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Abstract:

The global financial crisis has put an end to the credit-fuelled consumption boom that started in the United
States and other advanced economies in the early 2000s. For Asia, weaker demand from advanced economies
means that an important source of growth would remain subdued. Against this background, we focus on three
questions: ·

• Is Asia more dependent on external demand than other regions?

• What is needed to strengthen domestic sources of growth in Asia? Are there differences in the region? ·

• Which policies, both in Asia and abroad, would achieve a successful rebalancing of global demand?

To answer these questions we follows a three-step strategy. First, we quantify Asia's growth dependence on
external demand by looking at a value-added concept of trade flows-capturing not only direct, but also indirect
trade linkages between Asia and advanced economies (e.g., Malaysia's export exposure to the United States
via its exports of intermediate goods to China). Second, we assess whether consumption and investment in
Asia are "too low," and the amount of resources employed in the tradable sector "too high," by comparing them
with model-based and empirical benchmarks. And third, we use the IMF GIMF model to assess the impact of
macroeconomic and structural policies that could be adopted in Asia and abroad, and that could strengthen
domestic sources of growth in the region.
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