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Introduction

At present, Japan is the third largest economyeims of GDP. It is also
the largest exporter and the third largest impooferaw materials in the
world. Japan’s mega-corporations with their capitalestment in East
Asian countries have been effective in inducingrteeonomies and ex-
ports in the past. This study is important becahseperformance of Ja-
pan’s economy would not only have an impact orovts population, but
also on the rest of the global economy. The questidses: Why, after
being a star performer in the OECD from 1950 toQl9%as Japan now
witnessed economic stagnation for over two decades?

Japan was officially occupied from 1945 to 1952, the US has main-
tained a military presence there ever since. Imatetyi after the Second
World War, Japan’s economy experienced severe gmal but with the
outbreak of the Korean War, its GDP growth increasgidly.

Between 1950 and 1972, Japan’s economy experiehiggd growth
rates of more than 9% per annum on average (Sigdi§09a), compared
to just 3.6% for the US and 4.7% for Western Eurdypeéng the same peri-
od. The oil crisis in 1973, followed by the glokadonomic crisis, slowed
down its growth rates. In the case of Japan, Igyvewth rates returned in
1990-2001 (1.3%), while in the US this increasedB#% for the same
period. However, if average annual growth ratesthar period between
1950 and 2000 are examined, we find that Japamnpeed better (5.7%)
than the US (3.2%) (Maddison, 1995; OECD, 2013).

For the last two decades, however, Japan’'s econperformance can
best be described as dismal. In the 1980s, it wdslyvseen as a success
story and in the early 1980s, when the US econorag experiencing
a severe crisis, Japan was said to be the modehtdate. However, such
a statement would be very unrealistic now (SiddigQD9a).

In May 1989, the Bank of Japan began to raiseestamtes to dampen
speculation. Soon after the bubble burst in 1982 Nikkei Index fell from
38,915 in December 1989 to 14,309 in August 19922®03 it had de-
clined by a further 50% i.e. to 7,000. This crestedassive asset deflation,
which in turn led to a banking crisis in Japan. iDgrthe period 1992—
1995, the yen appreciated by nearly 50%, meanimgge loss of competi-
tiveness in the export sector for a country likpala where until recently
exports had contributed hugely towards higher gnorates. With the East
Asian crisis in 1997, Japan’s export markets drdgfpether, as East Asian
countries buy one-third of Japan’s exports. Asslligits exports to East
Asia fell by 25% within the space of one year 1898 (Siddiqui, 2009a).
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The economic growth collapsed and the macroecontwmibles seems
to have triggered the crisis in the financial sediach time the recovery of
the Japanese economy looks like it is picking tyigpon after falls back.
Japan’s economy has virtually stagnated. Some euiste blame this on
unfavourable shocks that began with bursting oftbaiéble economy’, and
suggest that the supply side has not changed muratgdhe earlier period
of high growth. The solutions lie in the adoptidnnwore suitable macroe-
conomic policies such as targeting exchange ratéation, fiscal spend-
ing. While others argue that the problems are émpér and would require
structural reforms (Berry, 2012; Boltho & Corb&00).

In 1994, Japan’s share of global GDP was 17.9%bp@®011, this had
declined to half of this i.e. 8.8%. Japan’'s sharelobal trade declined
even more sharply to 4% and the stock market coesirio remain at one-
quarter of its 1990 level. For the past 10 yedss¢onomy has grown at an
annual rate of just 0.4%. Unemployment is high &yahese standards but
at below 5%, it is half the level of many developedntries.

In the late 1990s, the government started to peosithsidies which not
only have kept several loss-making “zombie” comparin business, but
have also succeeded in discouraging the creatioewfbusinesses in those
sectors where the subsidized companies are mosgalengé, such as the
construction industry. Employment creation and pmigity growth also
slowed down in “zombie”-dominated sectors (Cabalkdral.,2003).

So, what went wrong with the Japanese economys?haid to imagine
that Japan’s miracle post-war growth has now seffever two decades of
stagnation. Although it enjoyed a few short-livestipds of recovery such
as in 1995-96, the average growth rate over tho@dr991-2014 was
a mere 1%. Despite historically low interest ra#éesl a series of fiscal
stimuli, growth has not revived. So, what has cdubé long stagnation?
Whilst it is true that in the 1990s Japan witnesaetumber of disasters
such as the East Asian crisis (Siddiqui, 2009b) thiedKobe earthquake,
such events can hardly explain a two-decade |lagnstion.

This study will examine these developments and gbsirin the Japa-
nese economy, drawing on existing academic liteeaiand on the basis of
a critical review it will try to identify the keyelasons which lie behind this
decades-long economic crisis.

The article is structured as follows: it beginsgrpviding an overview
of the Japanese economic crisis, contrasting thisthve post-war econom-
ic boom which it experienced. The causes of theddavn in the Japanese
growth rates are then discussed. After examinimggctbuntry’s deepening
economic crisis, the ongoing debate about the canses of the economic
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stagnation and crisis is explored, before closingiih some concluding
insights.

The methodology of this paper is based on secondaty. Analysing
pre-existing secondary data is the only possiblg teaobtain macroeco-
nomic data. These include data from official sosraed from international
institutions, such as the World Bank and UNCTAD.

This study will briefly examine a number of factavhich have played
an important role in the post-war economic boorndapan. However, the
analysis of neo-classical economists is very ndyrdacused, tending to
ignore wider social and political aspects which rhaye impacted on eco-
nomic performance. They are unable to explain Japgrowth, because
the factors that contributed towards it are incotilye with neo-classical
economic theory (World Bank, 1993; Krugman, 1994tlé, 1982). Their
flawed model also means that they are unable taigxthe on-going stag-
nation in Japan’'s economy. This being the casesa ¢érthodox approach
may offer a more comprehensive explanation of Jagaolitical economy
including its current decades long economic stagnat

The High Growth Era - 1950-1972

Following Japan’s defeat in the Second World War,eiconomy experi-
enced a number of problems, not least of whichwizet to do with its vast
army of 7.5 million troops and the dismantling &f military and armament
production (Tsuru, 1993). A number of policy measuwere taken, which
later proved to be crucial in boosting the domestianomy.

Firstly, the early post-war economic reforms introeld by the occupy-
ing forces included the dissolution of thaibatsy which were conglomer-
ates of big business groups, viewed suspicioustheyS. During the war,
they had been closely allied with the military amere seen by the US as
having benefited from the war economy. Tlabatsuhad been favoured
by the Japanese government in the pre-war perisdugh various
measures such as offering them subsidised fundgy ltaxes and govern-
ment contracts to supply goods to its armies. Thekgebusiness groups
were also involved in the production of armamenasamals during the war
(Tsuru, 1993).

Secondly, the land reforms initiated by the US psting forces not on-
ly addressed rural inequalities, but also increaagicultural output. At
that time, it was considered that land reforms wereessary to democra-
tise the country since at the end of the Secondd\ar, concentration of
land ownership posed a major problem in Japan. &@¥eof the land was
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owned by absentee landlords, 70% of the farmers v@rants and 68% of
the total farm output was paid to landlords in rekfter the war, there was
an obvious need for radical measures in order trodnce rural equality
and raise agricultural incomes and output(Tsur@3).9

General MacArthur, who then headed the US fordesngly supported
the government bill on “Rural Land Reforms” in 194%& Harrison (1983,
p. 168) notes:

“The post-war reform sought to eliminate the despliaadlords by in-
creasing the number of owner-occupigrs] transforming tenants into
owners.”

Almost all land was purchased by the governmenttaed sold to the
tenants on easy terms. As a result by 1955, abthl742,000 hectares of
cultivated land had been transferred to 4,478,ed@rits, who became in-
dependent farming households. The government aldaced rents (Dore,
1971; Ogura, 1967). In short, the post-war lan@rmafin Japan brought
tremendous changes in the structure of land owipeesid the rural econ-
omy, bringing new vitality to agricultural growth.aimed to break the land
monopoly (i.e. agricultural estates and absenteéhlalders) in Japan and
transfer land into the hands of small farmers anéts.

In 1950, nearly 48% of the Japanese labour force stil engaged in
the agricultural sector, as against 5% in the Ukwever, the rapid post-
war growth continuously drew people in from theafuareas to the urban
industrial centres and, at the same time, the nurobéhouseholds in-
creased. These increasing job opportunities armimes helped create rap-
id expansion in domestic markets and demands fwswuoer goods. During
the post-war economic boom, rapid technical pragvess fuelled by high
investment in the manufacturing sector along wising levels of invest-
ment in R&D. From 1960 to 1973, Japan’s investn@D#® ratio was
18.5%, as against 10% for the US for the same ¢gheBooyant domestic
demand provided further incentives to develop amvést in new technolo-
gies and products (Yoshikawa, 2000).

The third important factor which contributed to thest-war economic
boom was the start of the Korean War followed dhaafter by the Vi-
etnam War. It is now widely acknowledged that therdé&n War boosted
high growth rates in the post-war period and martkexdbeginning of the
long period of economic miracle in Japan (Tsurl3t9toh, 2000). With
the start of the Korean War in 1950, the Japamesks trose dramatically,
boosting its export sector and its economy in gan&¥ith increased ex-
port earnings Japan was able to import at muchehitgwvels, especially
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high technology and raw materials for use in itfustries. For instance, the
Japanese imports rose from US$ 1 billion in 19498$ 2 billion by the
following year.

We should not forget that Japan received huge wastreconstruction
grants in addition to US$ 2.2 billion in militaryrqzurement orders from
the US between 1950 and 1953. Such orders accotortearly 65% of
Japanese exports over those years, which couldeberided as military
Keynesian. As Tsuru (1993, pp.77-78) argues:

“though paramilitary demand arose on account of Kleeean ‘Special
procurement’, it appeared clear enough during tlaglye occupation
years that a major reliance had to be placed onoeixdemand if the
economy was to continue on the growth path.

In fact, soon after the Second World War, the gétg® of the region
dramatically changed with the start of the Cold Wdnis, together with the
Korean War boom and the Vietnam War, provided gopgortunities for
Japanese businesses to expand and promote tlee@sits; allowing them to
resurface as a regional power. Under full US nmififarotection, Japan was
also spared from military spending and could inadktts energy into in-
vestment into consumer goods. The US also liftecbtlrriers to transfer of
modern technologies, its strategic objective bekepping Japan on our
side”. Domestically, therefore, the US had to caogibusinesses, especial-
ly the textile industry, which feared Japanese asiitipn. It also had to
persuade European countries to open their markefapanese products,
because of the perceived lack of reciprocity fraapah (Forsberg, 2000;
Itoh, 2000)

The manufacturing industry has been at the foréfodnlapan’s post-
war miracle. The rapid expansion of manufacturingpot initiated the
cumulative increases in output and productivity jolhin turn helped its
businesses to become more competitive in oversasdsets and to expand
its export share. When barriers were lifted on irtipg new technology to
Japan, it was able to take advantage of dynamiocgwes of scale and
modify imported technology to enhance productivitymade best use of
imported technology, turning it into low-cost mgseduction systems. Due
to the increased availability of raw materials @adhnologies, Japanese
industry was able to double its scale of productind further decrease the
overall costs of production. For example, in théd$ its steel industry
successfully improved the quality of largely immatttechnology. Similar-
ly, in the automobile industry, imported technolaggs applied to improve
quality, allowing Japan to later emerge to compsetecessfully in interna-
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tional markets. Between 1950 and 1972, the Japaues®my experienced
an average growth rate of 10% per annum, madelgegtiie to extremely
high investment and very rapid technological pregrgorsberg, 2000).

Wage increases lagged behind productivity growthiclv made it pos-
sible for continuous growth in the share of profitggo into investment. At
the same time, public investment went into infrasture, especially in
R&D and transport, designed to meet business clgike rather than into
public spending on welfare, recreation and housirgs skewed public
investment towards the capital-goods and expotbeeat the expense of
wage goods has been the hallmark of Japanese postegnomic devel-
opment.

Japan’s post-war boom was led by Prime MinisterhYas Shigern,
whose primary focus was to modernise the economougt heavy indus-
tries. The government later advanced plans to @&sereboth public and
private investment. This task was given to the Btigi of International
Trade and Industry (MITI), which was regarded as thost powerful or-
ganisation during the country’s rapid industridiiza period. MITI was
assigned to target a small number of industrialosecsuch as steel, ship-
building, chemicals, machinery and electronics Whigere supposed to
help fuel the rapid industrialisation and transfation of the economy and
achieve higher growth rates. Large amounts of reesuwvere made availa-
ble to the chosen industries, the aim being tosfaam them into global
successes.

In the 1960s average wages in the industrial seeéoe lower than in
the US and Western Europe and wage growth in Jalsanlagged behind
productivity growth. Johnson (1998, p. 653) argtiest the East Asian
model consists of:

“Asian values on subjects such as the nature ofrgoent, priority

given to the community over the individual, andegoment guidance of
a nonetheless privately owned and managed marketoeay, with eco-
nomic growth tied above all to exports. This costraith the Anglo-
American emphasis on what westerners claim areeus@l values: in-

dividualism and laissez-faire, with economic growdd above all with

domestic demand.

At the same time, inflows and outflows of capitare closely regulat-
ed. As a consequence, foreign corporations foumttitally impossible to
penetrate the Japanese market. Johnson (19985)pafues that the Japa-
nese structures include:
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“cartelisation of the keiretsu-chaebol variety, bdmdsed systems of
capital supply, mercantilism and protectionism esternal economies,
and rule by bureaucratic elites.”

and they were designed:

“to enrich the nations of East Asia, not to meesoarer demand, glob-
al efficiency, individual choice or any of the athmotives posited by
neoclassical economiés.

The manufacturing sector became the engine of grawpost-war Ja-
pan’s economic development. The expansion of matwiag output had
a wider impact on labour productivity and techngloghich in turn creat-
ed a rising export sector. Most important developimieom 1950 to 1990
was therefore driven by investment in heavy indestas it exhibited large
sunk costs and economies of scale, which acteffexgiee barriers to en-
try. As a result, an oligopolistic industrial sttue emerged, known as
keiretsy which included companies such as Mitsubishi, Wit¥oyota,
Smitomo etc. These large businesses operated ¥ tiggnarchical struc-
ture through a subcontracting system with smalhedium sized enter-
prise (SMEs). Japanese SMEs are still very imparamthey provide em-
ployment for 80% of the labour force. As Tsuru 199.385-86) explains:

“A particular industry succeeds in becoming an ekpuatustry through

a resort to the dual price system and then in egpanthe scale of pro-
duction to make full use of the economy of scalaioprice and quan-
tity changes become negatively correlated [...] thgrovement in

productivity in domestic production resulting fréanger investments in
human and physical capital was actually made pdssibthe successful
in export expansioh.

In the Japanese model of strategy frameworks,tttte plays a more ac-
tive role which differs in various ways to the doint Anglo-American
neoliberal economic governance strategy (Siddid@95). This state-
directed model of industrial development was seeiheaing successful in
achieving post-war economic success, since itsauproutperformed all
the other developed economies (Johnson, 1982).nberetand Japan’s
economic strategy, we must take into account thetfat its government
has actively followed an interventionist industialicy and also that Japa-
nese companies have a unique institutional (praoshicsystem of big cor-
porations assisted by small firm production netwfibkki, 1990). These
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SMEs supply intermediate goods, in what is calledual structure’. The
relationship between big companies and sub-cowtrmcotvas often de-
scribed as a close network, built on the basis ofual trust, and they
worked in close proximity with the large companiesvhat were known as
‘company castle towns’, for instance Toyota CitjheTgovernment also
undertook initiatives to support industry by makifgnds available for
industrial supplier associations (Cowling & Tomidms 2011; Sako, 1996).

Aoki (1990) analysed Japanese companies, using imhatlled the J-
model, and found it differed from Western companubsch were based on
the hierarchical H-model based on finance and gitangements, em-
ployer-labour relations, subsidies, structure, ktbhas been suggested that
the Japanese state was able to build a consensusgastakeholders to
achieve higher economic performance. However, Japaxperience of
nearly three decades of economic stagnation amdgiowth has led econ-
omists to question the so-called unique Japanesielm8ince 1991, the
poor economic performance has been remarkably aindl that in the
Western countries, where economic power is maiolycentrated in the
hands of big corporations. Despite the fact thatdase big corporations
work closely with subcontractors, they control thbyndictating contract
conditions, imposing technologies and ultimatelyvpo among them re-
mains asymmetrical. Burkett and Hart-Landsberg Q2@0 121) have de-
scribed the Japanese model as an

“exploitative, hierarchical, undemocratic and expansst form of capi-
talisnt’.

It now appears that the strategic interests ofcbigorations were often
pursued at the expense of other stakeholders wittlieirdapanese economy
and society (Cowling & Tomlinson, 2011).

The Japanese case also demonstrates that, withreedef protection-
ism, industrial strategy and state investment aivet a dynamic growth
for a (significant) period. However, in the longerm, the case of Japan
also highlights that when a corporatist policy igqued and hierarchical
governance structures emerge, then long-term dewveot paths are likely
to be determined by the few with the public intefesing compromised.
This is a crucial lesson for the design of futur@ustrial strategy (Cowling
and Tomlinson, 2011, p. 843).
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The Post-High Growth Period - 1973-1991

In 1973-74 oil prices quadrupled and the fact dzgtan was the world’s
largest importer of oil meant it was worst affect®dthis dramatic price
rise. This oil shock provided a strong stimulugitowth in manufacturing,
especially in machinery industries, which had ebguered rapid rise in
productivity and competitiveness in the 1960-19T0sddition, the depre-
ciation of yen by 10% against the US dollar helgemachinery sector to
gain price competitiveness internationally. Thusnf 1972 to 1976, the
wholesale price index of machinery rose by 25%apah as against 40% in
the US. Given the depreciation of the yen overdgdime period, the price
competitiveness of its machinery improved by 25%niarnational markets
(Itoh, 2000).

Financialisation of the global economy has incrdasiace the 1980s,
a period which also witnessed a series of finanmiales. Financialisation
of the developed economies seems to have compouheedost exploita-
tive elements of capitalism i.e. intensifying inatity and increasing insta-
bility. Instability of the market economies has dragised the increasing
danger of internationalisation of financial markieralisation based on
laissez-faire policies leading to increased economstability. Laissez-
faire policies based on government non-intervenéind unregulated mar-
kets and flexible exchange rates, have increasedntidence of capital
flight, speculation, and exchange rate vulnerahilgenerating low em-
ployment and poor growth performance (Clarke, 20A@itis & Pitelis,
2008).

Firstly, Japan’s crises are the result of over audation, which is
largely due to the structural propensity to builddquctive capacity while
experiencing contraction in effective demand. Timeestment of the oli-
gopolistic keiretsy which dominate the economy, depends on effective
demand, which ultimately determines the degree rofiyction capacity
utilization and ultimately levels of profit. The gernment is trying to raise
effective demand by raising public spending. In4,98hen 250 Japanese
yen was being traded for 1 US dollar, the success attributed to its in-
dustrial policy, just-in-time delivery, labour poles and cultural character-
istics. However, it seems that the overvalued Udor undervalued yen
and an expansionary monetary policy contributedht rapid economic
growth rates in the early 1980s. Japan did befrefit the undervaluation
of yen against the US dollar (See Figure 1). Kald®71) found that even
the United Kingdom raised growth rates by stimuigtexports through
subsidising them or by undervaluing exchange ratdse 1960s.
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Figure 1. Exchange rates of yen vs. US$
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Secondly, the liquidity crisis is associated witle 1985 Plaza Accord,
which led to the sharp appreciation of yen agaimstUS dollar. The gov-
ernment attempted to prop up the economy as theepfon in yen led to
a huge build-up of excessive liquidity in the madgreriod. When the
speculative bubble eventually burst in 1991, thenemy was caught in
a liquidity trap from which it is yet to recovero& after the Plaza Accord,
Japanese corporations increased their investmesrseas, especially in
East Asia (Siddiqui, 2012a). Japanese big busieeBegan to generate
internal capital for investment and lowered theicessive reliance on
banks. The banks with excessive liquidity turnedaas financing reck-
less speculation in estate, urban property, anck stoarket. At the same
time, the Bank of Japan lowered interest ratessmah after, in 1987, the
Ministry of Finance began to pursue an expansionagetary policy. All
these measures led to the build-up of excessiuiiigy.

The Plaza Accord appears to have brought majorgasariit the begin-
ning of 1985, the exchange rate was 240 Japaneséy®ne US dollar.
By 1988, yen had appreciated to 125 per US dolifier the Plaza Ac-
cord, exporting capital became more profitable Japanese corporations,
but it did not prove to be a long-term recipe focsess. With the overvalu-
ation of yen, Japan’s investment was diverted fdmmestic destinations in
favour of overseas low-cost alternatives. Manufi@aetu investment was
diverted from Japan’s industrial regions in favairlow-cost overseas
destinations. With the overvaluation of the yen #mlrising wages in the
country, manufacturing investment by Japan’s bigpamtions was divert-
ed from Japan’s industrial regions and shifted seas to alternative low-
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cost destinations. As a result overseas productiee six-fold between
1985 and 2002, which was far higher than any otteMeloped country
during this period.

Overseas investment generated income in the fonmapaftriated profits
and dividends and the country joined the ranksief‘tentier” nations. This
happened in the second part of th& 26ntury, when the US maturity was
characterized by outflow of capital, which promotkd industrialisation of
its rivals, leading to the industrial decline oétlS since 1973. However,
unlike the US, Japan has been reluctant to trass@egic technology and
knowledge to East Asian countries. Japan’s majermational competitive
advantages are in sophisticated machinery, eléctrooomputers and ro-
bots, and it has focused on technology-based iridastvhich are high
value-added and low energy.

Moreover, Japan’s persistent trade surpluses te/¢ol the accumula-
tion of huge foreign exchange reserves. Under @blle exchange rate
regime, the accumulation of huge surplus would Hadeto a spectacular
appreciation of exchange rate and ultimately wduwdde eroded export
competitiveness. However, Japan countered anyldesgen appreciation
with export of capital through foreign direct capitnvestment. The Minis-
try of Finance was able to limit yen appreciati@ither through open-
market operation in close cooperation with the Baihkapan, or by making
an agreement with the US Treasury, as was cleady during the Clinton
presidency.

The Stagnation Era Since 1992

Stagnation began in 1991 with the collapse of stoakket, land and estate
prices. A comparison between 1991 and 2000 shoatgtiring this period
the Nikkei share price index fell by 50%, while daprices by 25% (Mayer,
1999). This massive loss of wealth impacted mosersdy on business
future investments. Whilst company investment haxdteased by an aver-
age of 8.5% annually in the 1980s, negative investmvas recorded for
the period 1990-2014. Consumers, whose disposabtemes witnessed
near stagnation, cut back on their spending. Thé&davhich had extended
credit on the appreciating yen, especially afterniid-1980s, found them-
selves being overtaken by large amounts of norepeihg assets, which
reduced lending. Failure to tackle these bad ldgnthe Japanese govern-
ment added to the crisis (Boltho & Corbett, 200®garding the misman-
agement due at least in part to the favouritism aepotism rife in the
1980s Johnson notes: “Japan has complacently cewtito protect its
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structurally corrupt and sometimes gangster-ridiens and has made
only gestures towards holding anyone responsibigualy all its public
funds to stimulate the economy have gone intqtigically powerful but
environmentally disastrous construction industdghnson, 1998, p. 655).
Japan’s economy stagnated in the early 1990s thftestock market prop-
erty bubble burst. However, its 2009 economic perémce was even more
troubling. AsThe Economis{2009, p. 73) noted at the time:

“Industrial production plunged by 18% in the yearRebruary, to its
lowest level since 1983. Real GDP fell at an anisedl rate of 12% in
the fourth quarter of 2009 and may have declinezhdaster in the first
three months of this year [2009]. The OECD foresastat Japan’'s
GDP will shrink by 6.6% in 2009 as a whole, wipmg the gains from
previous five years of recovery [...] For 16 ye#inre economy has in ef-
fect, gone nowhere.

Another symptom of the stagnation is the deterinogasocial conditions
for working people and also the sharp decline m #lverage birth rate.
Japan'’s birth rate was above two in 1973, but &feeefell continuously to
1.29 by 2005. As a result, Japan’s population bdgadecline and long
term predictions have estimated that its populatithhave halved by the
end of the 2% century. This rapid shift to an aged society Wwiiing dra-
matic change to relatively stable proportions gfaies post-war economy.
Change of this kind will threaten pension plansdita insurance and
education, leading to a budgetary crisis of th¢estggiddiqui, 2014b) and
will seriously damage prospects of economic devekq, including do-
mestic demand and labour supply.

Japan’s industrial structure has experienced $igmf changes since
the early 1990s. The most significant developmdwage occurred since
2005, when the real effective exchange rate ofyrebecame more con-
sistent with its long term average. The yen begaappreciate in 1985,
peaked in 1995, when its value was 80% higher thaad been in 1980,
and then began to decline until 2007. Yen begandharp rise relative to
the US dollar after Plaza Accord. As a result, thenufacturing sector
witnessed contraction. The Japanese governmenedeby expanding both
fiscal and monetary policies. This coincided wiglrdurable terms-of-trade
changes at the time (caused by the decline igadl,and primary commod-
ity prices). With the emergence of a bubble econaimy urban and estate
property prices rose sharply. To control it, th@alese government re-
versed its policies in 1991. The economy entergéal long-term stagnation
in 1992. For next decade, the annual GDP growthagesl less than 1%,
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causing it to be referred to as “the lost decad®spite a small rise in

growth rates which rose to 2% in 2003-04, this stexm recovery did not

end deflation. During the long period of stagnatithre government eased
fiscal and monetary policies in a hope to boost elstin demand and to
minimize deflationary pressures. But, thus fahds failed to produce any
viable results (Kawai & Takagi, 2009).

Tax revenue has declined due to on-going econotagnation and re-
duction in corporate taxes. For instance, followiregpliberal policies, the
corporate tax rate was reduced from 42% to 30%naaugjinal income tax
was reduced from 75% to 37%, accompanied by a teduin inheritance
tax rate, favouring the rich. In contrast with trasconsumption tax of 3%
was introduced in 1989, and subsequently rais&&tan 1997, shifting the
fiscal burden on to working people.

From 1992 to 2001, net exports contributed almasghing to Japan’'s
GDP growth, but then experienced a surge from 1A% % of the GDP in
2008. As export demand declined sharply, the yepresgmted in 2008,
Japan’s exports collapsed, total exports fallingnbgrly half in 2009. Ja-
pan’s high value products such as electronics ansl were the first com-
modities that consumers stopped buying during tisésc

Devaluation of dollar-denominated assets will sgegerofit margins on
goods exported to US markets for which there arepstitors. The devalu-
ation of the US dollar has stimulated capital expdrom Japan into the
US, but persistent devaluation does not help thieslibetween Japanese
subsidiaries in the US and their home base. Undaghr sircumstances, the
higher yen costs of intermediate products and togies imported from
home companies can push up costs. As a resulfaihenese corporations
operating in the US are becoming autonomous umtddss dependent on
imports of products and technologies from the hawoentry, despite the
fact that Japanese corporations maintain tightsliakd control regarding
technology transfer (Gilpin, 2000).

Figure 2 indicates that US rates of growth werdadiign the 1960s than
1970s and Japan’s growth performance was muctr biette that of the US
and Europe between 1960 and 1989. In the decad@-2000, Japan’s
growth rates were lower than those of other deeslapconomies such as
the US and the EU. Furthermore, according to tgeréis between 2000
and 2011, the Japanese economy declined evenrugtiosving at almost
half the rate of earlier decades.
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Figure 2. GDP growth rates of the developed economies (Rtage Real GDP
Growth)
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Sources: US Bureau of Economic Analysis, Natiomalome accounts. Retrieved from
http://bea.gov/national/nipaweb/SelectTable.asp; rliVoBank, WDI, Retrieved from
http://databank.worldbank.org.

Furthermore, during 1997-98, like all East Asiaorexmies, Japan was
hit by crisis. East Asian countries accountedrfmre than a third of the
Japanese export market at that time. In additivese countries were also
the destination for about one-quarter of Japanas&sh total lending. The
OECD estimated that the East Asian crisis reduted Japanese GDP
growth rates by 1.5% to 3% in 1998 (Richardsoal, 2000).

In 2004, Japanese exports reached 59.4 trillion gredl.8% of the
GDP, resulting in a 13.4 trillion yen trade surpl@aring the short-lived
recovery of 2004, a major portion of foreign demamthe recovery came
from China and other East Asian countries. Thearshin Japan’s total
exports in 2003 reached 45.5%, almost doubling f2&@w% in 1987 (Sid-
diqui, 2012b). During the same period the US shaained from 37.5% to
28.1%. It is clear that high economic growth rateg&ast Asia, including
China, has made the largest contribution to Japae&ports (Siddiqui,
2009c).

A fall in the US dollar or appreciation of the yadversely affects the
Japanese export sectors. Since the exchange fatessbEast Asian cur-
rencies, including the Chinesenminbiis tied to the US dollar. For exam-
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ple, since 2004 Japan has accumulated more thamrilié® yen of esti-
mated assets invested overseas in various forrdshandevaluation of the
US dollar by 20%, for instance, could cause theehlags of assets. It
would be the equivalent of a reduction by 10% ef @DP (Boltho & Cor-
bett, 2000).

Japan has traditionally been a high-saving econdfoy.instance, Ja-
pan’s gross national savings regularly exceeded 8B%e GDP over the
period 1960-2000 (OECD, 2001). Domestically, thédtances between
savings and investments after 1992 seem to be yrduid to the collapse of
stock markets and property bubbles. Japanese lfaumkd themselves with
large bad loans. Rather than forcing them towasdtkituptcy and mergers,
banks in Japan were allowed by the government ite vaff these bad
loans, while at the same time, they were providéd extra profits through
a low bank rate and tax avoidance in the namessele.

Japan’s real interest rates in 1991 was 4.9%, whikhe same period
this was 4.2% in the US and 4.5% in Germany. Thatss declined to 3%,
4.6% and 4.3% respectively in 1995, dropping furtbel.8%, 3.8%, 33%
in 1999. Despite the expectations that a fall ai neterest rates would have
a favourable impact on borrowing and investmeniste is little evidence
to support such arguments. At present, JapaneseeBasxpectations are
strongly influenced by massive overcapacity and ttesnands, from both
domestic consumers and foreign markets.

Japanese Prime Minister, Shinzo Abe faces an uptmliggle. The
economy has been in a cycle of deflation and deegearisis ever since
the huge property bubble burst in 1992.0ver the fdas years, the econ-
omy has contracted at a rate of 0.2% a year. Amggramme consists of
three elements, namely, aggressive monetary pdleyiple fiscal policy
and a growth strategy. The government has alrepeigt<LO trillion yen in
recent years on public spending and plans to spefiadther 5 trillion yen
by 2015. On structural reforms, the governmentnidseto liberalise the
electricity and pharmaceutical industries, restretthe agriculture sector
and reform the social security system. Moreovere'élgovernment has
initiated a policy to keep the value of the yen down foreign exchange
markets in the hopes of boosting exports. As dtrdspFebruary 2014, the
yen had fallen to its lowest rate against the Uladsince 2010. However,
the US Treasury has called for G20 members toirefram devaluation,
due to fears that this may precipitate anotheralslump (Giles, 2013).
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What Went Wrong with the Economy?

So, how are we to account for the poor performaridee Japanese econ-
omy over the last two decades? And what measumeddsthe government
take to initiate long-term growth?

Stagnation should be viewed as a result of intenacif the effects of
financial de-regulation with the macroeconomic ietpaf rising inequality.
This rising inequality means declining aggregatenaeds since low-
income groups have a high marginal propensity tsome.

Not only in Japan, but in all developed countrtesye has been a sharp
increase in income inequality for the last two dissa Top incomes have
experienced a spectacular growth (Piketty, 201#)EUropean countries,
the income to wage share fell nearly 10 percenpayets of the national
income. Several researchers have pointed towantts Ibetween rising
inequality and the current crisis (Stockhammer,2@tiglitz, 2012; Wade,
2009). Stockhammer (2013) identifies four areawlich rising inequality
has contributed towards the current crisis. Aceggdo him, rising inequal-
ity creates a downward pressures on aggregate diesiace poor people
have higher marginal propensities to consume. Glfibancial deregula-
tion has permitted countries to run a large curesmwount deficit for long
periods. Higher inequality has increased househdédiés and, finally, the
super-rich tend to hold riskier financial assetantlother groups. For in-
stance, the rapid rise in hedge funds and subpemding since the early
1990s can be linked with the availability of moneame in the super-rich
groups.

Piketty (2014) argues that, on average, inheriteghlthh dominates
wealth amassed from a life time’s labour by a widkrgin. Low growth,
combined with high levels of inequality, means tbigsis will continue.
Income distribution in the developed countries Witsessed a sharp shift
in favour of higher income groups for the last tdecades although there
are differences across the countries. Since 198@evshare has fallen
some 10 percentage points in Western Europe and imodapan. In the
US, the top 1% increased its share of nationalnmeérom 8% in 1980 to
more than 21% in 2010. In Japan and Europe, pdrsamane has become
more unequal but still to a much more moderate edeghan in the US.
Based on a sample of developing and developed gesinjayadev (2007)
concludes that the globalisation has had negatfeets on the wage share.
In a similar study, Stockhammer performed a panalyais for 71 devel-
oping and developed countries and found that filadisation, globalisation
and welfare state retrenchment have all contribtaei@lling wage shares
(Stockhammer, 2013, p. 7).
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Falling wage share has had a negative effect osurner demand, be-
cause wage earners and poorer sections will hayehimarginal propensi-
ty to consume than the recipient of the profitse Tverall effect depends
on their relative size and a Kaleckian model alldarsaggregate demand
to be either wage-led or profit-led. A wage-led @ewh is where a rise in
wage share leads to higher aggregate demands} alpi®fit-led demand
would have negative effects on aggregate demane.Ketheckian model
predicts that poor groups will have a higher maaboonsumption than the
rich (Bhaduri & Marglin, 1990).

A further decline in the fortunes of the Japanesenemy can be ex-
pected due to its rapid aging population, and tbe in the proportion of
older people needing to be cared for. As a reguigs been estimated that
the potential growth rate over the next decade aanse above 2%. With
the stagnation in domestic demands, companies bad tkeducing their
investments, while households have stepped up $iomdg for old-age care
expenses. The labour force has been shrinkinghfolfast two decades as
Japan’s post-war baby boomers retire and theincephent age cohorts are
smaller. Moreover, retirees switch from being sauer dissevers. retirees
stop being savers. For instance, in the early 198fily 10% of its popula-
tion were in the 65+ age group and the househoitigarate was 17%. By
2012, due to the population bulge caused by théwais baby boomers,
the 65+ age now makes up 25% of the total populatiod saving rates
have declined to just 4% (Berry, 2012). Japan haddstest aging popula-
tion in the world and its members have been sakwarg and long for their
retirement. Despite being a developed economygcthtry is not able to
create enough investment to absorb those savings.

Table 1 shows the age structure of the Japanesdapiop. The popula-
tion peaked in 2004 and then fell by some 7% dvemiext 25 years. More
interesting is the proportion of the total popwatmade up by the 65+ age
group which is expected to rise to one-third, afggwhich is double the
current level. The labour force, on the other hasaxpected to decrease
by 0.6% annually during the period of 2000-2025isTieduction in the
labour force will also affect economic growth.



Political Economy of Japan’s Decades Long Econddtagnation 27

Table 1. Ageing Population in Japan

Share of Age Group (%)

Population (Thousands) Agegroup Agegroup Agegroup

0-14 15-64 65 and over
2000 126,892 14.7 68.1 17.2
2010 127,623 14.3 63.6 22.0
2020 124,133 13.7 59.5 26.9
2030 117,149 12.7 59.3 28.0
2040 108,964 12.9 56.1 31.0
2050 100,496 13.1 54.6 32.3

Source: National Institute of Population and So8aturity Research (1997), Yoshikawa
(2000).

It seems that, despite a brief recovery, the 2008ntial crisis has
turned into a deeper crisis in the developed casitwWorld trade contract-
ed by some 20% and GDP in most developed econdeilesharply, by
5% or more (Siddiqui, 2015). This crisis did notyohit those which had
earlier experienced property bubbles, but also tmsmsuch as Japan and
Germany, where property prices were relatively lover the past few
years. Since 2009, several countries in the Eumzuave been hit by
a sovereign debt crisis and have had to follow eaiigt policies to build
confidence among the global capital. Stockhamméd3® argues that:
“deregulation allowed for a bubble in financial ge@perty markets, which
in turn allowed for massive increase in househ@btsl Rising household
debt levels fuelled consumption expenditure [whidddl to economic
growth that also resulted in the current accouriicid&®’ (Stockhammer,
2013, p. 6).

The Japanese banking sector is under governmetrbtomhich gives
it enormous leverages to manipulate investmentanpg@oies face re-
strictions on raising capital by stock floatationflmm foreign creditors. In
Japan, competition has been effectively regulatedugh government
guidance, which has encouraged the cross-owneo$lsipares between the
banks and theeiretsu International financial deregulation has allowed
countries to run large current account deficitsiémg periods. The way out
was seen to be either through a debt-led modehoexgport-led growth
model (Stockhammer, 2013). Boltho and Corbett (2p0@) argue that:



28 Kalim Siddiqui

“Past and present deregulatory efforts, aimed atingafnancial mar-

kets more competitive, could, if anything, have dpposite impact at
least in the short run. Thus, interest-rate deragah, for instance, al-
most certainly worsened the already poor returnshefbanking sector
in the late 19805.

Despite its relatively resilient financial systedapan was severely af-
fected by the global financial crisis (Hoshi & Kaslp, 2004). Its industrial
production declined and became more responsivetrral crisis. Over
90% of Japan’s exports consisted of highly incomaste industrial sup-
plies, capital goods and consumer durables. Althdbg East Asian econ-
omies are growing relatively faster than other @agj and the region has
become Japan’s largest export destination, East igports from Japan
largely consist of intermediate goods used in ttoglpction of final goods
destined for the US and EU markets.

Japanese corporations have moved much of their faeung to
countries where both skilled and semi-skilled woskare paid much less,
and those new workers cannot possibly consume thibgitproduce. By the
same token, consumers in the US and the EU camyotrioich more be-
cause their economies are in crisis and theirinealmes are stagnant.

Japan used its trade surplus and through exteungluses, the country
has financed US current account deficits, eithezadiy by purchasing US
bonds and securities, or by taking overseas clairisS dollars rather than
yen. There was a tacit understanding between th&rd&ury and the Jap-
anese government that Japan will continue to recigsltrade surpluses by
purchasing US bonds and securities.

The pegging of the East Asian currencies to thedblfr stimulates the
pattern of expectations concerning export prospaocts as a result, out-
flow of Japanese capital to the region. In reafitjuire economic prospects
between Japan and the East Asian economies dependfactors such as
US strategic interests and policies and stabilifthiw the region, over
which Japan has no control. The Japanese econouhy oot become the
hub of East Asian production, though it utilizegiomal economic domi-
nance in order to expand exports, but at the sameit is unable to guar-
antee the stability of the region.

Japan has been hit hard by the negative termaaé tvith a rise in im-
port prices, especially in oil and other commoditiEhe downward trend in
industrial production closely followed exports. Thnajor factor seems to
be related to the global reduction in demand whiist sharp appreciation
of the yen added the adverse impact of the finamcisis on its exports.
For instance, the nominal value of yen appreciéted7% against the US
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dollar and by 27% against the euro in the periothfiSeptember 2008 to
January 2009 (Harding, 2013; Kawai & Takagi, 2009).

Every time the recovery of the Japanese econonkslas though it is
picking up it relapses shortly afterwards.

The government had a small surplus in 1991, whadndisappeared.
Japan has had a deficit since 1993, which has skarply, exceeding 7%
of the GDP from 1999 to 2003. The deepening crsssilted in the gross
public debt rising from nearly 70% to over 180%2@05. The Bank of
Japan initiated monetary policies to lower the alist rate from 4.5% in
January 1992 to 0.5% in 1995. In 1999, the intera@ss were reduced to
virtually zero.

Some economists argue that Japan’s fiscal situagiorot sustainable
due to rising government debt and suggest that @bk increase of 13%
or drastic budget cuts would ensure economic #fgbihd growth. Japan is
the world’s third largest economy, and yet it itireated that the govern-
ment debt there will exceed the private sectomiona assets available for
government debt purchase in the next 10 yearsk&BEuropean countries,
Japan has not followed fiscal austerity programnagrd the country has
increased spending, but has had little succesxieasing the growth rates
(Siddiqui, 2009a).

In April 2014, the Japanese government raised ¢copsan tax (value
added tax) from 5% to 8% which is likely to slowndoconsumer spending
and ultimately to slow down the economy.

Social and health spending has also risen, foam#, social security
spending has increased from 19.7% of the governimaiget to more than
31% between 2000 and 2012. If the government catk that would lead
to household dissaving. Nevertheless, the domgstssures caused by
rising social costs and mounting debts and debicieg? call for drastic
changes.

Japan has large foreign currency deposits froreatier boom period.
Due to many years of trade surpluses, its big gatfmms have accumulat-
ed vast sums of corporate savings denominated-éigfo currencies, main-
ly in US dollars, but they are controlled by vergadl number of corpora-
tions. If all this capital were to be repatriatéokeign currency would be
sold to buy yen, which would drive up the valueyeh and ultimately
worsen the competitiveness of Japanese exportgdi¢Bid2009b).

Statistics for 2012 shows that Japan’'s net del@®d? ratio stands at
about 134%, whilst in comparison the US is at 84 the UK at 82%
(see Figure 3 and 4). Japan’s debt ratio is higfam that of Greece, Italy
or Spain. Its debt servicing has also increasedently standing at 23% of
the GDP, with interest rates at 1%.
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Figure 3. Japanese GDP and gross government debt, % change
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Figure 4. Japanese Debt Servicing and Rates: What Happerti8 Ne
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The reason for Japan being so deeply in debt igaltieat fact that the
1992 falling real estate property prices triggebadking crisis and stagna-
tion. The government took control of seven bankdswiarious other fi-
nancial institutions were either closed down océakto accept merger.

“Loss estimates ranged up to 18% of GDP and a nmagsmgram of
public works spending was begun to stimulate theneay. All that
spending caused the gross/GDP ratio to soar fromual65% in 1991
to around 190% in 2005. Today, with that ratio abparcentage point
is higher the government may no longer have thaewithal to mount
such a bailout of the banking systé(®erry, 2012, p. 45).

In Japan, it seems that the economy increasingtarne dependent on
earlier speculative financial bubbles. Later timteidependence increased
and there seems to be a clear link between stagnatid financialisation
of the economy (Wade, 2009).

About the mounting of government debts in Japarg Htonomist
(2014) has summarized in the following words:

“the Bank of Japan dramatically scaled up its quatitie easing pro-

gramme in response to weak growth and inflationréég. Then new da-
ta revealed that Japanese economy shrank at a ari%al pace in the
third quarter, when growth had been expected. Tmsamption tax rise
is part of a strategy designed to get Japan’s gonemt debt under con-
trol: Japanese government debt is now above 2408e0GDP and the
government continues to run deficits of around 8fthe GDP per

year’

Similarly, Ongoing concerns regarding Greece’s sgiga debts and its
default could deepen the euro crisis. The yieldseonyears’ worth of Jap-
anese government bonds is about 1 %, among thetdmthe world. Nev-
ertheless, the IMF predicted that in 2014, Japéatal deficit would be
more than 10% of its GNP and its debts would haashed 250% of the
GDP. That is more than double the gross debt lefvighly, the most highly
indebted country in EU (See Figure, 5). Despit&k4oattom interest rates,
Japan is spending nearly half of its tax revenuéeit services. Its deficit
is expected to be so huge in the fiscal year 2Ba#it will have to borrow
more than it collects in taxes. So, why is theik v panic in the bond
markets? That is because due to its high domestings in the past, the
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Figure 5. Debt as per cent of GDP of developed economies
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government was able to raise money internally dsd because money
saved from the past decades of trade surplusedeenidtto accumulate
trillions of dollars’ worth of assets overseas (\Wa2009).

Such an enormous increase in government debte isetult of a num-
ber of specific government policies. Despite theréase in corporate and
consumption (sales) taxes, by early 2006, the amofutotal public debts
had reached 774 trillion yen, nearly double thathef1995 levels.

It is ironic that by adopting neoliberal policiethe government sup-
posed to targeting state fiscal deficit, has camtirsly increased the public
debt and thus deepened the fiscal crisis of the.sfue to stagnation and
declining growth rates government revenue has msgthvhile fiscal deficit
has increased steadily since 1990s, as shown umd-&y

Figure 6. Japanese Government Revenues vs. Expenditures
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More than half of the country’s export market iswnio the developing
countries including China (Siddiqui, 2009c). Howewke global financial
crisis of 2008 adversely affected Japan’'s expapeeially in East Asia.
Some 86% of the decline was in industrial suppiesl capital goods,
whereas the share in US and EU was less i.e. 6@%Kawai and Takagi,
(2009) note: “Japan was affected by the shrinkafg&r@mngular trade”
where Japan and the Asian newly industrialized ecoes (Korea), Singa-
pore and Taipei, China) export parts to the Chimh@her emerging Asian
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economies, which in turn assemble then to prodirad products for the

US and European markets” (Kawai & Takagi, 2009)réfare, Japanese
exports collapsed because both the export of comsdauorables to devel-
oped countries and the export of industrial sugpiad capital goods to
emerging Asian countries fell sharply. This wasddition to the contrac-
tion of the markets in North America and the EU ttuéhe global crisis of

2008, and the austerity programme followed by ttgmesrnments which

further depressed consumer demands and affecteahels® companies’
exports to these markets (Kawai & Takagi, 2009)eiO20% of Japan’s
exports consist of highly income-elastic industsapplies, capital goods
and consumer durables. The crisis in the US andthenarkets had a se-
vere impact on the country’s exports. In Japan bwthexport of consumer
durables to US and EU, which accounted for neabB If total exports,

and the export of industrial supplies and capitalds to East Asian econ-
omies (some 40% of total exports), were adverdiébeted by the financial

crisis (Siddiqui, 2010). Moreover, intra-regionghde and direct foreign
investment have both been affected. Japan’s exfmHEast Asian countries
have sharply increased over the last 25 years, iwgitehare of exports to
East Asia as a percentage of the total exportsgrisiom 34% in 1990 to

nearly 56% in 2010.

The international financial crisis in 2008 hit Jageard. As a highly ex-

port-oriented economy, the country withessed a loirpact from the
crisis. Its foreign markets in the US and EU recedkie to falling demand
in those countries. In addition, yen’s status &sade haven” currency, led
to its appreciation due to economic downturn. Timawative affect result-
ed in undermining growth rates and exacer-batedribes (Wade, 2009).
In 2012, the Bank of Japan announced plans to expaantitative easing
i.e. buying 10 trillion yen worth of JGBs to spuroaomic growth and end
deflation. The government has proposed to raisswmoption tax from 5%
to 10% by the end of 2015. Many fear that this wWadakcrease household
expenditure and contract domestic demands.

Conclusions

From being the fastest growing economy in the dged world during the
period from 1950 to 1989, Japan’s economy has nevofe the slowest.
Its economic difficulties could become worse, whigbuld impact the
global economy simply due to the fact that thisntouis currently the
third largest importer of primary products and ajsissesses the largest
stock of foreign assets. Moreover, its business labdur practices and
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technological development has been a major contrilnot only to its own
economy but have also impacted globally in themepast. The country’s
future development or lack of it would have muchdevi consequences
beyond the East Asian region.

The neoclassical economists ignore meaningful higgtbanalysis, and
their abstract models are constructed around uas=almptions of perfect
competition and market efficiency. These modelsgaared to legitimise
the current system rather than explain it on theisbaf laws of motions.
Therefore, this study has attempted to examinealke of Japan in relation
to its domestic and international situation, coesity the interrelation
between political and economic aspects, and exgdiow these changes
have had implications for the economy, both in eeohthe post-war boom
and the current stagnation.

The economic miracle of post war-decades, the delthe economic
policies of the 1990s, and the bubble that followleel US treasury’s cur-
rency intervention of 1985, the Plaza Accord, halleimpacted Japan’s
wider economy, especially its export sector. Thenemic crisis which
began in 1991 was severe and developed into daeflatith the economy
lying in a ‘cryonic state’ in which property prigestock market prices, cost
of living and the GDP have all remained stagnanbfer two decades. For
instance, a litre of juice. Which cost 1 yen in 199 still the same price
today (Pilling, 2014).

Japan launched a policy which has also been fotloreeently in the
EU and the US i.e. quantitative easing and almesi mterest rates. Gov-
ernment stimulus packages and tax cuts are amangety ingredients of
such policies. There are limits to the pursuit wéls expansionary policies,
which have so far met with little success. The iearhrguments about
‘crowding out’ seem to have been forgotten by ntag@n economists,
given the abundance of domestic savings, but thépier effects associ-
ated with fiscal expansion policies have produatte Iresults so far in
Japan. It seems that public spending increases lhese concentrated on
largely expensive wasteful infrastructures witlidittonsideration of their
economic benefits.

Japan’s astronomical government debt to GDP rati@0®% is the
highest in the developed world, but it does not migeat the country will
have a debt crisis. As the world’s third largestremmy, it had the re-
sources to finance the costs of recovery afterkiblee earthquake on its
own. It finances its debt almost entirely withirpda. Some 95% of Japan’s
government bonds are held domestically. If Japantbaorrow from the
rest of the world, then it will become problematfahe current situation is
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left unresolved, then it will most likely have n¢iga effects on investor
confidence.

This study indicates that a more equitable distidouof income and
wealth will require a change in tax and wage polidage growth appears
to be a precondition for increase in aggregate wopsion that does not
depend on growth in debt. Taxing the rich more d@dmpen speculation-
related investment whilst increased investment glfave measure will
distribute wealth more equitably. The present gipson of cutting wages
in recession does not help long-term recovery. tsk®ammer (2013, p.
20) suggests,

“more equitable distribution of income and wealthrtlpresently exists
would be an essential aspect of a stable growtimregwage growth is

a precondition of an increase in consumption thagésinot rely on the

growth of debt. And financial assets are less jilkelbe used for specu-
lation if wealth is more broadly distributed.”

Reduction in the incomes of the poorest groupdsida increased ad-
verse on the demands. Also growing inequalities stagnant or falling
wages mean that their efforts to try to keep ugwibnsumption norms
lead household into increased debts. At the same, tihe rising incomes
of the tiny minority of super-rich means more momswgilable for specula-
tive investment.

The study concludes that neoliberal ‘market-centngolicies have
brought inequality, stagnation, and the fiscalisraf the state in Japan.
Therefore, a radical critical political economyregjuired for more objec-
tively, one involving increased levels of welfanedgpeople-led measures.
Japan needs to develop an economy that relies amomestic demand
than on exports. Adopting a more liberal policyrigrant workers would
also help to increase private investment in a fgding society.
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