Market Condition, 1990-2003

1980 1495 20000 20 2002 2003
est.
(in millions, at vearend)

FPopulation 11430 1221 1266 1476 1285 1292
[Irban a02 252 4458 481 a02 525
Fural 241 =a 208 5 83 VB

Urban { percent of total) 264 288 JB.2 37T 2.1 408
Fural {percent of total) FE N1 Ba.8  B23 B0.9 594

Wiorking Population (15-64) 763 220 288 2594 03 o913

Labor force B53 BE7 740 44 751 70
Participation rate (in percent) ge6 8249 g3 83z g1.2 83z
[Urban 174 185 247 253 261 269
Fural 479 492 493 491 4490 49

Employment
Urban 170 180 237 239 28 Z5A
Fural 477 490 489 491 490 483

Unemployment
LIrtan

Fegistered 4 ] ] 7 7 d
Laid-off wiorkers (Xlagang) 1] 1] g 7 ] 3
Total 4 ] 14 14 13 13
Fural 1] 1] 1] 1] 1] 1]
Asverage income of residents (yuanyear)
[Irban 15100 4283 B2B800 BBBEO V703 B4T2
Rural BBE 1578 2203 736E MVE B2
Fatio of Urban to Rural 22 27 28 2.9 3.1 22
Aserane real wage rate (1950=100)
Cherall 100 130 219
{of which SCES) 100 124 209
M anufactunng 100 125 21
{of which S0Es) 100 118 187
Transp., YWharehouse, and Post&Telecol 100 144 254
(of which SOEs) 100 142 234
Finance and Insurance 100 192 322
{of which S0Es) 100 174 212

Sources. Ministry of Labor and Social Secunty, Yeabook of Labor Statistics (vanous issues) and

Inforrmation Cfice of the State Council of the People's Republic of China, "China's Employment Situation

and Policies" (2004), and the authar's estimates.
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Table 6: China--Balance or Payments and Related Indicators, 1999-2003

(in Billions of U.S. Dollars)

1999 2000 2001 2002 2003
Exports fob 194.7 249.1 266.1 325.7 438.4
Imports fob 158.7 214.7 232.1 281.5 393.7
Trade balance 36.0 34.4 34.0 44.2 44.7
Senvices net 5.4 -5.6 -6.0 -6.8 -8.6
Income net -14.5 -14.6 -19.2 -15.0 -9.2
Transfers net 5.0 6.3 8.5 13.0 19.0
Current account 21.1 20.5 17.3 35.4 45.9
(percent of GDP) 2.2 1.9 1.6 2.9 3.2
Capital and Financial account 5.2 1.9 34.8 32.2 52.3
of which
FDI outflows 1.7 0.9 6.9 2.5 13.5
FDI inflows 38.8 38.4 44.2 49.3 53.5
FDI net 37.1 37.5 37.3 46.8 40.0
Erros and ommisions net -17.6 -11.7 -4.7 7.6 18.8
Owerall 8.7 10.7 47.4 75.2 117.0
Memorandum items
Basic balance 1/ 58.2 58.0 54.6 82.2 85.9
International reserves 157.7 168.3 215.6 291.1 408.2
(in months of imports) 11.4 9.0 10.6 11.9 11.9
NFA of banking system 205.7 243.0 319.1 383.4 455.7
(im months of cif imports) 14.9 13.0 15.7 15.6 13.2
NEER (annual average) 2/ 113.6 116.8 122.1 121.0 112.6
REER (annual aveage) 2/ 115.3 118.2 123.3 121.4 114.6

Sources: IMF IES (various issues), China, State Administration of Foreign Exchange
(www.safe.gov.cn), and the authors estimates

1/ Defined here as the sum of the current account balance and net FDI.

2/ 1995=100
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Tahle 7. Cument Account Balances—Selected Courtnes & Fegions, 1996-2005
(percent of GOF)

Anerage
1996-2000 2001 2002 2003 2004 2005

"Big Three"
United States -2.5 -39 45 4.9 4.2 4 1
Euro area 0.7 0.2 1.2 08 0.7 0.8
Japan 24 2.1 28 3.2 3.1 3.2

Ermerging Asia
China 25 1.5 28 3.2 1.6 18
Hong Kong, SAR 1.0 6.1 B.5 11.0 10.3 5.8
India -4.8 -08 4.8 3.0 1.3 18
Inconesia a.b 4.4 4.5 a.r 3.4 4.1
Korea 28 1.7 1.0 20 1.5 04
M alaysia 6.4 B2 78 13.0 [ 5.5
Philippines 20 1.8 24 4.2 3.0 28
Singapore 17.3 18.7 214 a0.9 28.0 6.7
Taiwan Prov. 27 5.4 9.1 10.0 7.3 5.2
Thailand 4.1 )5t 6.1 2.8 3.8 34

Sources. IMF (2004) and AsCE (2004)

N.E. Figures for 2004 and 2005 are forecast made by IMF (2004)
and AsCE (2004)
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Tahle 8: Fiscal Balances, Selected Countnes and Fegions, 2001-05
(percent of GO

2001 200 2003 204 2005

Eig Three
Lnited States 1/ -0.2 -343 44 448 -3.5
Euro area 1/ -1.7 -23 2.8 -2.8 -2 4
Japan -6.1 -74 8.2 -1 -6 .6

Ermmerging Asia
China 2/ -25 -a0 2.7 -25 -2.3
Hong kKong, SAR 1 5.0 -44 4.0 44 27
India 2f -9.9 -101 -11.0 -10.0 9.5
Indonesia 2f -2.3 10 =201 -1.4 -0.8
Korea 2 -7 04 1.7 0.4 0.0
M al aysia 2 -5.5 -5h -5.3 -3h -1.8
Philippines 2f 4.0 -52 -4 B 4.2 4.2
Singapore & -0.9 -18 B4 2.4 d.6
Taiwian Prow. 2 -1.8 -25 -3 -3.0 248
Thailand 2/ 2.1 -232 0.6 0.1 0.3

Sources, AsDE (20047 and IMF (2004
14 From IMF (2004)
20 FromAsDEB (2004)
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Table 8 Money Supply Growdh;, Selected Countries and Regions, 2001-05
(percent)

2001 2002 103 2004 2005

Proj. Froj.
"Big Thress" 1/
United States 114 3.6 F.3
Euro area B .4 4B 10.4
Jdapan 13.7 R 4.1
Ermerging Asia 2f
{China 14 8 18.7 18.0 14.0 13.0
Hong Kong, SAR 27 -0.4 g4 10.0 5.3
India 13.4 18.1 1894 168.0 15.1
Indonesia 13.0 4.7 8.1 a.0 a.0
Karea 102 11.8 [R= 7.0 4.0
Malay sia 2.2 5.8 11.1 ERE 11.0
Philippines H.A §.5 3.3 50 55
Singapore a4 -0.3 B9 d.2 d.2
Taiwan Prov., 4.4 2.5 SRS 5.5 5.0
Thailand 4.2 2.6 4.9 1.9 4.4

Sources: AsCE Z2004), IMF (20045, Bank of Japan fwasesr boj o jp),
and Federal Feserve Board (v federalresense govdrelease)

14 M1 growath.

20 M2 growth.



