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1. Overview Macroeconomic and Financial Risks (Trends & Topics)
# The Chinese economy at risk of facing several structural challenges (Tsuyoshi Oyama, Partner/Head of
Center for Risk Management Strategy (CRMS) at Deloitte Touche Tohmatsu LLC/Deloitte Asia Pacific Risk
and Capital Management Leader)
Personal consumption indices have shown some weakness lately in the US economy, but some price indicators
have finally begun to show signs of strength and increase. The political arena is still in “turmoil” conditions.
Nonetheless, the Federal Reserve Bank (FRB) will likely begin changing its monetary policy stance (shrinking the
B/S from October, possible rate hike in December). Thanks to these changes, Europe and Japan are also in
favorable economic conditions. While the president Draghi from the European Central Bank (ECB) expressed his
concerns on the appreciation of the euro against the US dollar, a possible rate hike by the FRB will facilitate the
ECB to get the monetary policies into normalization through tapering from January. Japan, of which economy is at
its best condition except for a weak inflation trend, will also see more inflationary pressures caused by the yen`s
depreciation rate as well as raising wages , and thereby enable the Bank of Japan (BOJ) to count on a more
reliable course to its price targets.

Besides current conditions in developed economies, emerging economies are also generally strong and some
countries growth rates are actually somewhat accelerated. Although the movements of crude oil prices are limited
in the “box” range, other resource prices are moving at high levels. In addition, the decline in US interest rates that
facilitate them to ease monetary policy, as well as favorable external demand are main factors behind their good
economic condition.

Meanwhile, the temporary sharp increase in economic growth for China that occurred in June, is gradually slowing
down in the aftermath, and the authorities are rather strengthening the current tightening policy to contain
overheated asset markets. Consequently, most economists believe that the Chinese economy’s growth will
continue to decelerate gradually but not significantly until the Chinese Communist Party Congress in mid-October.
A more important issue at this moment is how the Xi’s government that further entrenches his position in the party,
will try to address possible imbalances facing its economy from next year and how this will affect its economy.

The Chinese working age population has been at its peak for the last few years and this has currently placed the
Chinese economy in a situation similar to what Japanese economy experienced in the early 1990s-- that is a
reversal of “demographic dividend”. Based on the experience from Japan, it is difficult for major players in the
economy to abandon the ideas assuming the constant increase in working age population which continued for past
several generations. However, at some point, the gap between the great expectations for the future economy along
with continued demographic dividends and the reality is becoming hard to be ignored. This gap led to the creation
and collapse of financial asset bubbles and also improper policy reactions to them, which then entailed the “lost 2
decades” of Japanese economy. It seems that China is right now trying to contend with the reversal of demographic
dividends by causing “mini financial bubbles” with expansionary fiscal policies. Whether China could learn from the
Japan's experience to possibly address its imbalances from next year is surely an issue that matters.

Unfortunately, “Japan’s ordeal” seems to not be the only challenge facing Chinese economy . According to “Why
nations fail” (2012) written by D. Acemoglu and J. Robinson, nations prosper when they develop “inclusive”
political and economic institutions, and they fail when those institutions become “extractive” and power is held by
a dominant few. At the same time, the book mentions that “for a while the state may be able to create rapid
economic growth by allocating resources and people by fiat, but the process is intrinsically limited. When the limits
are hit, growth stops as it did in the Soviet Union in the 1970s.”

The world is now holding their breath watching how China will overcome “Soviet Union’s ordeal” as well as
“Japan’s ordeal”.
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