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Executive Summary

Author

Japan, America, China and India are home to over three billion people and produce
almost 45 percent of global GDP 1. But despite their joint significance, these four
economies are rarely analyzed as a group. It can seem as if nothing unites them
but size and complexity.

Simon Cox

At BNY Mellon Asia-Pacific, we are taking some initial steps to consider these
four countries in parallel. We call them the G4, as befits the world’s four biggest
economies, valued at purchasing-power parity 2.
It is a particularly interesting time to be thinking about this quartet. Deflation
is receding in Japan; inflation has eased in India; unemployment is declining in
America; and despite China’s stockmarket turmoil, its property market shows signs
of stabilizing. After a period of economic disrepair and political drift, these countries
are now in the midst of recovery, reform, or both. In this series of papers, we explore
what might happen if all four of these giant economies fulfilled their economic
potential at roughly the same time.
This optimistic G4 scenario envisages growth over the rest of this decade averaging
2 percent in Japan, 3 percent in America, 7 percent in China and 8 percent in India.
It is an ambitious scenario, but not an impossible one. In the first paper in the series,
we concluded that each of these economies has “room to recover”. If demand revives,
they can grow quickly for a spell before running into capacity constraints.
Eventually, however, this slack will disappear and they will reach the limits of their
productive capacity. In this second paper, therefore, we look at how this productive
capacity will evolve over the rest of this decade, paying close attention to workforce
trends, capital accumulation, and productivity gains - the ultimate sources of growth.
1 Their contribution to the growth of GDP is even bigger: more than 60 percent in 2015, according to the IMF’s forecasts.
2 Purchasing-power parity attempts to value similar goods and services at the same dollar prices wherever they are sold.
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Labor
The growth of the G4 workforce will depend partly on demographics. But demography is not destiny.
In Japan the working-age population has shrunk in the past five years, but the number of people working
has actually risen 3, thanks to increases in employment and participation rates.
China’s working-age population has now begun to fall 4. But the decline will be fairly gentle for the next
few years. Indeed, the population aged 16-59 may start growing again for a couple of years at the end of
the decade, because the cohort retiring in those years is unusually small.
China’s population by age
(Based on 2010 census)
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The size of the G4 workforce will also depend on the labor-force participation rate (the proportion of
people working or seeking work). In the US, this rate is at its lowest since 1977 5, according to the Bureau
of Labor Statistics. Some of the decline reflects potentially reversible cyclical effects. If this cyclical
damage fades and unemployment drops as low as it did in the last cycle, US employment may grow by as
much as 1 percent a year over the rest of this decade 6.
In Japan, unemployment is low. But many people who say they want to work are not counted as
unemployed because they are not actively seeking employment. In the first quarter of 2015, over 4 million
people who were not in the labor force said they nonetheless wanted to work 7. That is equivalent to 6.5
percent of Japan’s working population. Many of these “missing workers” are women.

Capital accumulation
In Japan, America and India, investment in new capital has been lackluster in recent years. The chief
deterrent to such spending, according to a recent study by the IMF, is economic weakness 8, just as
economic weakness is also one consequence of flagging investment. It is, then, possible to imagine a
virtuous cycle in which improved confidence and a strengthening recovery spur investment, which in turn
helps to bolster the economy.
When that virtuous cycle begins, the G4 economies will not lack for worthwhile projects. In the United
States, private fixed assets now average about 22 years in age, the oldest they’ve been since the 1950s.
In Japan, meanwhile, the capital equipment used by manufacturers is estimated to be even longer in the
tooth: 3-4 years older than in the US 9.
What about China? Because China often invests wastefully, many people conclude that it also invests
excessively. But just because China has overcapacity in some industries, does not mean it has
overcapacity in everything. Despite urban China’s impressive surface infrastructure, many city-dwellers
are still at risk of flooding, thanks to inadequate drainage systems 10. And despite enormous outlays on
subways, the length of track has not kept up with the number of passengers.
Adding everything together, China’s accumulated stock of capital is not yet large, relative to the size of its
population and workforce (see chart).
3 http://www.stat.go.jp/data/roudou/longtime/zuhyou/lt01-a10.xls
4 Although, contrary to conventional wisdom, its workforce (its “economically active population”) is still increasing, according to the latest figures from the
National Bureau of Statistics http://www.stats.gov.cn/tjsj/ndsj/2014/zk/html/Z0401E.HTM
5 Bureau of Labor Statistics
6 BNY Mellon calculations, based on participation scenarios by the Council of Economic Advisers and population forecasts by the Bureau of Labor Statistics
7 Japan Labor Force Survey
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Technology
Optimists argue that the world is in the midst of a third industrial revolution, driven by the rapid growth
and diffusion of networked computer power throughout the economy. These “technotopians” imagine a
future of driverless cars, refurbishable bodies and artificial minds. Sadly, these exciting breakthroughs
have yet to translate into any discernible uptick in the rich world’s miserable rate of productivity growth.
But such a lag between technological and economic revolution is not unprecedented. To boost worker
productivity, improved technologies have to be “embodied” in new equipment, and widely deployed by
firms. That requires investment. The IT revolution may, therefore, revive when capital formation finally
booms. To fulfil the G4 scenario, US labor productivity will have to grow by about 2 percent a year, a
“somewhat optimistic”, but “plausible” aspiration, according to one Fed study 11. Japanese productivity
will have to grow equally fast, but from a significantly lower base.
Even if technological progress remains as slow as some techno-skeptics fear, China and India still have
great scope to enjoy “catch-up growth”. They can improve their productivity by assimilating techniques
that are not new to the world, but are new to them.
Many people, however, argue that developing economies tend to fall into a “middle-income trap”,
interrupting their progress from poverty to prosperity. The idea of such a trap is intuitive and popular.
But we find it hard to confirm in the data. The chart below shows how countries have grown in the five
years after reaching a given level of per capita income. The data span more than 200 countries and
50 years. If the middle-income trap exists, we would expect growth rates to dip in the middle range of
income brackets. But no such dip is discernible. If anything the opposite is true.

Average annual growth of per-capita GDP
over the next 5 years
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Conclusion
The growth envisaged in our G4 scenario is somewhat front-loaded, driven by a cyclical upswing as demand
revives in the next year or two. Later in the decade, supply-side limits will impose themselves. At that point,
growth will depend heavily on the pace of productivity improvements.
Unfortunately, productivity growth is particularly hard to predict. “Productivity forecasts have had no success
historically,” Robert Hall of Stanford has pointed out, with merciless honesty. That poor track record is
humbling for long-term forecasters. But this lack of predictive success offers one consolation. Many of those
who foresee an era of economic stagnation have already decided that productivity growth will disappoint as
the world economy revives. Such a conclusion seems to us premature. Forecasts of productivity failure are
as fallible as any other. If we cannot know the future, we cannot know that it will be bleak. Good investors will
remain open to other, brighter possibilities.

IMPORTANT NOTICE
BNY Mellon Investment Management is an investment management organization, encompassing BNY Mellon’s affiliated investment management firms, wealth
management organization and global distribution companies. BNY Mellon is the corporate brand of The Bank of New York Mellon Corporation and may also be used as a
generic term to reference the Corporation as a whole or its various subsidiaries generally.
Products and services may be provided under various brand names and in various countries by subsidiaries, affiliates, and joint ventures of The Bank of New York
Mellon Corporation where authorized and regulated as required within each jurisdiction, and may include The Bank of New York Mellon, a banking corporation
organized and existing pursuant to the laws of the State of New York (member FDIC) and a wholly owned subsidiary of The Bank of New York Mellon Corporation.
This document is issued by BNY Mellon Investment Management and its various subsidiaries and affiliates (refer Issuing entities below), and distributed by it in
conjunction with The Bank of New York Mellon and its subsidiaries and affiliates who have various branches and representative offices in the Asia-Pacific Region which
are subject to regulation by the relevant local regulator in that jurisdiction. Details about the extent of our regulation and applicable regulators in the Asia-Pacific
Region are available from us on request. Not all products and services are offered at all locations.
This information is not investment advice, though may be deemed a financial promotion in non-U.S. jurisdictions. Accordingly, where used or distributed in any non-U.S.
jurisdiction, the information provided is for Professional Clients only. This information is not for onward distribution to, or to be relied upon by Retail Clients.
For marketing purposes only. Any statements and opinions expressed are as at the date of publication, are subject to change as economic and market conditions
dictate, and do not necessarily represent the views of BNY Mellon or any of its affiliates. The information has been provided as a general market commentary only
and does not constitute legal, tax, accounting, other professional counsel or investment advice, is not predictive of future performance, and should not be construed
as an offer to sell or a solicitation to buy any security or make an offer where otherwise unlawful. The information has been provided without taking into account the
investment objective, financial situation or needs of any particular person. BNY Mellon and its affiliates are not responsible for any subsequent investment advice
given based on the information supplied. This is not investment research or a research recommendation for regulatory purposes as it does not constitute substantive
research or analysis. To the extent that these materials contain statements about future performance, such statements are forward looking and are subject to a
number of risks and uncertainties. Information and opinions presented have been obtained or derived from sources which BNY Mellon believed to be reliable, but BNY
Mellon makes no representation to its accuracy and completeness. BNY Mellon accepts no liability for loss arising from use of this material. If nothing is indicated to
the contrary, all figures are unaudited.
Any indication of past performance is not a guide to future performance. The value of investments can fall as well as rise, so investors may get back less than originally invested.
Not for distribution to, or use by, any person or entity in any jurisdiction or country in which such distribution or use would be contrary to local law or regulation. This
information may not be distributed or used for the purpose of offers or solicitations in any jurisdiction or in any circumstances in which such offers or solicitations are
unlawful or not authorized, or where there would be, by virtue of such distribution, new or additional registration requirements. Persons into whose possession this
information comes are required to inform themselves about and to observe any restrictions that apply to the distribution of this information in their jurisdiction. The
investment products and services mentioned here are not insured by the FDIC (or any other state or federal agency), are not deposits of or guaranteed by any bank,
and may lose value.
This information should not be published in hard copy, electronic form, via the web or in any other medium accessible to the public, unless authorized by BNY Mellon
Investment Management.
Issuing entities
This information is approved for Global distribution and is issued in the following jurisdictions by the named local entities or divisions: Europe, Middle East, Africa and
Latin America (excl. Switzerland, Brazil, Dubai): BNY Mellon Investment Management EMEA Limited, BNY Mellon Centre, 160 Queen Victoria Street, London EC4V 4LA.
Registered in England No. 1118580. Authorised and regulated by the Financial Conduct Authority. • Switzerland: Issued by BNY Mellon Investments Switzerland GmbH,
Talacker 29, CH-8001 Zürich, Switzerland. Authorised and regulated by the FINMA. • Dubai, United Arab Emirates: Dubai branch of The Bank of New York Mellon, which
is regulated by the Dubai Financial Services Authority. This material is intended for Professional Clients only and no other person should act upon it.• Singapore: BNY
Mellon Investment Management Singapore Pte. Limited Co. Reg. 201230427E. Regulated by the Monetary Authority of Singapore. • Hong Kong: BNY Mellon Investment
Management Hong Kong Limited . Regulated by the Hong Kong Securities and Futures Commission. • Japan: BNY Mellon Asset Management Japan Limited. BNY Mellon
Asset Management Japan Limited is a Financial Instruments Business Operator with license no 406 (Kinsho) at the Commissioner of Kanto Local Finance Bureau and
is a Member of the Investment Trusts Association, Japan and Japan Securities Investment Advisers Association. • Australia: BNY Mellon Investment Management
Australia Ltd (ABN 56 102 482 815, AFS License No. 227865). Authorized and regulated by the Australian Securities & Investments Commission. • United States: BNY
Mellon Investment Management. • Canada: Securities are offered through BNY Mellon Asset Management Canada Ltd., registered as a Portfolio Manager and Exempt
Market Dealer in all provinces and territories of Canada, and as an Investment Fund Manager and Commodity Trading Manager in Ontario. • Brazil: this document
is issued by ARX Investimentos Ltda., Av. Borges de Medeiros, 633, 4th floor, Rio de Janeiro, RJ, Brazil, CEP 22430-041. Authorized and regulated by the Brazilian
Securities and Exchange Commission (CVM).
The issuing entities above are BNY Mellon entities ultimately owned by The Bank of New York Mellon Corporation
BNY Mellon Company information
BNY Mellon Investment Management EMEA Limited (“BNYMIM EMEA”) is the distributor of the capabilities of its investment managers in Europe, Middle East, Africa
and Latin America. Investment managers are appointed by BNYMIM EMEA or affiliated fund operating companies to undertake portfolio management services in
respect of the products and services provided by BNYMIM EMEA or the fund operating companies. These products and services are governed by bilateral contracts
entered into by BNYMIM EMEA and its clients or by the Prospectus and associated documents related to the funds.
BNY Mellon Cash Investment Strategies is a division of The Dreyfus Corporation. • Insight Investment Management Limited does not offer services in the U.S. This
information does not constitute an offer to sell, or a solicitation of an offer to purchase, any of the firms’ services or funds to any U.S. investor, or where otherwise
unlawful. • BNY Mellon owns 90% of The Boston Company Asset Management, LLC and the remainder is owned by employees of the firm. • The Newton Group
(“Newton”) is comprised of the following affiliated companies: Newton Investment Management Limited, Newton Capital Management Limited (NCM Ltd), Newton
Capital Management LLC (NCM LLC), NCM LLC personnel are supervised persons of NCM Ltd and NCM LLC does not provide investment advice, all of which is
conducted by NCM Ltd. Only NCM LLC and NCM Ltd offer services in the U.S.• BNY Mellon owns a 20% interest in Siguler Guff & Company, LP and certain related
entities (including Siguler Guff Advisers LLC).
Issued as at 21 Aug 2015 GA22 21 Feb 2016 (6M)
©2015 The Bank of New York Mellon Corporation.

