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the creation of the bubble and subsequent bursting of it. Furthermore, I feel the economic situations 

behind this crisis, or bubble, were completely and intrinsically different from the past ones. Now 

how different are they this time? There could be many factors but here I would like to cite five major 

ones. 

 

The first is globalization. In 1989, we saw the end of the Cold War and since then 

globalization has progressed and international flows of all factors of economic activities, including 

capital flows and information and corporate activities were liberalized with globalization’s size and 

scale expanding substantially. Thus globalization, without a doubt, is one of the major factors behind 

the crisis that we are currently faced with. 

 

The second is related to the first factor somewhat. We have seen revolutionary advances in ICT, 

Information and Communication Technology, and the advances in ICT helped substantial 

development in financial engineering, which resulted in the development of a variety of financial 

derivative products, securitized products among others. That led to the expansion of markets that 

trade in those financial instruments and products. The expansion was indeed explosive, not just a 

quantum expansion.  

 

Third, at about the same time we saw excessive consumption in the US economy, especially in 

the household sector, and soaring prices of energy and other commodities. We also saw excess 

savings in Asia and other countries, those excesses taking place at the same time led to global 

imbalances in current accounts, and the reflection of that was the flow of funds in the opposite 

direction to finance the current account imbalances. That resulted in an excess supply of international 

liquidity. This excess in international liquidity was no doubt another factor generating the bubble and 

causing the current crisis. 

  

The fourth factor is that as a result of the globalization and the new development of financial 

markets and excess availability of liquidity, the financial sector has begun to play an inordinately 

large role in global capitalism. Now it can be said that capitalism in the 21st century has become 

financial capitalism. Naturally in this world, the greed that drives people to pursue maximum profit 

has gripped many players in the market and, with more and more people being gripped by the greed 

in financial transactions and businesses, leverage was increased to an extremely high level. At the 

same time we have seen degeneration in business morals as reflected in enormous bonus and pay 

packages enjoyed by the executives in the financial sector.  

 

The fifth factor relates to the expansion and diversification of our financial businesses and 
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2. Economic Crisis and Asia: An Opportunity for Rebalancing Growth1 
Haruhiko Kuroda 
President, Asian Development Bank 

            
Introduction  

Ladies and gentlemen, it is an honor to be here to discuss with you what will undoubtedly be 

the defining issue of 2009.  

  

Developing Asia has been hit much harder by the financial crisis and global recession than 

initially expected. Some asset classes, particularly equities, have fallen further than those in 

industrialized countries. With G3 countries in recession, the region's exports have slowed sharply. 

GDP growth is down, and some emerging Asian economies are showing significant contraction in 

export and a marked degree of capital outflow.  

If the region is to emerge stronger from today’s crisis, it must rebalance the sources of growth 

while securing its long-term development goals. I'll come back to this in a moment. But first, let me 

provide an overview of the crisis and its impact on developing Asia.  

 

Economic crisis and the outlook for developing Asia 

(Chart1) The first signs of the US sub-prime crisis appeared in June 2006, when the 

Case-Shiller composite index of US house prices began to fall. Since then, the index has dropped 

25%. And several respected economists feel it has another 10% to go before prices return to their 

normal levels relative to US 

household incomes. Estimated 

losses and write-downs in global 

financial systems continue to rise, 

suggesting that the global financial 

crisis is far from over. 

The spillover into the real 

global economy has been dramatic. 

G3 economies are all in recession. 

Major industries are in need of 

bailouts. In the US, unemployment 

                                                      
1For the full color charts in this text, please refer to our website.  
http://iima.or.jp/pdf/sympo_speach/Mr_Kuroda_Presentation.pdf  
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rose by well over half a million in January, and retail sales dropped by a record 2.7% in December. 

With drastic cuts in household spending, business is suffering. Producer prices fell nearly 2% in 

December on weak demand. The IMF now projects the world economy to grow at a mere 0.5% in 

2009, its lowest rate since World War II, with the US, euro zone, and Japan all contracting. 

 

  (Chart 2) Global demand for 

Asia’s exports has dropped sharply, 

hitting at the heart of emerging Asian 

economies. China’s exports fell about 

3% year-on-year in December after 

years of double-digit growth. 

Singapore’s non-oil exports were off 

21%. Many other emerging Asian 

economies face similar fates. Growth 

in industrial production has plunged 

across the region and developing 

Asia’s economic expansion is 

suffering. Fourth quarter 2008 data already show that damage is substantial. China’s year-on-year 

GDP growth fell to 6.8% (from 9% in the 3rd quarter), the lowest in 7 years. Korea’s economy 

contracted 3.4%. Japan, of course, is in recession. 

(Chart 3) ADB’s December 

forecast for 2009 puts aggregate GDP 

growth in developing Asia at 5.8%, 

down from an estimated 6.9% in 

2008; economies in emerging East 

Asia are expected to grow 5.7%, off 

from 6.9% last year. These forecasts 

are below our September estimates, 

and our next estimates due for a 

release in March are likely to be down 

again, as the IMF forecasts this 

January show us a much gloomier 

picture for the global economy than 

their November estimates.  

 

(Chart 3） 

（Chart 2） 
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ASEAN 

(Chart 4) As my distinguished 

colleagues will discuss the situation 

in China and India, let me focus on 

ASEAN for a moment. ASEAN is a 

hub of developing Asia’s growing 

economic cooperation and integration. 

It aims to become an economic 

community by 2015—initially among 

its larger, middle-income members. 

And it is an excellent example of how 

the region is coping with today’s 

crisis; where vulnerabilities and 

weaknesses remain; and how regional 

cooperation can help.  

 

We expect growth in ASEAN to weaken to 3.5% in 2009 from last year’s estimated 4.8% 

growth—largely due to the crisis spillover. ASEAN’s growth continues to be export driven. Among 

its original five members, Indonesia, Malaysia, Philippines, Singapore, and Thailand, exports total 

about 70% of GDP. So the drop in external demand will certainly hurt growth prospects this year. 

Financial conditions remain a challenge as massive deleveraging continues worldwide. Capital flows 

are volatile. Equity prices are depressed, risk premiums are higher, and currencies have generally 

weakened. 

 

(Chart 5) The critical question is 

how domestic and regional demand will 

stand up given the sharp decline in 

external demand and tighter global 

financial conditions. A partial answer 

may lie in the strengthening regional ties 

within ASEAN itself and between 

ASEAN and China. Today, about 25% of 

ASEAN’s total trade is with other 

ASEAN members. Trade with China has 

grown significantly—from less than 4% 

(Chart 4) 

(Chart 5) 

ASEAN GDP Growth (%)
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in 2000 to almost 11% in 2007. On the other hand, G3 economies were the destination for only 35% 

of total ASEAN trade in 2007, down from 47% in 2000. This shows an increasing trend toward 

regional integration, and is a good example of how to build some resilience against the full effects of 

a global slowdown. 

 

An opportunity for rebalancing 

(Chart 6) There is much we can do to 

invigorate developing Asia’s economies 

amid the crisis fallout. Twelve years after 

suffering its own devastating financial 

crisis, developing Asia has much healthier 

fundamentals. Fiscal and reserve positions 

are generally sound; external debt is more 

manageable; and exchange rates are more 

flexible. But vulnerabilities remain. The 

region’s trade and financial openness 

strongly connects our region to global 

economic events—both good and bad. Despite a gradual decline in overall trade share, G3 

economies still account for more than 60% of final demand for all Asian exports. The region is 

vulnerable to volatile capital flows. Asia has embraced and benefited from globalization. But today’s 

global crisis also shows us the risks associated with rapid globalization, particularly in view of Asia's 

large reliance on exports and external funding. 

 

(Chart 7) Just as the 1997 crisis 

exposed developing Asia's own 

fundamental imbalances and structural 

weaknesses, we see the root cause of 

today’s worldwide crisis in global 

imbalances. The US current account deficit 

was $125 billion in 1996; by 2007, it had 

ballooned to $731 billion, or about 5.3% of 

GDP. And a large portion of the capital 

flowing to the US to finance that debt has 

come from emerging East Asia. 

 

The region transformed from being net borrowers to net savers for several reasons. First, an 

(Chart 6) 

(Chart 7) 
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export-led growth strategy coupled with policy changes—such as a resistance to currency 

appreciation, for example—led to large current account surpluses. Second, many Asian economies 

saw a major falloff in investment after the 1997 crisis—partly due to an investment overhang and 

partly because of reduced confidence in domestic financial institutions. Third, in some economies, 

like China, saving rates rose rapidly. This is partially the result of strong income growth, 

underdeveloped financial systems, and weak social safety nets creating a motivation for 

precautionary savings. 

 

Global imbalances need to be corrected in an orderly fashion—not only for the US, but also for 

Asia and the world. As Asia's share in the global economy continues to rise, it can no longer rely on 

exports as a primary engine of growth. And, given the region’s critical development challenges, its 

savings must be channeled more effectively to meet its own development priorities. In sum, a 

rebalancing act will require developing Asia to build strong domestic demand and apply its resources 

more efficiently.  

A judicious mix of monetary, fiscal, financial, and structural policies is required to both provide 

economic stimulus and rebalance growth. While specifics will differ across individual economies, 

there are some common threads to the rebalancing process: First, spending on infrastructure—both 

physical and social—must increase. Asia’s financing gap for physical infrastructure is estimated to 

be anywhere from $370–$470 billion a year through 2015. Social infrastructure—specifically on 

education and health care including safety nets for the most vulnerable—also requires significant 

attention. Second, the investment climate must improve. Upgrading corporate governance and legal 

frameworks for doing business should be a priority in developing regulatory reforms, harmonization, 

and international standardization. Stimulating private investment should remain a priority. Third, the 

development of small and medium-sized enterprises (SMEs) should be accelerated to generate jobs 

as well as strengthen domestic demand. And fourth, financial systems need to be strengthened for 

more efficient resource allocation. Broadening and deepening of financial systems, both at the 

domestic and regional levels will ease cross-border capital flows for both finance and trade 

integration. Better bank supervision and continued development of the region’s local currency and 

regional bond markets are examples. 

 

ADB's role 

ADB is responding to the global crisis by helping our developing member countries contain its 

immediate effects. At the national level, direct and indirect funding support can be provided through 

ADB operations for those developing member countries having problems raising capital from 

international markets. We are stepping up our operations by several billion dollars from our 

originally planned $12 billion in 2009, and as part of it, we are seeking to accelerate the trade finance 
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support by boosting the size of the Trade Finance Facilitation Program (TFFP) from $150 million to 

$1 billion this year. We also offer support to our member countries through policy advice and 

technical assistance for policy implementation and institution building.  

At the regional level, we have strengthened our monitoring and surveillance initiatives. And 

we are working closely with the existing regional arrangements—such as the Association of 

Southeast Asian Nations (ASEAN), ASEAN+3, and the East Asia Summit—to support the 

development of a coordinated regional response.  For example, we are supporting ASEAN+3 

countries' efforts to multilateralize the Chiang Mai Initiative, which pools members' international 

reserves for emergency liquidity support.  

We are also working on an Asian Infrastructure Financing Initiative—an operational 

co-financing platform—to pool resources from development partners for infrastructure development 

in the region. 

(Chart 8) We remain steadfast in our commitment to a poverty-free Asia and Pacific. Our 

long-term strategic framework—called Strategy 2020— continues to focus on five core operational 

areas: infrastructure, the environment, regional cooperation and integration, financial sector 

development, and education. For us to fulfill our mission of poverty reduction under the direction set 

out in Strategy 2020, ADB is now, however, facing resource constraints and requesting shareholders 

for an immediate and substantial capital increase. This is absolutely essential to enable ADB to play 

a meaningful and proactive role in the social and economic development of the region at these very 

(Chart 8) 
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3. Impact of the Global Financing Crisis on the Chinese Economy2 
Lawrence J. Lau 
President, Chinese University of Hong Kong 

                                                 
Thank you very much, Mr. Watanabe and President Gyohten. Ladies and gentlemen, it is my 

great pleasure to be here today. My duty is to try to discuss the impact of the global financial crisis 

on the Chinese economy. I have a PowerPoint which will eventually be posted on my web pages as 

well as the web pages of the Institute for International Monetary Affairs. I only have 15 minutes, so I 

will try to go pretty fast. 

 

As you know, the financial earthquake or tsunami has affected almost all of the developed 

economies, especially the United States. And North America and Europe have gone into economic 

recession; it is not really an ordinary recession because it is accompanied by a serious breakdown of 

the capital and credit markets as well as bankruptcy, insolvency, and illiquidity of many major 

financial institutions. Very fortunately, in East Asia, despite a steep decline in the stock markets, 

which many of the previous speakers have talked about, the financial institutions remain relatively 

sound and financial stability itself is not seriously threatened. The exports have slowed, as many of 

the previous commentators indicated, especially following the failure of Lehman Brothers sometime 

mid-September of last year and in many economies, the decline was on the order of 50%; certainly in 

terms of the export orders received, and this has caused derivative declines in the demands for 

shipping, transportation, logistics, and storage services. 

 

I think the crisis in the US and elsewhere and especially in the US will probably last for 

another year or two until more positive expectations are restored. In the meantime, I do not think 

Asia can wait for the US recovery. So while there is serious negative impact, it is really up to the 

East Asian countries, as Mr. Kuroda said, up to the region, to try to do something, and I think that the 

earlier the region can engineer an economic recovery, the better for the world. 

 

Now, one of the things I want to talk about is really the impact on Chinese exports. We know 

that there has been very serious decline in export orders. But first of all, let me say the following: 

that is, since mid-September of last year, when Lehman Brothers failed, several things have 

happened. There is a sharp decline in the East Asian stock market which I will show you in the chart 

                                                      
2 For the full color charts in this text, please refer to our website. 
http://iima.or.jp/pdf/sympo_speach/Dr_Lau_Presentation.pdf  
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later, but at the same time it is also accompanied by a sharp devaluation in the East Asian currencies, 

with the notable exception of the Japanese yen and the Chinese Yuan and Hong Kong dollar, and for 

all the other markets I think the currencies have actually depreciated. You may think this is very 

paradoxical. 

(Chart 1)Exchange Rates of Selected East Asian Economies (7/2/2008=100) 
Exchange Rate Index (7/2/2008=100) of Selected Countries/Regions
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(Chart 2)Stock Market Indexes of Selected East Asian Economies (7/2/2008=100) 
Stock Market Index (7/2/2008=100) of Selected Countries/Economies

40

50

60

70

80

90

100

110

120

130

07
-0

2-
08

07
-0

9-
08

07
-1

6-
08

07
-2

3-
08

07
-3

0-
08

08
-0

6-
08

08
-1

3-
08

08
-2

0-
08

08
-2

7-
08

09
-0

3-
08

09
-1

0-
08

09
-1

7-
08

09
-2

4-
08

10
-0

1-
08

10
-0

8-
08

10
-1

5-
08

10
-2

2-
08

10
-2

9-
08

11
-0

5-
08

11
-1

2-
08

11
-1

9-
08

11
-2

6-
08

12
-0

3-
08

12
-1

0-
08

12
-1

7-
08

12
-2

4-
08

12
-3

1-
08

01
-0

7-
09

01
-1

4-
09

01
-2

1-
09

01
-2

8-
09

02
-0

4-
09

02
-1

1-
09

Day

China Hong Kong
Indonesia Korea
Malaysia Philippines
Singapore Taiwan
Thailand Japan
India

 
 

Why is it that the US dollar was gaining in value? And you can see this very clearly. But my 

explanation is a very simple one, and that is the US and other overseas investors in Asia are basically 

trying to repatriate their capital back home where it is needed more because of redemption and 

extremely tight credit conditions, and so forth. So we have two things happening. They are selling 

down their equity and other securities in these Asian markets and at the same time they are sending 

Bankruptcy of 

Lehman Brothers
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the money home, and that basically has caused the stock markets to decline as well as the US dollar 

to rise (Chart 1 & 2). And I think you can see that since December both the stock market and the 

currency markets have begun to stabilize and that basically means that phase of the crisis is 

essentially or more or less over because all the assets that can be sold have been sold and have been 

repatriated. So I think the appreciation of the US dollar relative to East Asian currencies really 

should not be read as a long-term thing; it is really a short-term, one-off thing. Of course, there is 

also deleveraging and also loss of confidence by both domestic as well as foreign investors which I 

call irrational panic as opposed to what Alan Greenspan said some years ago about irrational 

exuberance. I think many markets in Asia are probably oversold right now and hopefully with some 

recovery of confidence, some regaining of confidence, the markets will be stabilized. 

 
(Chart 3)Exchange Rates of Selected East Asian Economies (1/2/2007=100) 

Exchange Rate Index (1/2/2007=100) of Selected Countries/Regions
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 (Chart 3) Now what I have shown here, as you can see, is from 2007 to the present, and if I 

can bring your attention to September; you can see a huge run-up in the currency rates, which means 

a devaluation of most Asian currencies, but by December they have begun to stabilize, and whereas 

the yellow line in the chart has been appreciating all this time. This is the Japanese yen. You can see 

it very clearly, I would say, post-Lehman Brothers failure.  

 

(Chart 2) Now this is the stock market index chart which actually is also very clear. If you look 

at the stock markets, and this is about October, we can see a huge drop in the stock markets basically 

post-Lehman Brothers and then they have again stabilized. So I just want to show you this so that we 

know what things are happening and it is really not, as some analysts will say, flight to safety. I do 

not think the US dollar assets are safe in the normal sense. 
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I do not want to talk too much about partial decoupling. I think Mr. Kuroda and Gyohten have 

talked about that and it is really quite clear that Asia is not completely decoupled from North 

America or Europe. On the other hand, it is also no longer as tightly coupled as it used to be, say, 

20-30 years ago, so there is really room for independent recovery. 

 
（Chart 4）The Rising Ratio of East Asian Trade in Total World Trade, 1960-present 

East Asian Share of Total World Trade, 1960-present
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(Chart 5) The Nominal and Real World Prices of Oil (2008 prices) 
 
 

 

 

 

 

 

 

 

 

 

 (Chart 4) This chart shows that the share of East Asian trade in total world trade has risen to 

25%. So this gives some hope that East Asia can perhaps manage on its own, maybe not grow as fast 

as in 2007 but has a reasonable chance of maintaining reasonable growth. The oil price has fallen 

down and I think that is a positive development for everyone (Chart 5). 

 

Now, my expectations are that China and India can continue growing because by and large 
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The Exports, Imports and Trade Balance of Goods at the End of the Month, in U.S. Dollars
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these economies are driven really very much by internal demand rather than exports. So my view is 

that the 8% growth for China in 2009 is actually quite feasible; my own estimate is between 7% and 

8%. I want to say a little bit about how China is really not that dependent on exports as many people 

seem to fear. 

 
（Chart 6）Chinese Exports, Imports and Trade Balance, US$, Monthly Data 

 

 

 

 

 

 

 

 

（Chart 7）Chinese Exports, Imports and Trade Balance, 2008 Yuan, Monthly Data 

 

 

 

 

 

 

 

 

 

(Chart 6&7) Now what I have done in this chart is to show you the exports and imports of 

China. And down below in the green line is the export surplus. You can see that the trade surplus is 

actually vis-à-vis the world. There is really not much of a trade surplus until around 2005, and that is 

when the Yuan has actually begun appreciating. The global imbalances began long before that and 

one cannot really blame China for the global imbalances because it is really not the trade surplus 

vis-à-vis the US that is relevant. It is really the trade surplus vis-à-vis the world that is actually 

Export

Export

Imports 

Imports 

Trade Balance 

Trade Balance 

67



 
 

Quarterly Rates of Growth of Real GDP (YoY)
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relevant for the global imbalances. 

 

Let me say something about world exports here. The important thing is to realize following. In 

China, exports as a percent of GDP are about 35%. So that looks very high, but the domestic 

value-added content of Chinese exports is very low. Roughly speaking, for every dollar of Chinese 

exports to the world, only 20 cents is generated domestically, yes, domestic value added is only 20%. 

So, roughly speaking if you take 20% and you multiply it by 35% you get 7%. So this is 

approximately the contribution of exports to Chinese GDP. Now you can do some indirect 

contribution and so forth, and the maximum probably would be less than 15%. So the way to think 

about it is that if 15% of the Chinese economy does not grow and the other 85% continues to grow, it 

should do all right. So I think it is actually not that bad. 

（Chart 8）Quarterly Rates of Growth of Chinese Real GDP, Y-o-Y 

(Chart 8) The rate of 

growth of real GDP of 

China has actually slowed; 

it was over 11% and 

actually rose to 13% in 

2007, and declined to 9% 

in 2008 and in the last 

quarter of 2008, the rate of 

growth was about 6.8% 

year-over-year, but the 

Chinese government, as 

you know, has launched an economic stimulus plan of almost 600 billion US dollars or 16% of 

Chinese GDP in 2007, spread over 2 years, namely 2009 and 2010 and the effects are expected to 

kick in sometime in the second quarter of this year, and my own expectation is that beginning in the 

second quarter or maybe in the third quarter the Chinese growth rate should go back up again. In the 

first quarter it might actually come down some more, or it might be flat, but I think it will probably 

start going up again by second or third quarter. 

 

Unemployment has become very serious in the export-oriented regions of Guangdong, 

Shanghai, and Zhejiang, but exports are not uniformly distributed as well for China. It is really 

concentrated in several regions, and in these regions unemployment is very serious but most of the 

unemployed are rural immigrants, most of whom have returned to their home villages where they 

actually have some support. And social disturbance are likely to arise in localities where 
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The Stock Price Indexes of Shanghai and Shenzhen Stock Exchanges at the End of the Month
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（Chart 10）The Stock Price Indexes of Chinese Stock Exchanges Since 1990

Monthly Rates of Change of Consumer Price Index and Its Components Since 1994, Y-o-Y
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unemployment is concentrated, but if they are back in their home villages, I think that would make it 

easier to deal with. 

（Chart 9）Monthly Rates of Change of the Consumer Price Index (CPI), Y-o-Y 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

(Chart 9) Rate of inflation has remained very tame, making it possible to undertake fiscal 

expansion without fear of rekindling inflation, because the worst fear today facing the world is 

stagflation. If you have deflation and a recession at the same time, it is easier to handle than if you 

have inflation and a recession at the same time.   

(Chart 10) The stock market in China has more or less stabilized, providing some support for 

business and consumer confidence. (Chart 11) Retail sales have also remained relatively stable. 

                    

Now, we might be a little worried about why exports have all of a sudden had such a huge 

decline, but I want to point out that the declines in exports from China as well as from elsewhere in 
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（Chart 12）Monthly Rates of Growth of Fixed Assets Investment, Y-o-Y

Rates of Growth of Real Retail Sales since 2000, Year-over-Year
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（Chart 11）Monthly Rates of Growth of Real Retail Sales, Y-o-Y

Asia are mostly caused by the credit freeze in the developed economies. For example, if you are a 

US importer today, it is very difficult for you to obtain financing to either issue a letter of credit or to 

finance your inventory, and as a result orders are not placed and people are waiting for the inventory 

to run down before they place a replacement order. And I think part of the export demand will come 

back because no matter what happens in the US, personal consumption cannot come down more than 

5% on a yearly basis. I mean that has so far been proven in many recessions dating back to 1945, and 

it is actually also true in Japan that consumption tends to be much more stable than income. 

       So I expect this very 

large decline in exports to be 

temporary. I do not expect it to 

fully recover, but it should 

actually largely recover. And in 

China today there is actually 

evidence that the decumulation 

of inventory has already been 

completed and that firms are 

once again are beginning to 

build up their inventory 

investment. 

 

(Chart 12) Now, I do not 

have time to discuss this but you 

can see here that the monthly 

growth rates of fixed asset 

investment have actually 

remained quite stable.  

(Chart 13)Stock prices 

have gone hugely down, but 

recently it has actually stabilized 

and has started slowly going up.  

 

 

But let me just make two points that I think are actually useful. First, I want to show you this 

chart (Chart 14).  This shows the quarterly rate of growth or real GDP of selected East Asian 

economies from 1994 to the present and what I want to show you is the following. 
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（Chart 13）The Stock Price Indexes of Chinese Stock Exchanges Since 2007

Figure 3.1: Quarterly Rates of Growth of Real GDP, Year-over-Year, Selected East Asian Economies
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Figure 3.2: Year-over-Year Quarterly Rates of Growth of Exports of Goods in US$ (Percent)

-40

-30

-20

-10

0

10

20

30

40

50

Q
1 

19
97

Q
2 

19
97

Q
3 

19
97

Q
4 

19
97

Q
1 

19
98

Q
2 

19
98

Q
3 

19
98

Q
4 

19
98

Q
1 

19
99

Q
2 

19
99

Q
3 

19
99

Q
4 

19
99

Q
1 

20
00

Q
2 

20
00

Q
3 

20
00

Q
4 

20
00

Q
1 

20
01

Q
2 

20
01

Q
3 

20
01

Q
4 

20
01

Q
1 

20
02

Q
2 

20
02

Q
3 

20
02

Q
4 

20
02

Q
1 

20
03

Q
2 

20
03

Q
3 

20
03

Q
4 

20
03

Q
1 

20
04

Q
2 

20
04

Q
3 

20
04

Q
4 

20
04

Q
1 

20
05

Q
2 

20
05

Q
3 

20
05

Q
4 

20
05

Q
1 

20
06

Q
2 

20
06

Q
3 

20
06

Q
4 

20
06

Q
1 

20
07

Q
2 

20
07

Q
3 

20
07

Q
4 

20
07

Q
1 

20
08

Q
2 

20
08

Q
3 

20
08

Quarter

A
nn

ua
liz

ed
 P

er
ce

nt
 p

er
 a

nn
um

China,P.R.:Hong Kong India
Indonesia Korea
Malaysia Philippines
Singapore Thailand
China,P.R.: Mainland Japan
Taiwan Prov.of China

（Chart 14）Quarterly Rates of Growth of Real GDP: Selected East Asian Economies 
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（Chart 15）Quarterly Rates of Growth of Exports of Goods: Selected East Asian Economies 
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Figure 3.3: Year-over-Year Quarterly Rates of Growth of Imports of Goods in US$ (Percent)
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These two are charts of rates of growth of exports and imports of goods in East Asian 

economies respectively (Chart 15&16), and the red line up on the top is China. You can see that the 

fluctuations are actually pretty coincidental, that is all economy’s exports and imports go up and 

down together, but if you look at GDP growth, the red line is the Chinese GDP, it is really very stable 

despite the fact that we have seen that the export-import rates of growth fluctuating together. This 

tells you something that the Chinese economy is relatively immune, I would not say completely 

immune, to what happens on the outside. But the other thing that I want to bring your attention to is 

to look at how sharp the declines here in growth rates were in East Asian economies during the 1997 

crisis, but you should also look at how sharp the recovery is. 

 

And this is a result, let me say, of all the East Asian economies coming down together during 

the crisis and when they all recovered together, the recoveries were also very sharp. And that is 

because they can provide the demands for one another, and I think this is what the East Asian 

economies should do together, is to have common simultaneous coordinated economic stimulus 

packages so that each country’s stimulus package can stimulate not just its own domestic demand but 

also provide stimulus for other countries. If we do this altogether, I think we would have a much 

faster recovery. One really should guard against protectionism at this time; it is easy to be 

protectionist, but I think one must not do that. 

 

The other important point is about exchange rate coordination. I think the central banks of 

East Asia have actually exercised great restraint in holding on to their US dollar assets; I mean every 

one of them.  And I hope that nobody breaks rank because it is important that everyone continues to 

hold US dollar assets.  That is a part of coordination.  But I guess more importantly they must 

China 
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Exchange Rate Index (7/2/2008=100) of Selected Countries/Regions
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（Chart 17）Exchange Rates of China, Japan and South Korea (7/2/2008=100)

Korean Won 

Japanese Yen 

coordinate the exchange rates because for sustainable development, the exchange rate of East Asian 

countries should really have some coherence, and my own personal proposal is to try to maintain 

relative real parities, that is, maintain parity after taking into account the relative inflation rates.  

That means the true relative purchasing power of the different currencies remain unchanged, so that 

one can have sustainable long-term economic cooperation. 

(Chart 17) To that 

extent, I think right now 

there is actually a huge 

imbalance in the sense that 

the Japanese yen, the 

yellow line, is far too high 

right now, and the Korean 

won, the blue line, is far 

too low, relative to 

long-term equilibrium. I 

think the governments in 

Asia should get together to 

discuss how to rationalize 

this because Asia cannot really recover without Japan having a stronger economy.  The yen is really 

in some sense too high and the won is too low; together they are killing the Japanese economy. 

 

So let me just stop here. I am optimistic about East Asia. I think that if the East Asia 

governments can work together, the economies will do fine. Thank you very much. 
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increased the risk aversion of the financial system and made banks cautious about lending.  

The purport of the above explanation is to show how, despite not being part of the financial 

sector problem, India has been affected by the crisis through the pernicious feedback loops between 

external shocks and domestic vulnerabilities by way of the financial, real and confidence channels.  

 

How have we responded to the challenge?  
Let me now turn to how we responded to the crisis. The failure of Lehman Brothers in 

mid-September was followed in quick succession by several other large financial institutions coming 

under severe stress. This made financial markets around the world uncertain and unsettled. This 

contagion, as I explained above, spread to emerging economies, and to India too. Both the 

government and the Reserve Bank of India responded to the challenge in close coordination and 

consultation. The main plank of the government response was fiscal stimulus while the Reserve 

Bank's action comprised monetary accommodation and counter cyclical regulatory forbearance. 

 

Monetary policy response  
The Reserve Bank's policy response was aimed at containing the contagion from the outside - to 

keep the domestic money and credit markets functioning normally and see that the liquidity stress 

did not trigger solvency cascades. In particular, we targeted three objectives: first, to maintain a 

comfortable rupee liquidity position; second, to augment foreign exchange liquidity; and third, to 

maintain a policy framework that would keep credit delivery on track so as to arrest the moderation 

in growth. This marked a reversal of Reserve Bank's policy stance from monetary tightening in 

response to heightened inflationary pressures of the previous period to monetary easing in response 

to easing inflationary pressures and moderation in growth in the current cycle. Our measures to meet 

the above objectives came in several policy packages starting mid-September 2008, on occasion in 

response to unanticipated global developments and at other times in anticipation of the impact of 

potential global developments on the Indian markets.  

Our policy packages included, like in the case of other central banks, both conventional and 

unconventional measures. On the conventional side, we reduced the policy interest rates aggressively 

and rapidly, reduced the quantum of bank reserves impounded by the central bank and expanded and 

liberalized the refinance facilities for export credit. Measures aimed at managing forex liquidity 

included an upward adjustment of the interest rate ceiling on the foreign currency deposits by 

non-resident Indians, substantially relaxing the external commercial borrowings (ECB) regime for 

corporates, and allowing non-banking financial companies and housing finance companies access to 

foreign borrowing. 

The important among the many unconventional measures taken by the Reserve Bank of India 

are a rupee-dollar swap facility for Indian banks to give them comfort in managing their short-term 
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5.  Structural Change Required in the Asian Automotive Industry3 
Akira Okabe  
Senior Managing Director, Toyota Motor Corporation 

                                                   
Thank you very much, Mr. Watanabe. Well, Mr. Gyohten asked me to talk about the current 

situation as I view it from the perspective of an automotive industry, and I have just listened to the 

presentations by three panelist members and my approach may be somewhat different from those 

taken by three preceding speakers, but please bear with me. 

This slide shows what I am going to talk about – starting with the introduction to Toyota’s 

Asian operations, I will cover four topics up until the perception of the medium and long-term 

environment.  Now, Asia here in this 

context would include ASEAN countries in 

which we conduct production businesses, 

Taiwan, India, and also Australia, with 

which Japan has very close ties through 

FTA.  So those will be the countries 

included in the Asian region. 

 
 (Chart 1) First, let me talk about the 

position of Asia in the automotive industry.  

As shown here on the left, the markets of 

Asia, BRICs, and the Middle East have 

been expanding year after year and now 

have their market size equivalent to the 

markets in the United States and Europe.  

As shown on the right hand side, the Asian 

region has now 3.3 million of market size 

and its share of Japanese cars is very high, 

revealing its close ties with Japan.  India 

is included in BRICs on the right. 

 

(Chart 2) This shows the trend of 

                                                      
3 For the full color charts in this text, please refer to our website. 
http://iima.or.jp/pdf/sympo_speach/Mr_Okabe_Presentation_E.pdf  
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motorization in each Asian country. The abscissa shows income level, the longitude shows the 

vehicle penetration per 1,000 people. Motorization proceeds toward the upper right hand and you see 

in a little below the center Thailand which is approaching the motorization period, whereas Malaysia 

and Taiwan are in widespread usage matured period with more people beginning to own multiple 

vehicles. On the bottom left hand side, India and Indonesia are still in the start-up period of 

motorization. With a very large population in both India and Indonesia, we expect their markets still 

have a potential for explosive expansion going forward. 

 
 (Chart 3) This shows the 

position of Asian region in the 

Toyota’s business. In terms of the 

sales, of the 7.99 million units we 

sold throughout the world in 2008, 

Asia accounts for 13% with 1.05 

million units and as shown on the 

right pie chart, 80% of those vehicles 

were locally produced. 

 

(Chart 4)  In the Asian region, 

we have sales and vehicle production 

affiliates in each country. In the past, 

those vehicle producers mainly 

produced cars for domestic market, 

but Thailand, Indonesia, and Australia 

are growing their exports to the 

outside world to have become global 

bases for vehicle production. And we 

have three unit production companies 

producing engines and transmissions 

and they are exporting those engines 

and transmissions to assembly plants 

throughout the world. And to support 

and consolidate manufacturing affiliates, we have regional headquarters in Thailand and Singapore, 

and we have research and development bases in Thailand and Australia, so we are now enhancing 

our functions to make local affiliates more self-reliant. 
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1-5 History in Asian region
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(Chart 5) This shows the history of 

our business in Asian regions shown in 

chronological table.  During the 1960s we 

began business in Australia, Thailand, and 

Malaysia, and in the 70s in Indonesia and 

the Philippines.  So we have been 

conducting business activities in those 

Asian countries in response to the local 

needs much earlier than in the United 

States and Europe.  In that context, as 

each country and market grew and 

expanded, our business increased 

positively. 

 

(Chart 6) In 1973 we introduced 

Kijang, the multipurpose commercial 

vehicle exclusively for Asia. Kijang was 

first introduced to Indonesia, and since then 

we have carefully responded to each 

government in terms of their request for 

investment and local production policies.  

During the 1990s we began division of 

labor in production of parts and units 

within the region.  This was in response to 

ASEAN countries having regional 

agreement to allow export and import of 

parts produced within the region at low tariff rates, and this allowed us to leverage economy of scale 

in our production activities, resulting in rapid development.  In 2001, we established the sales 

regional headquarter in Singapore and an R & D base as well as a production support base 

successively.  

 

(Chart 7) Next, let me refer to the changes taking place in the recent period. This brings me 

closer to the topic of today’s symposium. As I mentioned earlier, in the past, we mainly produced 

vehicles for the domestic market in line with each country’s policy of domestic production of 

automobiles; that was the basic pattern. However, as ASEAN countries agreed on intraregional 

liberalization, we began fully-fledged exports of completely built-up cars within the Asian region 
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2-2 Recent changes in business structure (establishment of regional 
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(Chart 9) 
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since the Asian economic crisis of 1997, 

and the scale of that is shown in the graph 

on the left hand side. 

In Thailand, we export 310,000 units 

which exceed the volume for domestic Thai 

market. As shown on the right hand side, 

our exports of parts increased three times 

the size of 2000. And in promoting those 

businesses, we established regional 

headquarters in the background of Toyota’s 

operations becoming more and more 

globalized, and expanding very rapidly. 

The development of production resources 

were not keeping pace with that expansion, 

that is to say, our logistic line had been 

overextended, and therefore in the Asian 

and ASEAN region we urgently had to 

achieve localization and greater 

self-reliance of local operations. 

 

(Chart 8) And that is shown here. 

Prior to that, the Toyota headquarters here 

in Japan had direct communication 

individually with affiliates in each country, 

but with the regional headquarters 

established, the regional headquarters 

obtained opinions of local affiliates and 

consolidated the regional view and 

communicated with Japanese head office. 

And this allowed the business to be 

completed within the region practically. 

 

(Chart 9)This shows a history of 

enhancing regional headquarters. In 1990, 

we began to establish the scheme of supporting mutual complementary supply of parts. In 2001, we 

84



 

 

12

Recent changes in business structure (IMV development)2-4

Launch of strategic models (IMV: Innovative International Multi-purpose Vehicle)

What's an IMV?

• Developed, procured and 
produced entirely locally (local 
development, no base car)

• Global strategic model to be 
produced in Thailand for 
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(Chart 10) 

established sales regional headquarters, and in 2003 integrated research and development function. 

And two years ago in 2006, we expanded them into the regional production headquarters. In 2007, 

we consolidated those to form integrated regional headquarters. 

 

(Chart 10) The basis of that is 

what we call IMV which stands for 

Innovative International Multi-purpose 

Vehicle. The characteristics of this 

project in Thailand were to complete the 

activities starting from development, 

procurement, and production locally. 

This was indeed epoch-making. What do 

I mean by that? Prior to that, when we 

produced vehicles in Southeast Asian 

countries, the base model was developed 

in Japan and that base model was 

assembled locally with the parts supply coming from the mother plant located here in Japan.  

However, in this IMV project, we conducted thorough examination with respect to the ease of local 

manufacturing, local sourcing of parts among others, and those activities were completed locally 

with a local initiative. 

The second characteristic was that the product was originally designed for Thailand, but it was 

to be exported not just within Asia but around the world. So this IMV occupied a very, very 

important pillar position as a strategic model for the global operation of Toyota. And the IMV spread 

to South Africa, Argentina, and India where the production began to be made locally. Previously the 

exports of the parts and the training used to be done here in Japan, but with the IMV project they 

were completed in Thailand. The third characteristic was that, as shown on the right hand side, we 

had five basic models to meet the various needs of the customers. Although frames and chassis were 

shared amongst those five models, the upper body of the vehicle was modified, to suit the 

preferences and requirement of each market, in keeping with the needs or tax system of each country. 

 

(Chart 11) As a result of that, as shown on these graphs, the IMV project has proven to be a 

big success showing good results in each of those countries and various variations of vehicles are 

currently produced in various parts of the world. As I said, we have five basic models, and the sales 

volume was actually three times more than we had originally anticipated. However, as we are 

discussing in this symposium, the global economic and financial crisis seriously affected not just 

Toyota’s business but automotive business in general in Asian countries.  
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3-1 Recent trends (market, sales, key metrics)

<2008 quarterly market and sales trends>
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(Chart 13) 

13

Recent changes in business structure (IMV production)2-5
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(Chart 12) Various indicators are 

shown in this slide, and similar 

explanations have been already made by 

previous speakers. Especially with 

respect to the automobiles and consumer 

durables, the finance companies had to 

decline the application of credit in many 

cases. So unavailability of finance or 

credit squeeze prevented the customers’ 

need to reach to the completion of sales, 

and that resulted in substantial drop of 

the market, back to the levels prevailed 7 

– 8 years ago, and the decline still 

continues today. Every month the actual 

result of the market is below our 

expectation or projection. 

 

(Chart 13) So in terms of 

short-term measures, we are resorting to 

the following measures; first of all, 

reduction of inventories. Normally we 

keep the inventory level to one month or 

less. However, because of the substantial 

drop in sales, the current level of 

inventory is equivalent to 1.5 months’ 

sales, or actually 2 months’. Together 

with the production adjustment, as often 

reported in newspapers, we stopped 

renewing in some cases contracts for 

non-regular employees. We have been 

forced to do that. We are also putting the 

planned new investments under scrutiny 

and reexamination.  

 

(Chart 14) Just for your reference, 

let me just share with you what sort of responses or measures we took at Toyota on the occasion of 

15

3-2 Short-term response

1 Reduce inventories (Standard of less than 1 month vs. Current 1.5 
months)
• Production adjustments (no production of products that will  be wasted)
• Aggressive programs to boost sales (e.g., special spec cars, higher fleet sales)
• Rigorous supply and demand management
• Antennas out high to better read market ?  Improvements in order precision

2 Production: Tact time adjustments / 2 shifts ?  1 shift 

3 Surplus staff ing: Moratorium on renewals of contracts for 
non-full-time staff

4

Acceleration of global product development 
(e.g., Taiwan ?  Middle East (Corolla);  USA ?  Middle East (Sequoia))

5

Review of new investments (e.g., India, Thailand etc.)
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Asian economic crisis back in 1997. In 

response to the sharp downturn in 

demand during the Asian crisis, we first 

of all started exporting vehicles from 

Asia, and we made ourselves much 

leaner, and we invited to Japan the 

surplus human resources which we had 

in Asia for training purposes. We also 

initiated IMV project that I explained 

earlier, and through this project we were 

able to lay the foundation for the 

subsequent V-shape recovery. However, 

this time round the crisis is not just limited to Asian region, the crisis is taking place simultaneously 

throughout the world, requiring us to conduct a complete overhaul of our business model and 

implement so-called paradigm change.  That is how I recognize the current crisis. 

 

One of the points for considering the required paradigm change would be how to address the 

FTAs or further liberalization. This I am sure will be dealt with or taken up in the panel discussion. 

 

In this general context, we are confident that here in this Asian region the market will recover 

without doubt since Asia represents an emerging market. But the recovery that we are likely to see in 

Asia would be characterized by greater preference of customers for small and inexpensive cars with 

excellent fuel efficiency, and at the same time we will see increasing trend towards liberalization and 

borderless economies which will result in heightened new competitions that we have to prepare. 

Furthermore, we are likely to see diversification in fuel sources, not just gasoline or diesel oils that 

we used to use for vehicles, but in keeping with the policies of each country, we will be using diverse 

fuels, CNG and others. 

 

And together with some changes in the external environment, we are likely to see some 

changes internally within Toyota. We will continue to enhance regional headquarters and regional 

business structure, and at the same time we expect the supporting industries, including 

parts-supplying industries, feeding into the automotive industry to grow and develop further. Unless 

we play an active role to contribute to the local communities and regional economies, we are not 

likely to see a true recovery of the markets in this region and we are determined to particularly focus 

in developing human resources as a top priority. 
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6．Panel Discussion 
  Moderated by Yoshihiro Watanabe 

 Managing Director, IIMA  
    

Watanabe:  This is a program where we will further deepen 

our discussions amongst the panelists. So far we have received 

insightful presentations from them but time was limited, so I 

think there are some issues or challenges that require more 

discussion, and I have prepared five issues or points for 

discussion. 

First of all, there are two or three questions that I 

would like to raise in regard to the perceptions of the current 

situation, and also with regard to measures and responses or 

actions taken so far. We would also like to hear a bit more 

about regional cooperation and regional trade, which were cited as being very important to enhance 

within the Asian region. Also, we would like to have a further discussion on the linkage of Asian 

economies to the global economy, or find out if they are actually decoupled, one of the main themes 

of this symposium. Particularly, India and China seem to be the countries which can get out of the 

current situation independently, so decoupling may work there. Also, we would like to ask some 

questions concerning global paradigm transition. Given the enormous changes in the environment, 

what about the mid and long-term challenges that Asia will be facing? Of course, our speakers have 

addressed those points to some extent but especially in the cases of China, India and Japan, what 

kind of contribution can we make in this global environment? This is the subject matter that we will 

take up during this time. 

   First, reviewing the current situation and its impact on Asia, how do we perceive the impact 

that has been felt in Asia? Dr. Lau from Hong Kong, I would like to ask you first.  About China and 

decoupling theory, I think there is some sort of a perception gap in and outside China. People seem 

to have different perceptions about this. Chinese Premier Wen Jiabao said in Davos that China is 

going to maintain 8% growth, and a fiscal and monetary program of 4 trillion Yuan was introduced. 

So, various actions have been taken under Wen’s leadership. However, the IMF is saying that China’s 

growth is about 6%. Now, Dr. Lau, you said earlier that exports are declining, but because of the low 

value added structure in China, the impact on the GDP is not all that significant, and in the meantime, 

asset prices are declining significantly in China, so I would like to invite further comments about the 

situation in China. Dr., please. 

 

Lau:   Thank you very much. I think one really has to think of the exports in two ways.  One is 
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repeating what I said, namely that the domestic value-added 

content of Chinese exports is actually very low, and that is a fact. 

And I think the Chinese government realizes that it really cannot 

export its way out of this crisis, and that is why the solution 

really is to propose an economic stimulus package that is mostly 

based on internal demand, and in particular on domestic 

infrastructural investment.  So I think that is the way to go. Also, 

you can see that China has not really made any attempt to 

devalue the renminbi for the same reason, that is, you really 

cannot export your way out of this crisis, even if you want to. So I think that that point is really quite 

clear that the export is not going to do it. 

   And there is a short-term point that I am trying to make and that is this huge drop in exports 

since September is really temporary, and it is really caused by the credit tightening in the developed 

economies. And nobody can imagine that US demand for imports can drop by 50% on a permanent 

basis. That is just clearly not possible, no matter what kind of adjustment you want to make. So I 

think exports will recover some, but fundamentally the economic recovery in China really has to 

come through growth in internal demand. And there are many areas: the repair of the 

earthquake-damaged regions could use up a lot of resources; rebuilding schools, hospitals could also 

use up a lot of resources, and new urbanization in different areas would also use up a lot of resources. 

So I think there is still a great deal of scope for public infrastructure investment.  And with inflation 

running very low now – it is close to 1%, I am reasonably confident that China can achieve a growth 

rate of between 7% and 8%.  

 

Watanabe:  Thank you very much, Dr. Lau. Many of you said earlier that in China, India, and other 

emerging countries recovery could come quite quickly, even earlier than the US recovery or the 

global economy. I would like to ask the following to Mr. Gyohten. In advanced countries, the 

financial sectors’ loss continues to expand or continues to be registered, and without that being 

resolved, do you think it is difficult for the advanced countries to really achieve economic recovery? 

The problem started in the United States and the US government is planning to spend a huge amount 

of money to stimulate the economy, but despite that many people say that it will take a long time for 

the US recovery to take hold because it will take time for the US household sector to restore its 

confidence. So could you talk about the pattern of recovery in the advanced countries? 

 

Gyohten:  When it comes to the global economic recovery and especially with respect to the 

economic recovery in the United States, well, eventually the economy will hit the bottom and start 

moving upward. Are we likely to see the turning point by the end of this year or it is going to be next 
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year? I believe we are more likely to see the recovery starting next year but judging from what is 

taking place currently, I think it is very difficult for us to foresee a V-shaped recovery. Even if we do 

see some recovery, it may be L-shaped or U-shaped at best, because for one thing, adjustment in the 

financial sector is likely to take some time. The process of deleveraging is indeed a very difficult and 

tough one which requires time. With respect to the real sector of the economy also, judging from the 

patterns of consumption and investment as I mentioned at the outset, we are not likely to see said 

consumption or investment recovering to the past levels. Taking all these facts into consideration, I 

do not foresee the speed of the recovery to be very fast, even if it starts next year in the United 

States. 

 

Watanabe:  Thank you very much. Mr. Okabe, this one is for you. With regard to the financial 

crisis and the sales of automobiles, the two do not seem to be really related but yet your sales are 

declining globally. Do you think they are related to any impact of the financial situation on auto sales 

credits or others? What is your take on this? 

 

Okabe:  Well, in the case of automobiles, it represents a big-ticket 

item for consumption next to houses. Throughout the world, the 

markets are consisted of three kinds of demand, new demand for the 

vehicles, demand for replacing the existing vehicles with new ones 

and demand for buying additional cars in addition to what you 

already have. And especially in developing countries or emerging 

countries, there is a greater percentage of completely new demand 

for vehicles. And those people buying new vehicles do have 

out-of-pocket financial resources to buy them, but it is rather 

common for most consumers to use auto loans to buy a car. Unfortunately the financial institutions 

offering auto loan have lately become very conservative and tightened their screening standards. 

That means that much difficulty for new car sales. And in the case of down payment, they now 

require more, for example, up to half of the price as against 20 percents in the past. And this is one of 

the reasons causing downturn in the auto sales. Therefore, as Mr. Gyohten had just mentioned, unless 

the financial sector recovers fundamentally, the installment sales industry supported by credit will 

not be able to see full-fledged recovery, and therefore I think this takes a little more time. 

 

Watanabe:  Thank you for that, Mr. Okabe. So the consensus is that the severe situation is 

expected to continue for a while. Now I will turn to the next point of discussion. Given the current 

circumstances, it was said that the economic actions have been taken at all countries’ pleasure and 

they are also pursuing regional cooperative initiatives. But what further specific action must we 
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take? First, let us take stock of the current set of actions being taken in India. Mr. Subbarao, here is a 

question for you. 

Earlier you said India is linked to the global economy through several channels, and India is a 

part and parcel of the global economy. Now, India’s current account is in a deficit. Fiscally, the 

situation so far has been rather severe but because of the declines in resources prices, there were 

some positives working for India. However, the reversal of capital flows or the money out of India is 

now, I think, making it very difficult to steer your country through this economic situation compared 

to the countries whose current accounts are in a surplus or whose fiscal coffers are full. I think that 

your situation is rather more difficult. Therefore, would you elaborate on your views about the 

economic actions being taken in your country and the feasibility of said actions, etc.? 

 

Subbarao:  Thank you very much. You are right that India is 

unique among countries, emerging economies facing the crisis 

because we have a fiscal deficit which has gone up now in this 

year because of the response to the crisis, and a current account 

deficit. I believe the only other country which has both these 

deficits is Korea. So, because of these deficits, it is even more 

challenging for us to manage the crisis. The IMF chief economist 

came to Mumbai last week, and he spoke to us. He said that they 

did a survey of countries about their ability to respond to the 

crisis and what they found was that the perception of external agents on an economy is shaped more 

by the current account deficit than by the fiscal deficit. So, as much as we have both the deficits, it is 

the current account deficit that shapes the external perception more than the fiscal deficit. To that 

extent, I think India is slightly better off because, as I said earlier in my presentation, as much as 

both the fiscal deficit and the current account deficit will be inferior to what they were last year, the 

current account deficit is going to be only modestly so, mainly because imports are going to shrink 

more than exports. So, we will be able to manage the current account deficit. That is the first 

response to your question.  

   The second response to your question is about the fiscal deficit. Yes, as I had said earlier, 

much of the 80s and much of the 90s, one of the big problems of India was huge and mounting fiscal 

deficits which ran very high. If you had fiscal deficits because governments were borrowing money 

to invest in infrastructure or for other capital spending, that would not have been so bad. But in India, 

governments both at the center and in the states were borrowing money and spending that money on 

what we call revenue expenditure, which is current expenditure. Now that is not sustainable. If you 

are borrowing money, you must invest that money so that that investment generates returns with 

which you can repay the loans.  But if you are borrowing money and spending that money for 
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none of the ASEAN +3 countries currently face the balance of payment crisis or liquidity crisis as 

some of them faced 12 years ago. And also, the existence of the Chiang Mai Initiative tends to help 

stabilize financial markets since a sizeable safety net could provide some confidence among market 

participants in the ability of those countries to manage any possible balance of payment or financial 

difficulty. 

   The second question is related to the current crisis situation. 

Now, even countries like Indonesia, which has still current account 

surplus and very low fiscal deficit, face fairly high risk premium in 

the capital market. I mean, actually except for China, almost all 

emerging economies in Asia now face very high risk premium. That 

means that their investments in infrastructure, education, and 

healthcare are very difficult to be financed in the capital market.  If 

those countries face 600 basis point or 700 basis point of risk 

premiums, that would be almost prohibitive to borrow money for 

investment. So this is a challenge now faced by most of emerging economies in Asia. 

So here is ADB, the World Bank, or JBIC. Those public sector development banks or public 

sector financial institutions could provide low-cost, long-term financing for development investment, 

infrastructure investment and so on and so forth. And certainly ADB needs a substantial capital 

increase because ADB’s last capital increase was made in May 1994 – almost 15 years ago. Although 

the bank is quite sound and well managed, unless we are given more capital, we cannot expand our 

financial operations. So we are asking shareholders for a substantial capital increase, like by 200%, 

and even if 200% capital increase is agreed, only about 4% of the increase must be actually paid in. 

The remaining part is so-called callable capital, kind of a guarantee by shareholders. So it is a very 

efficient way to substantially increase development financing, long-term low-cost financing to 

developing countries emerging economies through relatively small amount of fiscal cost to 

shareholders. I am quite sure that by our next annual meeting to be held in Bali, in early May, our 

shareholders would agree on a substantial capital increase so that ADB could continue to provide 

long-term financing to developing countries and also to address the current financial crisis which 

actually substantially increased requests of financial assistance from emerging economies. 

 

Watanabe:  Thank you very much, Mr. Kuroda. In connection with this particular topic, I would 

like to ask Dr. Lau the following question that relates to the Chinese renminbi. There has been some 

row or a debate between the United States and China regarding the renminbi. You mentioned earlier 

that not just the renminbi, but also the Japanese yen was one of the exceptional currencies in the 

current crisis that remained stable or very strong. Regarding this row between China and the United 

States on the renminbi, could you elaborate on your comments to some extent or share your views 
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financial and capital markets, countries still maintain relatively tight regulations. As in the 

presentation made by Governor Subbarao, India has been thrown into the financial integration 

through liberalization, and thus the impact of the capital flows has been affecting India as well. India 

was not immune to the crisis. But from our perspective, in terms of the reform or opening of the 

economy, I think there is still some room and expectation for India to go further in that direction, 

opening the doors of liberalization. You still have equity ownership regulations for foreign 

shareholders and financial institutions and selective countries, as I understand. So, including the 

practical aspect of implementing regulations, what is India’s position and view regarding 

regulations? Governor Subbarao, please. 

 

Subbarao:  India’s position has always been that we must gradually open India to the external 

world. India is fully open on the current account, and we have a roadmap for capital account 

convertibility. Non-residents enjoy a fair amount of capital convertibility even under today’s regime, 

and the residents have been enjoying larger freedom under the capital account.  And the policy is to 

integrate more fully, even on the capital account with the rest of the world.  The question in the 

current context is, “Are we reviewing, are we revisiting, do we have any fresh doubts about capital 

account convertibility?” The short answer is “no.” 

The long answer is the following. This crisis has thrown up some lessons about managing 

integration; about managing capital account integration. And we are going to learn from those 

lessons, and calibrate our roadmap based on the experience of those lessons. So the answer is that, 

yes, we are still committed to integrating with the rest of the world on the capital account. We are 

going to calibrate that opening based on the lessons of the current crisis.  

 

Watanabe:  Thank you very much. On this particular point, I would like to address the following 

question to Mr. Gyohten. It is often pointed out in the context of the current crisis that the world is 

now moving away from unilateralism of the United States to multilateralism.  To put it in a rather 

extreme way, some people say that the hegemonic position of the US and the world structure based 
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upon US dollar is going to disintegrate, but in reality, we see the dollar appreciating. So, what will be 

the regime that we are likely to see in the global economies? What would be the weight of Asian 

economies in that regime? There seems to be some convergence of views that the relative weight of 

Asia will increase in the global economy, but what will be the likely picture or pattern of the global 

financial and monetary regime that we are going to see?  

 

Gyohten:  I believe the most important conditions would be how 

the US economy under the new Obama administration is going to 

transform. It is true that the national and economic power of the 

United States have not been hurt that much, but as compared with 

other countries, I think there has been some decline in the 

hegemonic position enjoyed by the United States on the global 

scene. When we discuss the role to be played by the US dollar 

through the recovery from the current crisis, it is important to see to 

what extent the United States is going to restore its financial 

institutions and financial system, and to what extent the United 

States can put the brakes to the unattended increase in its net external debt through the restoration of 

the consumption-investment balance. If the United States is successful in those endeavors to show it 

is following that path of recovery, even if slowly, and if that is recognized by the market players in 

the world, probably the confidence of the US dollar will not decline so much. If the opposite happens, 

in which the market could lose confidence in the policies of the new administration, there will be a 

huge downward pressure on the US dollar. 

However, as I mentioned earlier, the greatest problem or greatest issue in that regard relates 

not just to the relative position of the US dollar, but to the fact that for the foreseeable future, we do 

not have any alternatives to the US dollar, be it the euro, the renminbi, or the Japanese yen. At least 

for the foreseeable future, those currencies will not have the power to replace the US dollar as a 

major key currency, and that makes the situation that much more difficult. Because on the one hand 

the future course of the US economic recovery is a bit nebulous and there is no alternative to the US 

dollar on the other, it means that it is likely that the world currency market and the financial market 

will remain rather unstable. Given such foreseen instability, I think we need to come up with 

measures through coordination achieved throughout the world to avoid or at least mitigate that 

instability. There may be various scenarios, but for the time being I believe the international financial 

conditions will become increasingly unstable; therefore, we should at least be prepared for that 

situation. 

 

Watanabe:  Thank you, Mr. Gyohten. We would like to go to the last item of discussion, which is 
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strengthen the basic foundations. In that context, it is very important for both Japanese government 

and corporations to take initiatives toward further horizontal division on labor and industrial 

development.   

I think Asia cannot live on the financial sector only. I think financial service is playing only an 

indirect role supporting the real activities in the economic sector. Therefore I think how to support 

the real economic activities through finance need to be further discussed. 

 

  Watanabe:  Thank you very much Mr. Okabe. I would like to ask 

Governor Subbarao the following question. We just heard Mr. Okabe 

of Toyota talk about the potential that your country, India has in the 

auto industry, and it seems India has been following the East Asian 

type of growth model that has focused on manufacturing industry 

development. Are you going to focus more on that type of policy? If so, 

what will be the future growth model for India? 

 

Subbarao:  As I have said earlier, the main engine of growth over the last five years has been the 

service sector and services today constitute about, I think, nearly 60% of India’s GDP.  However, 

India has recognized that there cannot be sustainable long-term growth unless India makes a big step 

forward on manufacturing. So there has been a lot of emphasis and there will continue to be a lot of 

emphasis on the industrial sector, particularly the manufacturing sector.  Not that we are going to 

deemphasize the service sector, but we are going to emphasize the industry and manufacturing sector 

as well. 

The reason is the following. A lot of people talk about the demographic dividend that India is 

going to get, that the dependency ratio is going to come down, as there is going to be more young 

people. Unlike the rest of the world, there is going to be more young people, more earning age 

population in India that is true. The demographic profile is like that. But in order to get the 

demographic dividend, India will have to provide employment, jobs for these young people. That is 

going to be a big challenge. So in order to get the demographic dividend and in order to keep growth 

going, India will have to provide employment for this growing number of people and the only way of 

providing meaningful, effective employment to a large millions and millions of people who are 

going to join the labor force is to emphasize the manufacturing sector. So the manufacturing sector is 

going to be increasingly important for India on the way forward.  

 

Watanabe:  Thank you very much. At the end of panel discussion I would like to ask a question to 

Professor Lau. More recently China has been very active in engaging itself in regional cooperation 

and I would like to invite a comment from Professor Lau on that aspect. Dr. Lau, please.  
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