
Asia 
Pacific 
Economic 
Outlook
1st Quarter 2016

Australia
Indonesia
Singapore
South Korea
Special topic



Cover illustration by Jessica McCourt

Contact information
Global Economics Team
Ramani Moses 
Deloitte Services LP
India 
Tel: +1 615 718 5204
E-mail: rmoses@deloitte.com

Dr. Ira Kalish
Deloitte Touche Tohmatsu Limited
USA
Tel: +1.213.688.4765
E-mail: ikalish@deloitte.com

Dr. Rumki Majumdar
Deloitte Research 
Deloitte Services LP
India
Tel: +1 615 209 4090
E-mail: rmajumdar@deloitte.com

Lester Gunnion
Deloitte Research
Deloitte Services LP
India
Tel: +1 615 718 8559
E-mail: lgunnion@deloitte.com

Akrur Barua
Deloitte Research 
Deloitte Services LP 
India
Tel: +1 678 299 9766
E-mail: abarua@deloitte.com 

Chinese Services Group Leaders  
Global Chinese Services Group  
Lawrence Chia  
Deloitte Touche Tohmatsu Limited  
China Tel: +86 10 8520 7758  
E-mail: lawchia@deloitte.com.cn 
US Chinese Services Group 

Mark Robinson 
Deloitte Touche Tohmatsu Limited
Canada Tel: +1 416 601 6065
E-mail: mrobinson@deloitte.ca

Japanese Services Group Leaders 
Global Japanese Services Group 
Hitoshi Matsumoto 
Deloitte Touche Tohmatsu LLC 
Japan Tel: +09 09 688 8396  
E-mail: hitoshi.matsumoto@tohmatsu.co.jp
US Japanese Services Group  

John Jeffrey  
Deloitte LLP  
USA Tel: +1 212 436 3061  
E-mail: jjeffrey@deloitte.com 

Global Industry Leaders
Consumer Business
Antoine de Riedmatten
Deloitte Touche Tohmatsu Limited
France
Tel: +33.1.55.61.21.97
E-mail: aderiedmatten@deloitte.fr 

Energy & Resources
Carl Hughes
Deloitte Touche Tohmatsu Limited
UK
Tel: +44.20.7007.0858
E-mail: cdhughes@deloitte.co.uk 

Financial Services
Chris Harvey
Deloitte LLP
UK 
Tel: +44.20.7007.1829
E-mail: caharvey@deloitte.co.uk

Life Sciences & Health Care
Pete Mooney
Deloitte Touche Tohmatsu Limited
USA
Tel: +1.617.437.2933
E-mail: pmooney@deloitte.com

Manufacturing
Tim Hanley
Deloitte Touche Tohmatsu Limited
USA
Tel: +1.414.977.2520
E-mail: thanley@deloitte.com

Public Sector
Paul Macmillan
Deloitte Touch Tohmatsu Limited
Canada
Tel: +1.416.874.4203
E-mail: pmacmillan@deloitte.ca

Telecommunications, Media  
& Technology
Jolyon Barker
Deloitte & Touche LLP 
UK
Tel: +44 20 7007 1818
E-mail: jrbarker@deloitte.co.uk



Australia: Economic rebalancing will boost growth | 3

Indonesia: Trudging through uncertain times | 7

Singapore: Steering through challenging times | 13

South Korea: Positive signs | 19

Special topic: Packing a mightier punch: Asia’s economic growth 
among global markets continues | 23

About the authors | 32

Additional resources | 33

Contents
Public Sector
Paul Macmillan
Deloitte Touch Tohmatsu Limited
Canada
Tel: +1.416.874.4203
E-mail: pmacmillan@deloitte.ca

Telecommunications, Media  
& Technology
Jolyon Barker
Deloitte & Touche LLP 
UK
Tel: +44 20 7007 1818
E-mail: jrbarker@deloitte.co.uk

1

Asia Pacific Economic Outlook



A high unemployment rate and slow wage growth indicate 
that excess capacity exists in the labor market, which is 
expected to tighten in the months ahead, as indicated by 
the increasing number of job vacancies and advertisements. 
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Australia
Economic rebalancing will boost growth

By Dr. Rumki Majumdar

AFTER moderate growth in the first half of 2015, Australia’s economy 
gathered pace. GDP grew at 2.5 percent year over year owing to strong 

growth in exports and solid consumer spending offsetting the heavy drag from 
slumping business investment.1  Mining activity was up 5.2 percent quarter 
over quarter, helping net exports to contribute 1.5 percentage points to GDP 
growth. However, investments remained weak, while construction tied to min-
ing plunged 7.1 percent quarter over quarter. Australia’s economy has grown 
more modestly recently due to the slowdown in the Chinese economy, which has 
curbed demand for Australia’s commodity exports. Yet, the latest GDP release 
suggests some improvement. 

Lately, the composition of economic activity has been changing. There is evidence that the 
economy is gradually moving away from being export-driven to domestic demand-driven and from 
the resource to the non-resource sector. These gradual shifts, in response to declining mining invest-
ment and the recent fall in commodity prices, are expected to help the economy sustain growth at a 
desirable pace.
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Drivers of growth

Low interest rates have supported strong 
growth in private consumption expenditure and 
dwelling investment in Australia. Although still 
below the historical average, private consump-
tion expenditure grew at a robust pace of 2.7 
percent in Q3. Growth in dwelling investment, 
too, remained healthy at 10.3 percent. 

Both these components of GDP are expected 
to drive domestic demand and, thereby, growth. 
Retail sales, motor vehicle sales, and surveys of 
consumers’ perception of their own finances 
indicated that consumption is expected to 
remain strong in the coming quarters.2 The 
number of multi-high-density dwelling approv-
als have been increasing at an impressive rate, 
indicating dwelling investment in the pipeline 
is likely to significantly contribute to growth. 
However, there are a few risks in the housing 
sector, as a few forward-looking indicators pro-
vide mixed signals. While residential building 
approvals are already high, house prices also are 
picking up quickly. In addition, banks’ lending 
standards have been tightening lately, to check 
housing credit growth. In other words, dwell-
ing investment growth might increase, but at a 
moderate pace. 

Economic activity in the services sector has 
been gathering momentum, while growth in 
the goods-related sectors (excluding the mining 
industry) has remained stagnant. Growth in 
household services and business services has 
improved considerably in the past few years, 
as suggested by the recent pickup in employ-
ment and the number of job vacancies in these 
sectors. According to the Australian Bureau 
of Statistics (ABS) capital expenditure survey 
of firms, measures of business conditions in 
the non-mining sectors are clearly above their 

long-run averages, primarily in the services 
sector.3 Exchange rate depreciation, too, has 
supported growth in services exports.

Nonresidential investment, however, will 
likely remain subdued in the next year. Setting 
aside the expected fall in mining investment, 
growth in non-mining business investment 
does not look promising either, as indicated by 
the ABS capital expenditure survey and the low 
level of nonresidential building approvals.4 In 
addition, declining corporate profits and low 
capacity utilization may have an adverse impact 
on investment decisions. The services sector 
tends to be less capital intensive. As a result, 
growth in this sector has translated to more 
employment and limited capital investment. 
That said, there are a few signs that non-mining 
business investment may pick up, owing to 
low corporate borrowing rates, rising business 
credit, and improving conditions in goods-
related industries. However, the strength and 
timing of the recovery remain uncertain. 

Labor market and inflation 

Employment in goods-related industries 
remains weak; it has been falling in the mining 
sector and has stagnated in the construction 
sector. However, the shift in the composition 
of economic activity toward labor-intensive 
services has supported overall employment 
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growth, which has outpaced population growth 
over the past year, according to government 
estimates.5 In addition, stagnant wage growth in 
relation to the unemployment rate has encour-
aged firms to employ people rather than invest 
in capital. 

However, despite rising employment, the 
unemployment rate has remained stable, in the 
range of 6.00–6.25 percent, in this period. This 
is because, with rising labor demand, the supply 
of labor has also increased. The participation 
rate has trended up due to rising employment 
prospects and the government’s recent initiative 
that requires recipients of unemployment ben-
efits to search for work more intensively than 
in the past. A high unemployment rate and 
slow wage growth indicate that excess capacity 
exists in the labor market, which is expected 
to tighten in the months ahead, as indicated 
by the increasing number of job vacancies 
and advertisements. 

 Headline inflation has remained subdued 
due to slower wage growth, lower fuel and util-
ity prices, and overall weakness in economic 
activity. It is expected to remain so, although 
continued expansion in the housing market and 
a weak currency pose risks.

Growth outlook and 
policy actions

Australia’s growth in the near future depends 
significantly on the economic outlook of China, 
global trade, and both their implications on 
commodity demand and prices. Vulnerability 
in the financial sector and a decline in China’s 
demand for Australia’s exports present sig-
nificant downside risks for the latter’s growth 
outlook. A shift in economic activity may help 
the economy to partially counter the impact 
of external risks, but growth in the consumer 
spending, dwelling investment, and services 

Endnotes
1. Growth is measured year over year in this article, unless otherwise specified. 

2. Wang JC and L Berger-Thomson (forthcoming), ‘Consumer Sentiment Surveys’, RBA Bulletin, December 2015. This survey has been referred to in the monetary policy statement by the Reserve Bank 
of Australia, November 2015.

3. Australian Bureau of Statistics, Private new capital expenditure and expected expenditure: Australia, June quarter 2015, August 2015, http://www.ausstats.abs.gov.au/ausstats/meisubs.nsf/0/EF96997A5
DD2460DCA257EAD00131254/$File/56250_jun%202015.pdf.

4. Ibid.

5. Reserve Bank of Australia, “Statement on monetary policy: Overview,” November 2015, http://www.rba.gov.au/publications/smp/2015/nov/pdf/1115.pdf.

6. Ibid.

sectors will likely depend on the pace at which 
the labor market improves. Apart from the 
expected tightening of the labor market in the 
months ahead, a mismatch in required skills 
and job locations, as well as a prolonged period 
of weak labor market conditions, will likely hin-
der a substantial pickup over the medium term. 

Overall, economic growth is projected to be 
within the range of 2.4–2.8 percent in 2015–16.6 
The authorities have initiated a number of 
policies to support domestic demand, includ-
ing a further easing of monetary policy in 
recent months. The monetary policy stance in 
the future will depend on the Reserve Bank of 
Australia’s assessment of the economic outlook. 
While policy rate reductions may not translate 
fully to more economic activity—rather, there is 
a possibility that further easing may exacerbate 
the risk of a house price bubble—significant 
external risks are likely to deter the bank from 
increasing interest rates anytime soon. 
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While President Jokowi’s attempts to attract foreign 
investments and develop manufacturing are appreciated, 
people will be looking more at economic growth and job 
creation. Without strong improvements in the labor market, 
consumers will likely hold on to their wallets. 
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Indonesia
Trudging through uncertain times

By Akrur Barua

THE world economy is going through some nervous moments. Uncertainty 
over the impact of an impending rate hike by the US Federal Reserve (Fed), 

along with weak economic data from key emerging markets like China are keep-
ing policymakers and investors on their toes. In this climate, Indonesia’s econ-
omy appears to be moving along at a moderate pace. Key components of the 
economy, such as private consumption, appear to be on relatively stable ground. 
Exports, however, have been a headache this year, primarily due to subdued 
global commodity markets. This, yet again, calls for urgent reforms to diversify 
the economy by easing regulations, encouraging small and medium enterprises 
(SMEs), boosting infrastructure, and creating a vibrant education system. 

GDP expands at a modest pace in Q3

Indonesia’s economy grew 4.7 percent year over year in Q3, more or less the same as the previ-
ous quarter. Growth picked up across expenditure segments, except for exports (see figure 1). Private 
consumption was again a key growth driver in Q3, expanding by 5.0 percent. Although the figure 
is lower than in 2010–12, consumers appear to be benefitting from an expansion of social welfare 
schemes and expectations of a decline in inflation next year. 
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Fixed investments also picked up pace in Q3 
(4.6 percent) from Q2 (3.7 percent). However, 
this is not enough to raise GDP growth to 
President Jokowi’s 7 percent target when he 
took office in 2014. Nevertheless, an uptick in 
Q3 is encouraging, especially as the government 
tries to spend more on infrastructure in the 
near term. Government consumption expanded 
6.6 percent, up from 2.1 percent in Q2, provid-
ing much-needed relief to the economy in the 
face of declining exports.

Commodities are weighing 
on Indonesian exports

Exports fell for the fourth straight quarter 
in Q3, contracting 0.7 percent. This was worse 
than the 0.1 percent fall in Q2. The declining 
fortunes of exports owe much to fluctuations 
in global commodity markets. Indonesia is 
a key commodity exporter; almost a third of 
Indonesia’s goods exports this year are com-
modities. Asia is a major export destination, 
with China being a key market within the 
region. For example, Asia and the Middle 
East account for two-thirds of Indonesia’s 
goods exports. 

Sadly, slowing growth in China and other 
key emerging markets have weighed on both 
prices and demand. Consequently, commod-
ity producers like Indonesia have seen export 

Figure 1. GDP expanded at a moderate 4.7 percent in Q3
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Figure 2. Goods exports (in US$) growth has been on a declining trend this year
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revenues decline (see figures 2 and 3). This is 
also reflected in the falling share of commodi-
ties in the total exports this year (from more 
than 50 percent in January to less than 30 per-
cent in October). This in turn has dented GDP 
growth. For example, real growth in mining and 
quarrying has been in negative territory for the 
first three quarters this year (see figure 4). 

Consumers, however, will 
continue to lend strength 
to the economy

Amid a weak external sector, Indonesia’s 
economy will continue to rely on domestic con-
sumers. Consumers are likely to benefit from 
declining inflation in the coming months, espe-
cially with the impact of fuel subsidy cuts likely 
to fizzle out in early 2016. This will boost real 
incomes. In addition, Bank Indonesia’s (BI’s) 
focus on inflation is starting to give results. 
Inflation slowed down in October to 6.3 percent 
year over year from 6.8 percent in September 
(see figure 5). 

Consumers, however, appear wary of slow-
ing economic growth. While President Jokowi’s 
attempts to attract foreign investments and 
develop manufacturing are appreciated, people 
will be looking more at economic growth and 
job creation. Without strong improvements in 
the labor market, consumers will likely hold on 

Figure 3. Exports to key markets have been hit this year due to low commodity prices and demand
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to their wallets. In Q3, unemployment (non-
seasonally adjusted) actually went up to 6.2 
percent from 5.8 percent in Q2. Consumers’ 
weariness is already being felt, with retail sales 
slowing down, even as consumer confidence  
fell into negative territory in September (see 
figure 6). 

BI will be wary of external events

While inflation appears to be inching down, 
the central bank also has its eyes fixed on a 
weakening rupiah (down 9.3 percent against 
the US dollar this year). BI will be worried 
about any further impact on the currency due 
to a Fed rate hike. What has also weighed on 
emerging market currencies is China’s currency 
strategy. The rupiah lost 3.9 percent against the 
US dollar in August, mainly due to the yuan’s 
devaluation (see figure 7). 

Short-term instability in global financial 
markets will continue. In fact, markets are 
already keeping an eye on economic data from 
China and monetary policy developments in 
the Eurozone. This will keep BI on its toes, and 
it is not likely to ease monetary policy in the 
next two to three quarters. In its November 
meeting, BI kept its key policy rate on hold 
for the ninth straight month, although it cut 
the reserve requirement by 50 basis points 
to stimulate domestic demand. For now, the 
central bank can draw some comfort from an 

Figure 5. Headline inflation fell to 6.3 percent in September
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Figure 6. Key consumer indicators show signs of pressure

130

Jan14
80

Apr 14 Jul 14 Oct 14

110

120

Jul 15 Oct 15

90

Apr 15Jan 15

100

30

-20

-40

10

20

-30

0

-10

-50

Source: Haver Analytics, Deloitte Services LP economic analysis. Graphic: Deloitte University Press  |  DUPress.com

Real retail sales growth (percent, 
year-over-year, right axis)

Transportation, communication, 
and financial services

Consumer confidence (red 
line indicates neautral = 100; 
above is positive, below is 
negative)

10

Q1 2016



improvement in the current account deficit 
(non-seasonally adjusted) to -1.9 percent of 
GDP in Q3 2015 from a high of -4.3 percent in 
Q2 2014. 

It’s over to you, fiscal 

In such a scenario, any stimulus to domestic 
demand will have to come from the fiscal side. 
After a low-key first half of 2015, the govern-
ment introduced a slew of stimulus measures, 
including incentives for investments in special 
economic zones, labor market changes, and 
ease of doing business for SMEs. Also, the 
government appears to be pushing ahead with 
its infrastructure agenda after initial delays; its 
budget for 2016 includes an 8 percent hike in 
infrastructure spending. This is likely to aid 
fixed investment and GDP growth in the com-
ing quarters. Hearteningly, Jokowi appears to 
be changing gears despite political pressures. 
Changes to his cabinet in August and efforts 
to include more technocrats are steps in the 
right direction. But, he has to do more to match 
action with intent. It could just be the boost 
that the economy needs to overcome external 
volatilities and to take advantage of greater 
economic integration in the region.

Figure 7. Like other emerging market currencies, the rupiah is also under pressure
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Despite the challenges that Singapore faces, constructive 
policies and healthy macroeconomic fundamentals continue 
to make it an attractive destination for investment and 
business. Externally as well, Singapore stands to gain from 
closer regional integration and trade agreements.
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Singapore
Steering through challenging times

By Lester Gunnion

SINGAPORE finds itself in a rough economic environment. Internally, the city-
state continues efforts to transition to economic activity of higher value 

addition and value creation while also focusing on improving social welfare. As 
expected, the climb up the value chain as well as the policy decision to stem the 
inflow of cheap foreign labor poses challenges, such as sharp wage increases in 
an already tight labor market. Integral sectors of the economy, such as manu-
facturing, that have relied heavily on low-wage, low-skill foreign labor are 
now under duress. Additionally, the absence of gains in productivity is a cause 
for concern.

Furthermore, the correction in Singapore’s housing sector continues to be a drag on growth. 
Externally too, Singapore’s trade-driven economy faces a challenging environment. Low oil prices, 
a strong US dollar, and weak global demand are reflected in Singapore’s soft merchandise export 
growth figures. Weak growth in domestic merchandise exports, in turn, adds to the burden of 
the manufacturing sector, which has been the primary drag on growth in real GDP over the last 
two quarters. On the contrary though, the services sector has been a source of growth, and this 
will likely continue through the near term. As a whole, growth in real GDP in 2015 is likely to be 
modest. However, despite the challenges that Singapore faces, constructive policies and healthy 
macroeconomic fundamentals continue to make it an attractive destination for investment and 



Figure 1. GDP growth (%, quarter-over-quarter SAAR) was positive in Q3 after contracting in Q2
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business. Externally as well, Singapore stands 
to gain from closer regional integration and 
trade agreements.

Singapore records modest growth 
in Q3 after contracting in Q2

Singapore’s economy returned to growth 
in Q3 after shrinking in Q2. Real GDP growth 
on a quarter-over-quarter seasonally adjusted 
annualized basis was 1.9 percent, up from a 
contraction of 2.6 percent in Q2.1 

Yet again, manufacturing was a sore spot for 
the economy—the sector shrank 4.6 percent 
on a quarter-over-quarter seasonally adjusted 
annualized basis, continuing from a decline of 
17.3 percent in the previous quarter. Weakness 
in the manufacturing sector shaved off 1.2 
percentage points from year-over-year GDP 
growth in Q3.2 In fact the Purchasing Managers’ 
Index (PMI) reading, an indicator of the health 
of the manufacturing economy, has remained 
below the critical mark of 50 from July to 
October, indicating four consecutive months 
of contraction.3



Figure 2. Rising labor costs without gains in productivity are a cause for concern
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Services producing industries grew 3.5 
percent quarter over quarter in Q3, reversing 
a contraction of 0.2 percent in the previous 
quarter. Growth in services is likely to be driven 
by government-related services focused on 
skill development and education, household 
expenditure, and a healthy tourism sector. An 
increase in the number of tourist arrivals in 
Q3 compared to a year ago was reflected in the 
11.9 percent growth in accommodation and 
food services in Q3.4 As a whole, the services 
sector is likely to compensate for the decline in 
the goods producing sectors of the economy. In 
fact, services producing sectors are likely to play 
an increasingly important role as Singapore 
climbs up the value chain. This is particularly 
pertinent as the focus for development shifts to 
clusters such as applied health services, logis-
tics, and financial services.

Internal challenges are 
likely to subdue growth

Singapore’s internal restructuring process 
was always expected to bring along its share 
of challenges, as all economic restructuring 
processes do. Not least among these challenges 
is the shift away from low-skilled, low-wage 
foreign labor, especially in sectors like manu-
facturing that have relied heavily on foreign 
workers since the foreign worker policy was 
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liberalized between 2003 and 2008. In fact more 
than four-fifths of Singapore’s average annual 
growth of 5.8 percent over the last decade has 
been due to growth in the workforce.5 The cur-
rent moderation of workforce growth, coupled 
with an already tight labor market, has resulted 
in sharp increases in the cost of labor—overall 
unit labor cost was up 4.5 percent from a year 
ago in Q3, continuing from increases of 5.4 
percent and 5.1 percent in the previous two 
quarters. In the manufacturing sector, unit 
labor cost was up 8.1 percent in Q3 following a 
rise of 8.3 percent in the previous quarter.6 

For Singapore to keep growing, the alter-
native to workforce growth is gains in pro-
ductivity, and the need for this is particularly 
significant given the uptick in the cost of labor 
and, more importantly, Singapore’s demo-
graphic challenge—an ageing population 
and slowing population growth. However, 
productivity growth numbers are a cause for 
concern—output per employed person has 
declined on a year-over-year basis for four of 
the last seven quarters. In fact productivity 
growth has been slowing since Q2 of 2010.7 The 
absence of productivity growth is Singapore’s 
immediate and most pressing concern as it 
attempts to move up the value chain to higher 
value addition and value creation. 

Another internal challenge that Singapore’s 
economy faces is the unravelling of the hous-
ing sector. House prices have declined on a 

year-over-year basis for seven consecutive 
quarters with the largest decline of 4.24 percent 
in Q3 of 2015. The rental index for all residen-
tial property has also been in decline for seven 
consecutive quarters, and the vacancy rate for 
private residential property hovers close to 8.0 
percent. It is highly likely that the oversupply in 
the housing sector will persist through the near 
term and therefore be a drag on overall growth.8 

Trade headwinds are 
another concern

Singapore’s internal concerns, taken along 
with its external challenges make for an over-
cast picture. Total merchandise exports in US 
dollar terms and on a year-over-year basis have 
contracted for each of the last 13 months. The 
low price of oil, the relative strength of the US 
dollar, the slowdown in China, and weakness in 
overall global demand are the primary factors 
that have weighed upon global trade in general 
and Singapore’s exports in particular. Non-oil 
domestic exports (NODX) from Singapore, a 
more specific indicator of the country’s domes-
tic goods export sector, have been patchy at 
best. On a year-over-year basis, NODX declined 
by 3.0 percent in Q3, reversing growth of 2.1 
percent in Q2.9 In October, NODX decreased 
0.5 percent from a year ago, with exports to 
China declining 8.7 percent and exports to the 
United States declining 2.2 percent.10

Singapore’s trade in services helps to 
brighten the picture. On a year-over-year basis 
the export of services grew 2.8 percent in 
Q3, following a 4.4 percent increase in Q2.11 
However, any further weakening of global 
demand is likely to keep exports of services 
under check. 

Given the headwinds that Singapore faces 
on the trade front, the Monetary Authority of 
Singapore (MAS), the country’s central bank, 
announced a slight reduction in the rate of 
appreciation of the Singapore dollar’s nominal 
effective exchange rate (S$NEER) policy band 
(in October). This measure is conservative at 
best, but leaves the MAS room for further eas-
ing of monetary policy, which is a possibility in 
the near term. Moreover, liftoff of interest rates 
in the United States is likely to cause further 
depreciation of the Singapore dollar against the 
US dollar, therefore providing some support to 
exports. However, higher interest rates in the 
United States will also cause depreciation in the 
currencies of emerging markets, some of which 
are Singapore’s competitors in trade.

A few bright spots 
amid the concerns

Though the economic situation for 
Singapore is indeed difficult, it is definitely not 
all doom and gloom. The positives include an 
increase in government spending—the budget 
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for 2015 outlines an increase in spending 
on education and infrastructure investment 
through to 2020. SkillsFuture, the govern-
ment’s nation-wide skills development pro-
gram is a positive step toward creating and 
sustaining gains in productivity. Furthermore, 
the identification and development of future 
growth clusters such as advanced manufactur-
ing, applied health services, logistics, smart 
urban solutions, financial services, and aero-
space, will make Singapore’s transition up 

the value chain a smoother process. Closer 
integration with the Association of Southeast 
Asian Nations (ASEAN) through the Asian 
Economic Community is also likely to boost 
growth (by 9.5 percent by 2030).12 Integration 
with ASEAN will also allow firms to shift 
lower-value manufacturing from Singapore to 
countries with lower labor costs, thereby allow-
ing for efficiency and increased focus on higher 
value addition and value creation. Singapore 
also stands to gain from the Trans-Pacific 

Partnership as the dropping of tariff and non-
tariff barriers is likely to boost trade. 

In addition to these bright spots, Singapore’s 
macroeconomic fundamentals remain solid. As 
a result, the city-state still finds itself at the top 
of the Ease of Doing Business ranking.13 For 
now though, Singapore’s challenges will keep 
growth “close to 2.0 percent” in 2015 and mod-
est over the near term.14 
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If oil remains largely subdued, which now seems likely, this 
will not only boost domestic demand in Korea, it will also 
boost demand for non-oil imports in Korea’s leading export 
markets such as the United States and Europe.
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South Korea
Positive signs

By Dr. Ira Kalish

SOUTH Korea’s economy continues to suffer the consequences of China’s slow-
down and Japan’s currency appreciation. Thus, the main hope for a revival of 

growth comes from domestic demand. The government has attempted to boost 
demand by temporarily reducing taxes on automobiles and durable consumer 
goods. The result was a surge in the growth of real GDP in the third quarter. 
The economy grew 1.2 percent from the second to the third quarter, the fastest 
rate of growth in five years. Was this a one-off event due to a temporary shift in 
policy, or does it suggest the start of a rebound?   

The evidence is not conclusive, but there are some favorable signs. First, consumer confidence 
was up in October to the highest level in 2015. This, combined with strong employment growth, 
bodes well for increased consumer spending. Second, while dollar revenues from exports continue 
to decline, export volume is increasing. Moreover, although exports to China (Korea’s largest export 
market) are weak, the revival of the US and European economies has been helpful to exports. These 
two are the second and third largest export markets for Korea respectively. Plus, the Korean won 
has declined in value in the past year, setting the stage for greater export competitiveness. Third, the 
strong growth in the third quarter included a sizable surge in business investment. This bodes well 
for further increases in production. Also, given low inflation and the likelihood of an interest rate 
increase on the part of the US Federal Reserve, there is widespread expectation that Korea’s central 
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bank will leave interest rates unchanged, essen-
tially continuing a relatively easy monetary 
policy. This should be helpful to the economy 
as well. Finally, given that the budget is roughly 
in balance, there remains considerable room 
for the government to engage in further fiscal 
stimulation (beyond the tax cuts), if the need 
should arise.  

Another factor that is likely to be helpful to 
the South Korean economy is the very low price 
of oil. If oil remains largely subdued, which now 
seems likely, this will not only boost domestic 
demand in Korea, it will also boost demand 
for non-oil imports in Korea’s leading export 
markets such as the United States and Europe. 
Hence, the path that oil follows could make a 
big difference for Korea.  

Short-term challenges

Although South Korea’s economy appears 
to be on the mend, problems remain. The most 
notable is the slowdown in China. If this wors-
ens, it could have a significant negative impact 
on Korea, given the tight integration of the two 
countries’ supply chain in electronics manufac-
turing. Another problem is the large amount of 
external debt held by Korean businesses. 
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Longer-term challenges

In the past decade, South Korea’s economy 
grew at an annual rate of about 3.6 percent. 
Yet, economic growth is expected to be less 
than 3 percent for the remainder of this decade 
and less than 2 percent in the first half of the 
next decade. Why the deceleration? The main 
reason is demographics. Due to an unusually 
low fertility rate, the working-age population 
is expected to stabilize in the next few years 
and start to decline early in the next decade. 
Even if we assume that labor force participa-
tion expands, and even if we assume that labor 
productivity accelerates, economic growth is 
still likely to decelerate, given the big impact of 
demographics. Moreover, Korea’s population is 
set to rapidly age, increasing the ratio of retirees 
to workers and potentially creating headaches 
in terms of supporting the elderly population.  

Thus, an important question concerns the 
extent to which productivity growth can be 
boosted. If it can, then the negative impact of 
demographics can be offset. Korea’s manufac-
turing sector has made huge strides, fueling 
Korea’s emergence as a world class economy. 
Yet, the services sector has not made much 
progress, with productivity being low compared 
to other OECD countries. And, as the economy 
becomes more affluent and more goods produc-
tion moves offshore, the fate of the services sec-
tor will be critical. If Korea is to be in the same 
ranks as the United States, Japan, and Western 
Europe, it will need to boost the efficiency of its 
services sector.  

There is plenty of low-hanging fruit in 
services. The service areas that have espe-
cially low productivity are business services, 
wholesale trade, and transportation. Among 
the possible explanations are low investment 

in these sectors, government regulations that 
protect inefficient players, and barriers to 
global trade in these sectors. The latter problem 
could be partly resolved if South Korea were 
to join the Trans-Pacific Partnership (TPP), 
the new free trade and investment agreement 
between 12 Pacific Rim nations. Indeed the 
South Korean government has sought member-
ship, fearful that it will otherwise fall behind 
Japan, Malaysia, and Singapore in terms of 
competitiveness. Freer trade and capital move-
ments for South Korea would likely go a long 
way toward boosting services productivity 
and competitiveness.  
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The more one looks at Asia, the clearer it becomes that 
the region’s ascendancy in the global economy will 
continue, providing strength and yet creating instability if 
risks are not addressed prudently.
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Special topic: Packing a mightier punch
Asia’s economic growth among global markets continues

By Akrur Barua

IN September, after much deliberation, the US Federal Reserve (Fed) decided to 
keep the federal funds rate on hold. The decision to postpone a rate hike was 

primarily due to concerns about growth in key emerging economies and volatil-
ity in global financial markets.1 A string of poor economic data from China and 
an equity sell-off there in Q3 had indeed raised risks to global growth. What was 
an eye-opener, however, was the strong impact of Chinese data on global mar-
kets, including the Fed’s decision to defer a rate hike. The latter made one thing 
very clear—China is now a powerful force in the global economic order.2 

China’s rise is yet another feather in the cap of Asia’s massive economy. Once a poorer cousin of 
the United States and Europe, Asia now boasts some of the world’s fastest-growing economies and is 
a major contributor to global growth (see figure 1). In addition to China and its neighbor, India, Asia 
also has a former powerhouse in Japan, an increasingly affluent South Korea, and the fast-growing 
Association of South East Asian Nations (ASEAN). In fact, the more one looks at Asia, the clearer it 
becomes that the region’s ascendancy in the global economy will continue, providing strength and yet 
creating instability if risks are not addressed prudently. 



Figure 1. Asia’s contribution to global GDP growth has gone up
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For the global economy, 
Asia’s size does matter

A key factor behind Asia’s rising influence 
is the size of its economy. In 1990, Asia’s share 
in world GDP in real US$ purchasing power 
parity (PPP) was 23.2 percent. By 2014, this 
went up to 38.8 percent, much larger than the 
shares of the United States and the European 
Union.3 In fact, Asia’s share is likely to go up in 
the coming years if current growth trends in 

key regional economies continue. For example, 
forecasts by Oxford Economics put Asia’s share 
at nearly 45 percent by 2025 (see figure 2).4 

Interestingly, there are major changes within 
Asia itself. In 2014, China’s share in Asia’s GDP 
(in real US$ PPP) was 43.1 percent, more than 
double its share in 1992. In contrast, Japan’s 
share fell sharply during this period. Oxford 
Economics’ forecasts show that this trend will 
continue (see figure 3).5 
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Asia’s prominence in global 
supply and demand

For companies in the West, Asia has served 
as a factory. First, it was Japan. Then came 
countries like South Korea, Singapore, and 
Taiwan. Finally, China made its presence 
felt. In fact, Asian economies have benefit-
ted immensely by being part of global value 
chains (GVCs). Moreover, as certain countries 
moved up the value chain over time, others 
in the region occupied the space left vacant. 
Data from the Organization of Economic 
Cooperation and Development’s (OECD’s) 
Trade in Value Added (TiVA) database show 
that Asian countries have become ever more 
integrated with GVCs, thereby pushing up 
global trade, investments, and development (see 
figures 4 and 5).6 

Within Asia itself, there are now strong 
production links. For example, Japanese car-
makers have hubs in countries like Thailand, 
China, and India. These links have become 
stronger due to the rapid growth of regional 
economies, thereby providing large markets 
to global firms. For example, in 2010, China 
overtook the United States as the world’s larg-
est auto market.7 Asia is now a key part of the 
growth strategies of multinational corporations 
(MNCs), ranging from banks to technology 
companies. For example, in the financial year 

Figure 2. Asia’s share (percentage) in global GDP (real US$ PPP) will increase further
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Figure 3. Within Asia, China has increased its share in regional GDP (real US$ PPP) 
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ended September 2015, 24.2 percent of Apple 
Inc.’s revenues came from China, more than 
double the share in 2011.8 When the downturn 
of 2008–09 dented Western economies, banks 
like Standard Chartered were able to escape 
the worst of the crisis by betting on emerging 
markets in Asia and Africa.9 

Given the expected rise in affluence and 
the numbers of the middle class, Asia’s role in 
global demand is set to increase further (see 
figures 6 and 7).10 Greater integration within 
the region (such as the ASEAN Economic 
Community) and trade agreements with 
global growth centers (like the Trans-Pacific 
Partnership) will only add to the lure of the 
Asian market. 

Interestingly, Asia’s large contributions to 
global supply and demand have not benefitted 
foreign firms alone. Links to GVCs have helped 
Asian companies attain global center stage as 
well. In 2015, there were 190 Asian companies 
in the list of global Fortune 500 companies, up 
from 116 in 2001.11 

Asian hunger for commodities 
is making a big impact

Asia’s influence is arguably the greatest 
on commodity markets. A few decades ago, 
demand from the United States was the key 
driver of oil prices. Not anymore. Surely, the 

Figure 4. Participation in GVCs—a look at Asian economies and competing nations/regions
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Figure 5. Asia’s participation in GVCs has surged (CAGR of participation index over 1995–2009)
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supply of US shale has a key role to play in 
global oil markets, but equally important is 
demand from emerging economies, led by 
China. According to data from the US Energy 
Information Administration (EIA), the Asia-
Oceania region is now the world’s leading 
consumer of petroleum and other liquid fuels 
(see figure 8).12 

Increasing demand from Asia has contrib-
uted to growth in non-oil commodity-produc-
ing nations as well, especially those rich in iron 
ore, copper, and coal. Nowadays, the fortunes 
of commodity producers such as Brazil, Chile, 

Figure 6. Asia’s share in the global middle class population is set to surge over 2009–30
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and Indonesia are increasingly dependent on 
demand from emerging Asian countries, rather 
than the West alone (see figures 9 and 10). 

Asia’s rush for commodities has also led to 
rising investments in resource-rich economies 
in Africa and Latin America. A number of com-
modity producers are also diversifying away 
from Western markets to growth centers in 
Asia. Russia’s major oil and gas deal with China 
in 2014 was as much a strategy to tap new 
demand sources as it was geopolitical grand-
standing with the West.13 Iran has managed to 
retain India as a major client despite sanctions, 
and is aiming to build pipelines between the 
two countries. Even Gulf Arab countries are 
pushing hard to preserve and expand market 
share in Asia.14 

Rising influence on global 
financial markets

While Japan and a few affluent nations 
in South East Asia have always been a part 
of global investors’ calculations, there is also 
a trend of increasing focus on fast-growing 
emerging economies in Asia. As a result, major 
global equity, bond, and currency markets 
are more interlinked with Asia now than 
ever before. This relationship is, however, not 
a one-way street, where events in the West 
impact Asia. Nowadays, movements in Asia 

Figure 8. Changing shares (percentage) in global consumption of petroleum and other liquid fuels 
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have started impacting major markets in the 
West more profoundly. For example, currency 
weakness in Asia due to uncertainty over a Fed 
hike has dented the overseas dollar revenues 
of US corporations this year, thereby weigh-
ing on stock prices. Then again, when the 
bull run in Chinese stocks ran out of steam in 
June, the impact was felt across the world (see 
figure 11). And as the Fed makes its intentions 
clearer, investor focus has yet again shifted to 
emerging market growth, especially China.15 
Ironically, within Asia, financial markets have 
become more interconnected due to growing 
trade and investment links within the region. 
When China devalued the yuan in August to 
free up the currency—a move praised by the 
International Monetary Fund—it created a flut-
ter among other emerging market currencies, 
including Asian ones (see figure 12).

The need to match expectations 
with prudent leadership 

Rising economic and financial links within 
the region and outside have ignited much 
debate on the need for more economic reforms 
in Asia. For example, China’s attempts to 
develop a domestic demand-driven economy 
will not bear fruit without financial market 
reforms. In Japan, structural bottlenecks will 
not go away without changes in the labor 

Figure 10. Commodities nowadays move more in tandem with growth in Asian emerging markets
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market, agriculture, and corporate governance. 
India’s attempt to attract global investments 
will fail without reforms to the tax regime and 
easier business conditions. And in South Korea, 
concentration of economic power in a few firms 
cannot be remedied without sprucing up SMEs 
and entrepreneurship. 

Are Asia’s policymakers ready to match 
rhetoric on reforms with action? Are the 
region’s giant emerging economies prepared 
for global economic leadership through more 
open and globally integrated financial systems 
including floating currencies? Will any sudden 
reforms by one country without information 
symmetry with global markets lead to short-
term vulnerabilities (like the yuan devaluation 

in August)? Will Asian policymakers be able to 
broaden their focus to a more global one given 
the region’s rising role in the world economy?

These are only some of the questions that 
will be asked of Asia’s leaders as the region con-
tinues to progress. As they lead efforts to set up 
global development banks, fight climate change, 
and increase their presence in world bodies like 
the United Nations, Asian countries will have 
to collaborate more. Only then will Asia’s rise 
be a more credible one, helping to create a more 
stable world order, both economic and political. 

The author of this article would like to 
acknowledge the contribution of Aijaz Shaik 
Hussain. Aijaz is an executive manager with 
Deloitte Services India Pvt. Ltd.

Figure 12.  Emerging market currencies dipped in August after the yuan was devalued 
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