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Austerity fails to eliminate UK deficit
History warns against going for growth, but it may be

worth the risk

Brian Reading*

Seven years of austerity have failed to eliminate Britain's budget deficit. Growth
has suffered. Real incomes have shrunk. Social costs have been grievous, such as the
failing health service and housing crisis. But history warns against going for growth.
Booms named after former chancellors ended in tears. A balance of payments crisis
aborted the 1963-64 Maudling boom. The Barber 1972-73 and Lawson 1986-88 booms
burnt out in inflation. In each case international developments were malign, notably the
early 1970s commodity and oil price explosions.

Supply constraints are an argument against a dash for growth. Increased demand
could raise prices more than production. The Office for Budget Responsibility, the UK
fiscal watchdog, has cut its potential growth estimate substantially. Productivity growth
has failed to recover to its pre-financial crisis rate and the OBR no longer expects it to
do so within its forecast horizon. It cites various reasons, including cheap credit
providing life support for zombie companies. But monetary profligacy has been an
ineffective antidote to fiscal stringency, distorting income and wealth distribution.

Austerity undoubtedly depresses demand. The International Monetary Fund and
others now accept that the multiplier effect of government spending on national income
is much greater than previously supposed. Economists maintain that investment drives
growth and largely explains cycles in demand. Demand for a product or service elicits

investment.

1Brian Reading was an Economic Adviser to Prime Minister Edward Heath and is a Member of the OMFIF Advisory
Board
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This starts a feedback loop, where demand leads to investment, in turn supporting

GDP and productivity growth. If a lack of supply constrains labour and capital inputs,
productivity sets the limit to growth. Correlation does not indicate causation.
Inadequate demand may explain sluggish productivity growth rather than the reverse.

Data from the Bank of England reveal trends from cyclical series are extremely
sensitive to the chosen period. Post-crisis below-trend gaps in GDP range to 19% on
the shortest trend period (1985-2006) from 9% on the longest (1885-2006). Whole
economy labour productivity (GDP/employment) shortfalls, which matter for living
standards, range to 21% from 10%. Post-crisis employment has risen slightly more than
pre-crisis trends. The data show a positive correlation between the annual rates of
growth of productivity and GDP, and between total factor productivity and GDP growth
for both long and short pre-crisis periods. This correlation is strongest for the post-crisis
years 2007-16.

Similar below-trend growth and productivity losses suggest that inadequate
demand goes a long way to explaining poor productivity. Indeed, productivity is no
puzzle when seen from the demand side. The puzzle results from intense analysis of
supply constraints without considering whether these are consequences rather than
causes of slow growth. Disappointing private non-residential investment despite cheap
and plentiful money is understandable, given weak and uncertain demand coupled with
cheap labour. Skill shortages long pre-dated the crisis.

Uncertainty around the UK's exit from the European Union is an added factor
depressing demand, growth and consequently investment and productivity. The
ingredients of a dash for growth are largely accepted outside the Treasury, and it could
be worth the risk this time. Cheap finance, while it lasts, is a golden opportunity for
enhanced public sector infrastructure investment. Returns exceed costs and benefits
accrue to younger generations. Cutting government investment leaves a future burden

of maintenance and improvement to be financed when aging squeezes workers' incomes.
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Debt finance should be taxed to match taxation on dividends. There is no shortage of

worthwhile proposals.
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Japan-China financial co-operation

Leaders urge greater economic integration in Asia
Adam Cotter David Marsh!

Enhanced financial and monetary co-operation between China and Japan, the
world's second and third largest economies, is likely to be one of the prime trends to
follow in the next 12 months.

There remain considerable strains in the bilateral relationship, not least reflecting
differences over territorial claims and China's increased military presence across
eastern Asia. Yet Chinese President Xi Jinping and Japanese Prime Minister Shinzo
Abe have reinforced their domestic political power bases in the last few months. For
both leaders, US President Donald Trump's shift towards unilateralism is an incentive
to identify shared interests and improve ties in regional trade and finance.

China is Japan's largest trading partner, while Japan is China's second largest.
Japan, benefiting from China's outbound tourism boom, welcomed around 5m Chinese
visitors in 2017, more than from any other country.

Although the Japan-US security pact will continue to dominate Japan's foreign
policy, both countries' engagement with the US to curb the nuclear ambitions of North
Korean leader Kim Jong-un could be another factor in improving collaboration. This
could spread to spheres such as bilateral currency co-operation and monetary back-up
for Asian countries suffering capital outflows because of higher US interest rates.

Multilateral co-operation with the 10 countries in the Association of Southeast
Asian Nations is an important focus. This has intensified in the last two decades, with
a greater commitment to East Asian economic co-operation under the so-called Asean

Plus Three grouping, which includes China, Japan and South Korea. While Sino-

1 David Marsh is Chairman of OMFIF and Adam Cotter is OMFIF's Head of Asia
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Japanese political disputes have occasionally raised alarm in the rest of Asia, the rivalry

has also benefited the region, since countries play the two economic giants against each
other to gain better deals.

Asean accounts for only around 10% of the region's GDP, while the 'Plus Three'
represents 90%. Competition between China and Japan has been one reason for sub-
optimal co-operation among the Plus Three, but this could change.

Xi is urging further regional economic integration and greater efforts on trade and
investment. Aside from the Beijing-backed Regional Comprehensive Economic
Partnership, he is proposing further talks on a free trade agreement between China,
Japan and South Korea that does not include the United States.

At the same time, almost 70 countries have signed up to China's cross-border Belt
and Road infrastructure initiative. Although it would be politically difficult, Japan's
greater involvement in the Belt and Road would be a major boost for the region. This
could mirror the extended co-operation between the Asian Development Bank, in which
Japan plays a major role, and the China-led Asian Infrastructure Investment Bank, from
which both the US and Japan are absent.

For all the strength and wealth Beijing and Tokyo accumulated, since 1800 neither
has been powerful enough to claim regional dominance. Japan's failed bid for east Asian
hegemony during the second world war, its destruction and subsequent economic
reconstruction has been a development no less significant than China's renewal under
communism and its more recent capacity to influence global financial markets.

As Chinese and Japanese interests become progressively aligned in technology,
finance and industrial development, they might be able to reconcile and work together
towards greater regional co-operation. Setbacks along the way are probable — but the

future path seems increasingly clear.

IMI | 28



IMIEHR | (0

ARTERKRS 2017 | WY

2018 £ % 6 1.8 % 249 #1

RII=+x: ARTERBSEHHERERSHI
TR

T 4%

AR T ERRZFEARKFERT T (IMD 89F S5 50AR. 8 2012 F4F 7%
Ik EAR (AR BFRCIEE 2012) A QAR T ERLIEH (RID) ik, 2245w
FREH R AANRTEFLRE) o AFHAIAK, RERLR I, BEUMFkREE
P, FETHAERALARBEIOZE K E. FRETHIFRELA D LR F KA,
AEERIELEESRAFERRKY M. (ARTEFRLIEES 2017) 280 “BRULART £
B H AR EMLERBE. Bl RIE R AR, KARER T4 “HAt 4
ZEMART LB A" AR “LafTRUAR T LT H A SRAME D5, HE
AN IET BUARPAEBRT % L2 S ARG LB, HZRET L, FiER
B %0S % @meyiEidE, L ERIRIT T RUAR T LB A e) £ R E ARG, HL
HEbP Bty P MG Mk ERTT 0N, ARFFREABRKERGRFSHAHRE ZRE XK
HE . (IMI AR E) WELET R (AR T ERCIRE 2017) TR AFILFE, ARiEH.

AXFik A (AR TEFRLIES 2017) % 2%,

B b EAE R G I A UL 487 10 B Gz i 3 AT s aRAT
AT, Ko g AEARIT I G 2 5 T = A HEEARE > (RD - RE
AT R fizr i D i, (HE il TRARATI 225, HilER M GigrfrE
R G R, BTG A A A (B D . KPR
Wy RS 1 LR T ARAT IR G T, €2 58 s RIRAT SRy 5 AR s,
111 R M ARAT MIBEHERRAE ST o 22 5 it 27 T 3 e I B 7 AL, e — ST SR bl &
oY, H R MEEW T G MRS S KRGS R . i
MEENHZ 5ERDARRE, MEHENEESESEHEZIMETEE . BRAT
B 5 TR AT TGS A T, A5 A A T AH B,
MBS 5 T35 Gy AN AE By TR RE FE A 2R %

=1

VRN, PEANRKEMBCER G AT T BN RO BRSO T 7T S AR AR B AR
S

RUC | 29



Research Information
- BIATERFTH R 5 FiRIETiH BITHEERFEN

AT e e AN B
[, S, S,
i, IIE, AR % [ ot
RATRIZ 532 PR N 1

IR, MR E e, fit
FFL ], A5 USSR SR IE

RTAERE 5 T H {5 20 1 55 AR R I B I
FrE e e LR T
g il IRt e kx4 NN E i
IR Ly, R A,

eS| SEWr B, iR 5 MFBHAE Gy, AR MIEAE 5

L5 TR HERHE —S—Wm s | RIS SR E SR A HRATHE & iR

S5 5T A T+0EE T+1 T+1 T+0
FILENAN i FHEE FVARAT

o H ffi 37 i 35 22 B AR 7 {2 0t)
0.09

mRITEME wZERTE EEWH

B 1 FEERETIHEGNIE
BAEFRIE: WIND

i) 2 AR R R, LR 2016 ER, h Ef 5 a7 i Dk ) 62.9 JI12,
o5 GDP L E i1 2006 4E 1) 40% 3] 90% (K 2) . HErhEfFZTme
TR T BN EE A2, EEARE G, RATE HOTBUFG. SR,
it AR ISR IR S B R R RS RRE S AT
Hefiim S mh (B 3) o AR kA, BEA WIBRACN 3 AN H BRI 75 it ol
A 30 AEHAL 50 AE AR 5 5

IMI | 30



IMI B4R
ARMERHERS 2017

2018 % 6 #.E % 249 HA

VAL
70 100%

62.9
B
26
A I I

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
7R FE —— SGDPRIE

90%
60
80%

50 70%

0,
40 60%
50%

30 40%

20 30%
20%

10
10%

0%

& 2 hEGREEENE
AR IF: WIND

4190/0 2499/0 0020/0

0.64% a

182% "
2.59%
099%_ __— 4

23.68%

» BUR 37 m EURERITRR EUR Z =LA RS
= EAERITHESE EATE = ERIT SRV R SR
m el 3R » BPEFIESF m SR [E {737

E 3 PERFFEERITATE
HHEAJE: WIND
Mz 55 EHTH, mRITEREENTHS 5%, 2016 FHEF

Hfids BN R 62.8%, KFEHEMAESR SV (16.6%) ,

RUC | 31



e
Ihd MRDES
Research Information

NNIRGEHE T AN, G 1.6% A, R TR AM U R SR #ifE 1.8%
it (B4 .

1%

2?’0 OO/D

1% __ %

o)
2%

SHREERR e ERIT {5 A4t = JERITE R
HESR A F] = R nEg3 e ALY
n N AEREE " 225 BT =il = KB

B4 hEGRSFEEFEATSE
HiE K IJE: WIND

WHETERGZF T 7 ETR ™ BRI 2 A, FE AR A AT A i
R L RIFEIS BB . ARAT IR 25 37 b2k 5 51 N IR 22 0, i 1 i
DA 2 B S R AT AR A8 5 TR, LR DURI S B3R R e il i . % 2016
IR, FHH i H B S 1000 12 (B 5) o Tfi{E 2016 R IEH LTI
155 PR 22 B AT AE R P 20 B #5515 F LA AR LR, B2 5% Sl (s
RS ko TIFEAS 2 BTz i b, 1 1995 4 E TR 58 i T3 0 Bl 5
B2 J5, 2013 4385 SCE B 5N E GORIR A E . (5 H A E R R 0
AR AR AT 1R T 3% PRI, AR A2 U8 7 MV ARAT IX — e (B R B AL By o (T vk ik
A8 5 TR 26 1) B Rk v B A R AT B3 RS o

IMI | 32



IMIFHE | 7T
ARTERRIRS 2017 ‘

2018 £ % 6 1.8 % 249 #1

AL
1.2

1.0

0.8

06

04

0.2

0.0 «

—_— T e = T = = T = = T = = T = = T = =
|||||||

—FEEREH

E5 PEMEEHELR
B KR IF: WIND

wh B 25 T A 0 AT TR A R I AR T3 1 R R AN R4 . 2002 4R FF 4R T
JBCT QR T0L H 53 95 T 3 e g MR 8 3 doe P R o (H2, 78 QF I R JEI
L, SEAMFIARAE G BT ST, TG R A7 B 2 52 5 FUASE o it — 2 1Y)
AT 5978 A Wi IR AT T 1. B2, W T oRZ A2 TR,
QFII N [¥3g A A+ P 53 55 R4 5 AT TR 7

2009 JT 46 I N B 1 B Ak i R S BRAT 18] 53 25 17 3 B T80 >k 1K1 3 )
(R 2). AT IREARMERP LR, WE 2R mE AR TiE AT
BEahdedr B2 e RN R Mol 858 BAT MEE 40 N B b 55 2 AT JFURAT
[BIAME T FERRTE 2011 4F, HEH AR T& EEAMEEETH (RQFID
FOVFHRE N B BT A% 58 #4 T-rh E R 9N R B 58 T B AR AT 1A 53 27
14, WEEEAT AT IME RS IR BE)S, QFIN B8t IR v 5
NERAT I T R BT

FEN R TInN [E Br 3% i 2 4 4 SRR B ABLAT IS, 755 5t T 3 F O RAS
FrHIBh 1. 2015 4F 7 FJF1 2016 4F 2 ), ME 2R P e KIEBOTR T840 947
PR &gl BRI E B4 M RAT . PRI SE E bR 5 5T IR iR T
(RIBR o 5 IR LAL 4 B8 38 B B3 vl EARAT A5 25 T A T R A28 5, 0T

RUC | 33



[
IM e
Research Information

ETEMRMET R RGIFE. figrE. THRIR AR EHREL T .
B AT EFrEmiE gl R EEE . NRMILEEFAT S InATIa R4
1T T R Gz RN 5« BRI ST R 22 T3 50, BEAh AT R,
N B T 5 b 25 RS ASOR | A [ o s i) g A b s AR A 9N B T BE 72 AT Wl gk
AN EBATRIINC T2 525 R S P 5L 5, BRI, i, A
IS
AR AME BT B TR T [ i 27 T 3 R DA A = 28189 . QFIl. RQFIN A
F IR FEHELE o (B BT AN BT N BT FIASATI e IS T AR R TA T 3 [ SR R R s bR 1)
BT E S . #2016 4 12 AR, OfF 407 KRS NRIT R T4
B, B BRI 105 2K, HARAT R T 37 4% 5t F AR 1) 2.88% . 3 5t FH R A ALHE
TEAN AT, ErEmid . ERO0E EE. mmRT. REATF UEZFA A
B PN W) S Al B 7 AL S5 % R . B 2016 4F 12 H R, BESMILI
AN NGz REA B N T 7851 1470, % E—HRKH N 1950 127t & 6 4
AT T S A T 1.4%
2 RITEGS TR EHEAMETERIZ
2009  |ARVFBEAMNEFATEHAFRARHII8% G, HTARIT RN
2010.08 |FCVFEAMIAT, BETN)E, RN Mol & s HAT MBS 55 0 N IR M HA 2 AT i NRAT 25 117 4%
N R TS /ML 7S (RQFINHIE, SQFNGIEEAHLL, B3 th2e 5 B i it A B 4l T
2011.12 | ¥ REEVERIT I G115
QFIHE BB R B G ks, WIRIHIR . EIESRA8 5 s B sl ik I 52, i AIBGIE: 7EHRAT
2012.07 |IAM5E 55 113578 B (1 ] 5 YA &t 7

FORRQFISE B, LA B S, SO ARG, AT G285 B e I ad 7=, 2, BABIIbE, WS SHRAAT,
FATRRAT, IS R A I () HR 0

2013.03
2013.03 |ZANRRITHESG, ARSI S (QFIYAT LATE S A HE R R 3 R AT I 555 T 3
2015.05 | CL3RHERE NERAT A5 27 T 4 (R B A IR T Ml 5305 SEAT RIS S0 2 AT 7] LA Je 555 [l W 28 5
KUEHOT XIS 94T, EPRERAL, AN & 34 = RNLERAT IR i 3R bR, W5 5 Rk ST
SR, RN R BRG], AT RIS, BRI, B RERE, B, AR
2015.07 | Hdfke, 5z A S i S fh g b N ROARAT VR IT (928 5
BiAMURITE Y R R RAT, RSAT, WEHRAT, AR AR KHARE P S S R ML, R IR R Rk A
[ FUORAT IR B, AR RIS, IS, BRSSP E N BTN AT A P KU 4 5 3 . [RI U B A MLA 3
2016.02 |HEERRE, WG E R

BAT 7R T AR A or H S B A S s (B 6) . 5T
Yy A GERAH B, BEAMILR R AT e 250 3 22 M SE A e sl v 1 [ 5 A
SRUEARAT 60, X AT S AT I R AT (77 2 B 85%. TMioxt T4l fots Feg kAR
AL A TR (RIRZRDARIT 54T, SEAMILRI I SR AR R /N . AR T
o EHATZANH B SO EEE R T IS TR R AR A A XU R 5
TP o X AT A BATAE AT — B0 IR 1, g MR RS 08 30 [ b 22 42 58

IMI | 34




IMI 5%
ARMERHERS 2017

2018 % 6 #.E % 249 HA

0.4%
0.4%

m [E R o BURMERTHE = ki o FHRE BV RITHE e TZEATE

6 BIMILFBRESEHEEN
AR IE: WIND

RUC | 35



(AEDEFFMERS 2016)

CANRTHE B 2016» WY “LemhE R
WEZERERNEER" . ERET ARTEFRME
B B WS E R A, X AR AA SDR J&H

9 Kb BEE
\J Macro-Finance Book Series

A TNIBC R I BT R 1 P 2 R g
JRIFST, AIRICRWAANCREE, LRI ARRERRE
VSR E T SRR R ammm sk e
SARLH RIS BT, REEW, TRENH

HEH, UEER, HEEENNE, PBERaEEE
RREAL, ML RTR E PRl ek H AR SE B i

@ B AR KF WM

FrIR AR DR

BAME, —RN At SHECR T, 8 ARMILRHE, A
BT R B RSl TR E SR G R B R A,
URRE CWREE. R WMAT BB, @R A E 2T Bk R E PR A TR AR
MR 2. RN eG4 I bR, DA =5 i ) i N A Y SR M A
B TR SE B A Z U I EURAE L, O i AR Ge XURS: o B (40 A O

FEARKFEREDHAFA

INTERNATIONAL MONETARY INSTITUTE OF RUC



XFINTECH

il it

ET BaACKELD Sk

L

s - it & B

I

pe: IMI B RN a A BT FEBM: 2018525 H

e http://www.imi.org.cn/ MR A E REFT TR




	《
	一、国内外经济金融形势研判
	（一）海外宏观1F
	1. 全球主要经济体经济走势分析
	2. 主要国际货币的汇率走势与分析

	（二）国内宏观2F
	1. 经济：7月全面回落，三季度韧性仍强
	2. 通胀：CPI仍弱，PPI尚强，全年无忧
	3. 金融：信贷仍旺，房贷尚高，M2低增正式成为新常态

	（三）商业银行3F
	1. 银行业经营情况
	2. 货币金融数据分析

	（四）资本市场4F
	1. 股市：创业板大涨，其余市场指数均有增长
	2. 债市：静待下一轮交易机会的到来


	二、宏观经济专题：“一带一路”投资成功的制度条件5F
	（一）引言
	（二）文献综述与研究假说
	1. PPP 项目风险结构分类
	2. 影响 PPP 项目成效的因素
	3. 研究假说

	（三）数据来源和研究方法
	1.PPP 项目数据
	2.其他相关数据
	3.研究方法

	（四）对回归结果的分析
	1. 是什么决定了PPP项目的成败？
	2.什么决定了私人部门在 PPP 项目中的风险分担程度？

	（五）延伸性讨论和政策建议
	1.要不要做“第一个吃螃蟹的人”？
	2.企业“走出去”的制度环境选择
	3.多边金融合作机制对促进私人部门参与基础设施投资的重要性


	Filling the Phillips gap
	Emerging markets surpass expectations
	系列四：人民币国际化面临的主要障碍18F


	
	一、国内外经济金融形势研判
	（一）海外宏观P0F
	1. 全球主要经济体经济走势分析

	（二）国内宏观P1F
	（三）商业银行P2F
	（四）资本市场P3F

	二、宏观经济专题: 从市场误判看2018年人民币走势P4F
	系列二十二：直接投资推动人民币国际化面临的挑战28F

	
	一、国内外经济金融形势研判
	（一）海外宏观P0F
	1. 全球主要经济体经济走势分析

	（二）国内宏观P1F
	（三）商业银行P2F
	（四）资本市场P3F

	二、宏观经济专题: 从市场误判看2018年人民币走势P4F
	系列二十六：人民币在岸债券市场基本情况与对外开放现状11F






