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Topics   East Asian population changes and sustainable economic 
development 

 
 According to prospects published by the U.N. in March, 2007, the population of East Asia will begin to decline 

between 2025 and 2035.  Given the prospect of sustainable economic development, there is a growing need to take 
rapid population changes into account. 
 
■ East Asia’s population will begin to decline between 2025 and 2035 

In March, 2007, the United Nations published ‘World Population Prospects: The 2006 Revision’.  In it, 
the world’s population is described as growing from 6.5 billion in 2005, to 8.0 billion by 2025, and 9.2 
billion by 2050.  During this period, the world’s population will grow by around 2.7 billion and the 
population of East Asia, after growing from 1.8 billion in 2005 to 2.1 billion by 2035, will then begin to 
decline, returning to around 2.0 billion by 2050.  As a result, the percentage of the world’s population 
accounted for by East Asia will drop from 29.2% in 2005 to 23% by 2050.  

This change in the population of East Asia has its cause in the falling birth rates of recent years.  
Between the years of 2000 and 2005, Japan’s total 
fertility rate was 1.29, with 1.24 for Korea, 0.94 for 
Hong Kong and 1.35 for Singapore, all low rates.  
For Japan and these others, falling birthrates are 
becoming a serious policy problem.  Additionally, 
total fertility rates for China and Thailand were 1.7 
and 1.83, respectively, both below the 2.1 level 
required for stable population replacement.  Japan 
became a declining population society from 2005, 
and Korea is expected to follow suit in 2020, China 
in 2030, and Thailand and Singapore in 2035.  
While the populations of other countries will 
continue to increase until 2050, Indonesia’s total 
fertility rate will fall below the population 
replacement level by 2010, Malaysia’s by 2020 and 
that of the Philippines by 2030.   

The population estimates referred to above are 
based on a ‘medium estimate’, the premise that total 
fertility rates will stabilize at 1.85.  However, birth 
rates in many East Asian countries are below that 
level and, given the fact that nothing is being done 
to stop the decline, the medium estimate may well be said to be somewhat optimistic.  In fact, the ‘low 
estimate’ projects that the total fertility rate will bottom out at 1.35, in which case, the population of East 
Asia as a whole will undergo transition to the declining population phase before the 2025 to 2030 
timeframe, with each country reaching the declining population phase around five years earlier than 
original projections.  Further, Indonesia and Malaysia are expected to reach the declining population 
phase by 2045.  The reality is likely to be that East Asia’s population growth will be somewhere in 
between the medium and low estimates.  

＜Population of East Asia＞
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Note: East Asia includes Japan, Korea、Taiwan、Hong Kong、
Singapore, China、Thailand, Malaysia, Indonesia and the Philippines.
Source: UN, World Population Prospects: The 2006 Revision

■ The population dimension of East Asia’s sustainable economic growth 
Until now, changes in the population structure, such as death rates and birthrates, have been understood 

to be the result of economic social development.  In recent years, however, attention is being paid to the 
impact of changes in population structure on economic social development.  In developing countries in 
particular, the concept that falling birthrates promote economic development, the so-called ‘demographic 
dividend’, is attracting attention.  The idea is that falling birthrates contribute to a reduction in the cost 
of supporting the young (aged 0 to 14), while the growth in the productive population (aged 15 to 64) 
increases the labor input and savings necessary for economic growth.  Economic growth cannot be 
explained entirely in terms of changes in population structure but, in June, 2006, the World Bank’s ‘World 
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Development Report’ cited East Asia as an example of falling birthrates encouraging economic growth in 
developing countries, and IMF’s ‘World Economic Outlook’, published in March, 2007, described low 
support costs for the young as one factor supporting high rates of economic growth in East Asia.  

However, the effect of the demographic dividend is not likely to continue forever.  As the aging of 
society advances, support costs will rise further and, as the productive population shrinks, labor input and 
savings will also shrink.  There are no fixed views as to how long the demographic dividend will last, 
but the chart on the right shows this as the period till the production population changes from rising to 
falling.  Currently, with the exception 
of Japan, while the benefits of the 
demographic dividend may still be 
enjoyed, for the NIEs, China and 
Thailand, this will come to an end 
between 2010 and 2015.  In the case of 
China and ASEAN in particular, there is 
a very high possibility that the effects of 
the demographic dividend will come to 
an end before income levels have grown 
to a sufficiently high level.   

In Korea, it is calculated that labor 
shortages will become serious from 
2010 and that the potential rate of 
growth will decline to 0.7% in the 2040s.  
In response, the Korean government has 
announced that it plans to invest some 
32 trillion won (approx. 4 trillion yen) 
into supporting child rearing and 
education costs, in an attempt to raise the birthrate to 1.6 by 2020.   

In late March, 2007, the People’s Daily and other Chinese media quoted a World Bank report as saying 
that China’s demographic dividend would run out by around 2010, sounding alarm bells at optimistic 
expectations of high economic growth.  The Chinese government is sticking to its one child policy, but is 
now looking for growth strategies and social policies that take the aging of society into account.   

The demographic dividend concept is based on the premise of ‘full employment’, where a plentiful 
labor force is fully absorbed.  As such, care needs to be taken when attempting to apply the model to 
China and ASEAN, where surplus labor is a problem in rural areas.  For example, China is said to be in 
the final phases of its demographic dividend period but, nevertheless, continues to post double digit 
growth in recent years.  Part of the reason for this is that, in addition to huge sums of foreign investment 
coming in, migrant laborers are moving into the cities from rural areas, effectively swelling the labor 
input.  By effectively absorbing surplus rural labor in this way, China and ASEAN may well enojoy the 
benefits of the demographic dividend for longer than the periods described above.   

Notwithstanding, the supply of migrant labor is not inexhaustible and the rural areas that supply it are 
also experiencing falling birthrates and an aging population.  China’s 60 year old and over population 
was 144 million in 2005 (11% of the total population), and will likely grow rapidly to 169 million (12.5%, 
similarly) by 2010 and 210 million (15.1%) by 2015.  In particular, the problem of how to develop 
medical and pension systems in support of the aged who live in rural areas has both political and 
economic dimensions.  As such, given the prospect of sustainable economic development in the East 
Asian region, there is a growing need to take the impact of population changes, such as falling birthrates 
and the aging of society, into account. 

Per Capita GDP

Start End 2005（US dollar）

　日本 1930-35 1990-95 36,432

NIES

  Korea 1965-70 2010-15 16,304

  Taiwan 1960-65 2010-15 15,271

  Hong Kong 1960-65 2010-15 25,617

  Singapore 1960-65 2010-15 26,843

  China 1965-70 2010-15 1,728

ASEAN4

  Thailand 1960-65 2010-15 2,728

  Malaysia 1965-70 2030-35 5,014

  Indonesia 1970-75 2020-25 1,242

  Philippines 1960-65 2040-45 1,142

Source: UN, IMF, Taiwan Statistics

Period (Year）

＜Period of Demographic Dividend＞

 
   (Keiichiro Oizumi) 
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Korea  Widening impact of won’s appreciation  
 
■ Economy decelerating gently 

Korea’s economy is in moderate decline.  The real 
GDP growth rate for Q4, 2006, was a pedestrian 0.8% 
(adjusted annual rate 3.6%), falling below the 1.1% in 
Q3 of that year.  While private consumption growth 
was a solid 0.8% over the same period, and construction 
investment growth was positive for the second straight 
quarter, exports and facilities investment, which had 
been growth drivers until now, failed to grow.  Exports, 
in particular, in addition to deceleration in the world 
economy, suffered from the won’s strength against the 
yen (the yen – won rate went from 1 yen = 10 won in 
January, 2005, to 7.9 won by the end of 2006, and 
dipped briefly into the 7.6 won range in February, 2007) 
and posted –0.3% growth in the same period, 
significantly down on 5.4% growth in Q2 and 2.1% growth in Q3.  In US markets, Korean 
manufacturers have had no option but to raise retail prices again and again, and some companies have cut 
back or stopped exporting to Japan, citing poor competitive strength and worsening profitability.   
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＜Export Volume Index（YoY）＞

(Year/Month）

In terms of recent performance, while dollar-based customs cleared export worth has stayed in double 
digits since February, 2006, export volume growth began to slow from mid 2006 onwards (illustration 
upper right), and the manufacturing production index for January to February fell to 3.8%, compared to 
the same period in the previous year, down from 5.6%, similarly, for October to December, 2006.  In 
addition, the widening impact of the strengthening won can be seen in accumulating inventory, worsening 
corporate profits, and other areas.  The operating income rate of the companies with the top 30 aggregate 
market value of term-end equity declined from 12% in 2004 to 9.4% in 2005, and again to 7.8% in 2006. 
■ Economic stagnation to continue for the time being  

Economic stagnation is expected to continue for the time being.  Among the reasons are 1) restrained 
export growth due to the impact of the strong won, 2) the high probability of poor growth in facilities 
investment due to worsening corporate profits, caused by decelerating domestic and foreign demand, 
uncertainty over the future, etc., and 3) continued low growth in private consumption, caused by worries 
over the failure of real incomes to grow and an increase in ‘non-consumption expenditure’ (social security 
and pension payments, loan repayments, etc.).   

Against the backdrop of increasingly tougher export conditions, companies are working more 
aggressively on the development of emerging markets and are trying to increase the volume of 
settlements in euros.  There are other encouraging signs, as well, such as the won’s slight weakening 
against the yen (1 yen = 7.9 won, as of April 3rd) in the wake of the recent rise of the yen – dollar rate, 
and two consecutive months of improvement in the consumer confidence index indicating economic and 
living standard trends six months hence, after bottoming out in December, 2006.  Against this backdrop, 
while the possibility of critical exacerbation of the economic situation is fairly low (economic growth is 
estimated at 4.1% for 2007), as described below, attention needs to be paid to the political situation in the 
future.  

As a result of the failing economy, compounded by the failure of policies aimed at restraining real 
estate prices, among others, popular support for President Roh Moo-hyun and his Uri party has fallen to 
the 10% range and, with successive defections from the Uri party in the run-up to the next presidential 
elections, due to be held in December, Roh Moo-hyun’s presidency is rapidly becoming a lame-duck 
presidency.  Against this backdrop, President Roh has shown his desire to propose a constitutional 
amendment that would allow his administration to continue (the current constitution prohibits the 
incumbent president from re-election), and the political situation in to future is rather uncertain.  

  (Hidehiko Mukoyama) 
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Taiwan  Signs of recovery in domestic demand  
 
■ 4.6% growth in 2006 led by external demand  

In 2006, while domestic demand failed to grow, 
external demand was the economic growth driver.  
Real GDP growth for 2006 was 4.6%. 

＜Contribution of Expenditures to Real GDP＞
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Private consumption growth has been poor since the 
start of the year, reflecting the impact of stronger 
restrictions on credit card loans and a contraction of 
real average salaries.  0.4% growth in Q3, compared 
to the same period in the previous year, was the lowest 
level in recent times since the negative growth of Q2, 
2003, in the wake of the SARS outbreak.  In Q4 there 
was some improvement, with 2.4% growth, compared 
to the same period in the previous year.   

Fixed capital formation for the first half of the year fell below the previous year’s level due to a 
rebound from continued growth in plant and equipment investment since late 2003, and the temporary 
loss of demand for high speed railway stock, and so on.  In the latter half of the year, there was positive 
growth, mainly due to growth in private sector construction investment, against the backdrop of increased 
semiconductor related plant and equipment investment and a revitalized real estate market.  Growth for 
the whole year stayed largely unchanged from the previous year.   

Exports continued to post solid growth (over 10%), mainly of electronics related goods such as 
semiconductors and liquid crystal displays.  Though export growth in Q4 was only 2.7%, compared to 
the same period in the previous year, this was largely due to the fact that the growth level was very high 
in that period in the previous year and the impetus has been maintained.  As regards imports, meanwhile, 
in addition to poor growth of plant and equipment imports in the first half of the year, the rising price of 
crude oil appears to have paused for the time being, and import growth fell below that of exports.  As a 
result, the contribution of net exports has become the most significant among the major components.   
■ Future economic trends and causes for concern 

The Executive Yuan’s Directorate General of Budget, Accounting and Statistics has revised its forecast 
for real GDP growth in 2007 up 0.2% points from November, 2006, to 4.3% , citing the recovery trend in 
domestic demand.   

According to recent indices, private consumption may be expected to continue to recover.  The 
unemployment rate in February, 2007, was 3.8%, the lowest level since March, 2001.  The credit card 
delinquency rate also has begun to trend downwards since April, 2006 (2.27% in January, 2007), and this 
and other factors causing consumption deceleration are being cleared.  Share prices, also, are rising (the 
Taiwan Weighted Exchange Index on April 3rd was in the 8,000 range, its highest level since the autumn 
of 2000), helping to stimulate consumption sentiment.  Further, judging from export orders received, 
exports will likely continue to expand, albeit marginally.  

There are two major factors depressing the economy.  The first of these is the delay in forming the 
budget.  The budget for 2007 was unable to be passed during the January session of the Legislative Yuan 
(parliament), due to conflict between the ruling and opposition parties.  If the stalemate is a prolonged 
one, there are concerns over the impact on the implementation of new public works projects.  

The second is the limited driving role of investments.  For example, both AU Optronics and Chi Mei 
Optoelectronics, two of the country’s largest liquid crystal panel manufacturers, are planning plant and 
equipment investment of a lower scale than in the previous year.  With the opening of the high speed 
railway, and so on, the boosting effect of large scale construction projects will likely be lost.  Generally 
speaking, the implementation of new semiconductor plant and equipment will be the driver and 
investments overall are expected to grow somewhat, but there is a possibility that, depending on the 
business performances of the major corporations, implementation will be postponed and investments 
overall will suffer.  From the perspective of sustaining economic growth, the government will need to 
tackle the fostering of support industries other than semiconductors.   

 (Junya Sano) 
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Malaysia  6% growth targeted for 2007 
 
■ 5.9% real GDP growth in 2006 

＜Exchange Rate＞
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Malaysia’s real GDP growth rate for 2006 was 5.9%, 
compared to the same period in the previous year, the third 
highest in ASEAN, after Vietnam and Singapore.  In terms 
of domestic demand, private consumption continued strongly, 
posting 7.0% growth over the same period, and fixed capital 
formation grew by 7.9%, similarly, the highest level in six 
years.  Private sector investment grew 9.7%, similarly, 
mainly in the electronic/electrical and chemical sectors, and 
public works investment was up 6.5%, similarly, mainly 
centered on plant and equipment investment by state-run 
enterprises, in accordance with the Ninth Five Year Plan 
(2006 to 2010).  In terms of foreign demand, meanwhile, the 
balance of trade surplus was $29.2 billion and the current 
account surplus $25.6 billion.  Foreign currency reserves at 
the end of 2006 were $82.5 billion, the highest level ever.   
■ 6% growth targeted for 2007 

In March, 2007, the Asia Development Bank announced 
that it was lowering its forecast of real GDP growth for the 
year down to 5.4%, citing the weakening effect of the strong 
ringgit on export competitive strength, and the subsequent 
deceleration of domestic demand.  The ringgit has been 
trending strong since the end of 2006, and the ringgit – dollar 
exchange rate went to $1 to 3.4 ringitt in February, 2007, for 
the first time in nine years.   

Also, in that month, Bank Negara Malaysia announced an 
economic growth forecast of 6.0% for 2007, higher than that 
of 2006.  While exports will likely lose impetus in the 
beginning of the year, due to the slump in the US IT market, 
domestic demand will pick up the slack and private sector 
investments are expected to do well with 10.4% growth, 
compared to the same period in the previous year.  Public works investments are expected to do 
similarly well at 11.4%, compared to the same period in the previous year (illustration lower right).  
Regarding the ringgit’s appreciation, Bank Negara Malaysia is of the opinion that the current slight rise is 
within tolerable limits and Prime Minister Abdullah has expressed the view that Malaysia’s economy is 
already beyond the developmental stage of dependency upon cheap wages and that the stronger ringgit is 
actually to be welcomed.  These bullish forecasts may be said to reflect expectations of the Ninth Five 
Year Plan, which will get fully underway from 2007.  The Plan is the first mid term plan under the 
Abdullah administration and Malaysia is on track to become an industrialized nation by 2020, as planned, 
but the details of the Plan are different from those of the previous Mahathir administration.  For example, 
countering the emergence of China and India, the Plan emphasizes the formation of industrial sites in 
order to secure a foothold in the multi-national value chain.  Also, as regards public works investments, 
the Plan contains a shift of emphasis away from the provision of large scale infrastructure projects and 
towards the training of quality personnel, through high school and vocational college education, and the 
encouragement of corporate research and development.  In order to implement these plans, some 200 
billion ringgit (approx. 6.4 trillion yen) is due to be invested.  Meanwhile, the fiscal deficit is forecast to 
be around 3% against GDP per year, and Prime Minister Abdullah’s fiscal management will be under 
scrutiny. 

（％）

2005 2006
2007

（Prospect)

Real GDP Growth Rate 5.2 5.9 6.0

Private Consumption 9.2 7.0 6.4
Government Consumption 5.4 7.9 4.1

Fixed Capital Formation 4.7 7.9 10.9
    Private 8.5 9.7 10.4
    Public 1.9 6.5 11.4

Net Export 16.7 ▲ 5.0 ▲ 9.6
  Export 8.6 6.3 6.3
  Import 8.0 7.2 7.4

 Agriculture 5.2 5.9 6.0
 Mining 0.8 ▲ 0.2 2.8
 Manufacturing 5.1 7.0 6.6
 Construction ▲ 1.6 ▲ 0.5 3.0
 Service 6.5 6.5 6.3
Source:Bank Negara Malaysia "Annual Report" 

<Economic Situation and Prospects>

  
 (Keiichiro Oizumi) 
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Indonesia Expectations of system reform and business confidence 
recovery  

 
■ New investment law passed 

Indonesia’s parliament passed a new investment law at 
the end of March, one that had been nervously anticipated.  
In addition to provisions that will treat foreign direct 
investment and domestic investment absolutely equally, the 
new law also incorporates measures to reduce income taxes, 
value added taxes, import duties, etc., and points to the 
government’s intention to boost economic growth by 
vitalizing investment.  Bank Indonesia is forecasting 
economic growth of between 5.7 and 6.3% in 2007, but in 
response to a market awareness survey conducted by the 
bank, many of the economists polled answered with a more 
guarded 5.1 to 6.0%.  The economy is expected to perform 
solidly, but whether economic growth can reach 6% in 2007 will depend on how far system reforms will be 
reflected in domestic and foreign investment.   
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The period January to November, 2006, saw healthy performances from domestic investments, but 
foreign direct investment continued to flag.  Investments from Japan, with which an economic partnership 
is expected to be concluded, perhaps as early as June, 2007, were up 2.7%, compared to the same period in 
the previous year, at $310 million, ranking Japan at only seventh place among investor nations.  The 
Jakarta Japan Club cites the main reasons as being 1) the growing burden of overhead, as represented by 
higher real wages, 2) the burden of labor, taxation and customs related problems, 3) slowness in system 
reform of investment laws, labor laws, tax laws, etc., 4) growing risk factors, such as avian influenza, and 5) 
lack of leadership on the part of the government and delays in governance reform, among others.  The new 
investment law will not address all of these concerns, but represents the systematic concretization of a 
genuine desire to improve the investment environment, in which sense it is to be lauded.   
■ Business confidence recovery 

Recovery in the business confidence of Japanese enterprises 
in Indonesia may be said to be encouraging news.  Given the 
current economic recovery, the Jakarta Japan Club expects 
Japanese enterprises generally to do well in 2007.  As 
automobile and bike sales pick up, related industries are also 
expected to benefit as a result.  However, a summary of 
Japanese business sentiment conducted by JETRO suggests that 
there are significant differences among industries as to the 
outlook for the future.  Business confidence is on the rise not 
only in the manufacturing sector (6.2 points), but also in the 
non-manufacturing sector (14.7 points).  Within manufacturing, 
the split can be seen quite clearly in the case of transportation 
(52.7 points) versus electrical/electronic goods (minus 5.6 points).  Within non-manufacturing, 
transportation, communications, commerce and services (35.0 points), all have confident outlooks.   
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Lembaga Survei Indonesia, a private sector research organization, announced the results of an opinion 
poll at the end of March, 2007, which suggested that support for President Yudhoyono had fallen below 50% 
for the first time, at 49.7%.   

The President’s support ratings have been falling intermittently, from 67% at the end of 2006 to 54% in 
February, 2007, with the Democratic Party for Struggle, led by former President Megawati, leading the polls 
in terms of support for a political party.  With presidential elections scheduled for 2009, President 
Yudhoyono needs to leave a solid scorecard, by putting the economy on a fast growth track and reducing 
unemployment.  It is to be hoped that the President’s sense of crisis will lead to a faster pace of reform. 

 (Yuji Miura) 

 
 


