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2. The Greek Fiscal Crisis and Contagion 
 
 Background to and development of the Greek fiscal crisis 
 

October 2009  Change in administrations 
New Democratic Party (center-right) 
⇒ Greek Panhellenic Socialist Movement Party (left) 

 Significant downward revision of fiscal statistics data 
Treasury budget as a percentage of the GDP 

2008: -5.0％ → -7.7％;  2009: -3.7％ → -12.5％ 
⇒ Market distrust towards Greek fiscal positions increased 

November 
2009 

 Dubai debt crisis 
⇒ Increased financial market’s awareness of sovereign risks 

Decemb
er 2009 

 Greek government bonds downgraded 
⇒ Market concerns over Greek fiscal positions further heightened 

November 
2009 – March 

2010 
 

 Several fiscal reform programs announced by the Greek government 
⇒ Markets unimpressed, as it appeared to be “bit-by-bit” measures. 

 Some statements were released by the EU at European Council and other 
occasions that “Euro area member states take determined and coordinated action, 
if needed, to safeguard financial stability in euro area as a whole” 
⇒ Taken by markets as a sign that EU lacked concrete measures 
⇒ Market concerns over Greece not alleviated (increase in long-term interest 

rates and CDS) 

April 11, 2010 
 

April 23, 2010 

 Rescue framework for Greece involving loans from the IMF and other euro area 
countries agreed to 

 Greek government officially requested the activation of the support mechanism 

May 2, 2010 
 

May 9, 2010 
 
 

May 10, 2010 
 

May 10, 2010 
 

 At the request of the Greek government, a bailout package worth 110 billion 
euros over the next 3 years was agreed to 

 Establishment of European Financial Stabilization mechanism (stabilization fund 
for the euro area) worth up to 750 billion euros was agreed to 

 Announcement by the ECB of its decision to intervene in dysfunctional public 
and private bond markets 

 Major central banks will re-establish a dollar swap facility with the FRB and 
introduce dollar fund supply operations 

 
 

Table 1-4-25  Greek Economic Policy Program (Outlines) 
 

Target of Greek Fiscal Consolidation:  
Fiscal deficit to be brought down 11% (of nominal GDP) by 2014  

 2009 2010 2011 2012 2013 2014 

Real GDP growth rate -2.0 -4.0 -2.6 1.1 2.1 2.1 
General government deficit 
as % of GDP -13.6 -8.1 -7.6 -6.5 -4.8 -2.6 

General government debt 
as % of GDP 115 133 145 149 149 146 
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2. Asia’s Long-Term Economic Outlook 
 
In Asia, problems caused by the shrinking and aging of the population will become more serious and 
economic growth in almost all Asian countries is expected to slow down. Accordingly, it is extremely 
important to analyze how much impact the shrinking population will have on the economic growth of 
each country when forecasting Asia’s economies in the long-term.  
 
Though it has certain limitations that it is based on the assumptions that the growth rate of total factor 
productivity and the ratio of investment to GDP will remain at the same trends as in the past, the 
following analysis presents quantitatively the impact of a shrinking and aging population and a 
declining birthrate on each country’s GDP as much as possible and the prospect of the position that 
Asian economies will occupy in the world in the future.  
 
 The estimation of the potential growth rate up to 2030 under the above assumption shows that the 

GDP growth rate for each country will generally slow down compared to the previous one, partly 
because the contribution of labor input to growth declines due to the decline in the labor force. 
However, the estimate above should be evaluated as a kind of baseline allowing some latitude 
since factors of production other than labor input are calculated on the assumption that the past 
trends will continue for the future.  

 
 It is estimated that major Asian countries and regions will enjoy higher growth than that of other 

major countries although the pace of growth will slow down. However, the growth rates of Korea, 
Taiwan, Singapore and Hong Kong will drop significantly. In Japan, the contribution of labor input 
was already negative in the 2000s and it is also expected to become negative in the NIEs and 
Thailand in the 2020s. China will see a significant decline in growth, where the contribution of 
labor input will become negative in the 2020s as well.  

 
 In contrast, the decline in growth rates is expected to be relatively small in Indonesia, Malaysia 

and the Philippines where the estimated labor force keeps increasing and the contribution of labor 
input remains positive even in the 2020s. In India, the labor force keeps increasing but the rate of 
increase will decline, and the contribution of labor input will diminish, so that the decline in the 
growth rate will be greater from the 2010s to the 2020s.  
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Table 2-2-15  Potential Growth Rate in Major Countries and Regions:  
High Growth Rate in Asia 

<On the Assumption that Past Trends Continue> 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 When viewing changes of the sizes of the GDP, which are obtained from the trial calculation in 

dollar terms on a market rate basis based on the estimated result, the increase in the share held by 
Asian countries is outstanding, backed up by their high growth. On the other hand, the GDP of 
Japan and other developed countries will expand moderately, but their shares will decline. As for 
the share of each country in the world, the top four countries were the U.S., Japan, China and 
Germany in 2009, while the top four countries in 2030 are expected to be China, the U.S., Japan 
and India in descending order.  

 

(%)
Real GDP

growth rate in
the 2000s

(a)

Potential
growth rate in

the 2010s
(b)

Potential
growth rate in

the 2020s
(c)

Change
(2000s-

2010s) (%)
(b-a)

Change
(2010s-

2020s) (%)
(c-b)

Asia
China 10.0 9.1 7.9 (-0.8) (-1.2)
India 7.2 6.9 5.7 (-0.3) (-1.3)
Indonesia 5.2 5.7 5.0 (0.5) (-0.7)
Malaysia 5.5 5.2 4.8 (-0.2) (-0.4)
Philippines 5.0 5.0 5.0 (-0.0) (0.0)
Thailand 4.8 4.9 4.6 (0.1) (-0.3)
Singapore 5.5 4.6 2.7 (-0.9) (-1.9)
Hong Kong 5.0 3.9 3.0 (-1.1) (-0.9)
Korea 4.4 3.9 2.8 (-0.5) (-1.1)
Taiwan 4.0 2.2 1.7 (-1.8) (-0.5)
Japan 1.4 0.7 0.4 (-0.7) (-0.3)

North and Latin Americas
Argentina 3.9 4.3 3.4 (0.4) (-0.9)
Brazil 3.7 3.4 2.5 (-0.3) (-0.8)
Mexico 2.8 2.2 1.2 (-0.6) (-1.1)
Canada 2.7 2.1 1.2 (-0.5) (-0.9)
U.S. 2.4 2.2 1.6 (-0.2) (-0.6)

Europe
UK 2.5 1.9 1.3 (-0.6) (-0.6)
Germany 1.4 0.9 0.1 (-0.5) (-0.9)
France 1.9 1.1 0.7 (-0.8) (-0.4)
Italy 1.2 0.5 0.0 (-0.7) (-0.4)

Others
South African Republic 4.1 3.0 3.1 (-1.1) (0.1)
Australia 3.3 2.0 0.9 (-1.3) (-1.1)

(Note) Figures shown for the 2000s are annual averages of the real GDP growth rate between 2000 and
           2008.
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Section 3 Asia’s Growth Strategy: Need to Change the Growth Model 
 
 
1. Asia’s Growth Strategy in the Future 
 
 Points to remember in forecasting the Asian economy in the future 

After the global financial crisis occurred, the Asian economy plays the role of the engine of global 
economic growth by recovering ahead of other regions. The following issues are regarded as 
having a significant effect on stable and sustainable economic growth in the future in the short, 
medium and long-term.  

 
 A risk of sluggish markets in the U.S. and Europe in the short-term 
 Global rebalancing in the medium-term 
 Aging and shrinking populations in the medium and long-term 

 
 Quest for a new growth strategy 

For the further development of the Asian region, it is absolutely necessary to change the growth 
model that depends on the U.S. and Europe markets, as well as the structures that widen current 
account imbalances, which have formed after the Asian currency crisis. Specifically, the actions 
stated below are important.   

 
(i) A new direction should be given to the current export-led growth model 
 
 The latest crisis exerted its effect on Asia mainly through the channel of international trade.  

The multilayered production networks established throughout the Asian region are a source of 
Asia’s competitiveness.   

 It is important to lower dependence on the U.S. and European markets, and convert to a 
structure that is resilient to external shocks for Asia’s stable and sustainable economic growth. 

 In particular, the Asian market, which is now on a major scale, is expected to further expand 
when income levels rise. When Asia develops not only as a “World Factory” but also as a 
“World Market”, and trade structures are adjusted from ones centered on intermediate goods to 
ones centered on final goods, Asia is expected to grow further.  

 The expansion of Asia’s domestic demand will bring about more stable, self-sustaining and 
sustainable growth without depending only on the U.S. and European markets (Balanced 
Growth).   

 
(ii) Reduction of risks associated with current account imbalances 
 
 The current account imbalance itself is not always a negative factor, and it will possibly 

diminish due to changes in the demographic structure in the long run. However, it is necessary 
to watch if the imbalance reflects some market distortions or will cause some risks in the future.   

 In order to prevent a current account imbalance, which may cause a risk in the future, from 
becoming a factor for instability in the world economy, it is important to aim to reverse the 
underlying causes of imbalance and reduce the potential risk.   

 Asia is also required to correct the imbalance by itself since Asia eventually helped to support 
the imbalance. It is important to improve social security systems and promote intraregional 
demand. 

 
(iii) Response to drastic changes in the demographic structure 
 
 Economic growth is going to be substantially restricted by the declining working age population, 

the decline in saving rates and for other reasons due to the contraction and aging of the 
population.   

 Improvements in labor productivity have become a fundamental strategy. Policy approaches are 
also important, such as improvements in human capital through investment in education, the 
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steady accumulation of good-quality capital stock, the promotion of technological innovation 
through the activation of R&D investments, and technology transfers from multinational 
companies through foreign direct investment.   

 
A stable macroeconomic environment, the accumulation of good quality human capital, the 
development of an environment suitable for business, proper redistribution, etc., are still important 
aspects that have to be maintained and strengthened for future growth. These factors have been 
evaluated as providing the impetus for rapid economic growth in East Asia.  
 
 
2. Challenges in Realizing a Growth Strategy 
 
In order to realize a growth strategy, it is necessary to tackle the structural problems of each Asian 
country. The basic policies for tackling problems are described below. 
 
 Challenges regarding domestic demand stimulation (formation of middle-income class and the 

lessening of income inequality)  
 
 Distortions have been caused by development that puts priority on growth. Some distortions are 

made apparent in the form of a widening income inequality.  
 In order to stimulate Asia’s intraregional demand and to make it a new growth axis, it is 

important to lessen income inequality and especially to encourage consumption by the 
middle-income class. To this end, income redistribution through social security benefits and the 
lessening of regional inequality through regional development are necessary (Inclusive Growth). 

 
 Challenges as to the improvement of productivity 
 
 Foreign direct investment will continue to be regarded as having an important role now and in 

the future as an engine of Asia’s economic growth. In order to maintain and develop growth 
based on foreign direct investment, it is necessary to further improve the environment for 
business.  

 Accordingly, development of human resources with special skills, which especially lags behind 
other regions (“Innovative Growth”) and the rapid development of the institutional 
infrastructure are indispensable for Asia’s sustainable growth, in addition to improvements in 
the quality and quantity of the hard infrastructure.  

 Interregional cooperation for strengthening Asia’s competitiveness is also important, which 
includes the liberalization of trade and investment and Asia’s institutional integration 
(Deepening Intraregional Cooperation).  

 
 Maintenance of a stable macroeconomic and financial environment 
 
 Although there is excessive savings in Asia, the money is invested, instead of being circulated in 

Asia, into the developed countries. This situation is due to the deficient financial system in 
Asian countries and could be the result of market distortions based on the asymmetry of 
information that may exist.  

 Since there is much need for development in Asia, it is necessary to consider how to arrange 
risk transfers as to the money accumulated within Asia, and how to circulate the money and use 
it for mutual development. Long-term self-sustaining growth requires the development of a 
foundation in domestic financial markets.   

 
Based on a recognition above, a detailed analysis is given below as to (i) the improvement of social 
security systems, (ii) the lessening of income inequalities, (iii) improvements in the quality of the 
labor force, (iv) development of the infrastructure, (v) improvements in total factor productivity and 
(vi) the maintenance of a stable macroeconomic and financial environment, which are all 
indispensable to a growth strategy for Asia’s long-term self-sustaining growth. 


