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Recent economic performance of 
Japan and Korea 

 Japan’s “lost decades”?
- stagnation… but really lost decades? 

 Korea’s “successful restructuring”?
- a rapid growth slowdown in recent years

- the spectre of stagnation?

 Causes and remedies
- a consistent explanation through the angle of 

the three views on Japan’s stagnation
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Japan’s performance: Overview 

 Stagnation in economic growth

 Stagnation in credit expansion

 Deflation

 Stagnation in labour force growth + rapid 
ageing
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Three views on 
Japan’s stagnation 

 The structuralist view
- the Japanese ‘dirigism’, ‘deep-seated’ 

problems ...

 A balance sheet recession
- an inevitable consequence after the burst of a 

great bubble

 A population problem
- Stagnation in labour force growth

9

1. The structuralist view –
the Japanese ‘dirigism’?

 Ozawa (2001) “Japan’s dirigiste
institutional setup and a deepening 
financial morass”
→ “these arrangements [of Japan’s economic 
miracle] quickly became not only obsolete but 
more importantly obstructive to further 
growth.”
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The Japanese ‘dirigism’?

 The state-augmented bank-based finance
- “the moral hazard effect was thus of the 
degenerative type (in contrast to the earlier 
socially justifiable one). (Ozawa 2001:14)
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The Japanese ‘dirigism’?

 The main bank and Keiretsu system
- overcapacity, overdiversification, excessive 
number of banks

- ‘It was the Japanese version of “crony 
capitalism.” The macro-financial “insider control” 
scheme thus has turned out to be a breeding 
ground for corruption—and the subsequent 
disastrous banking mess that had to be cleaned 
up with the use of hundreds of billions of dollars 
of tax-payers’ money.’ (Ozawa 2001: 16)
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The Japanese ‘dirigism’?

 The main bank and Keiretsu system
- “liability’ in the Internet age?
“In the Internet age, however, this integration 
became a liability as Japanese electronics firms 
were slow to capture either the cost benefits of 
modular production or the innovative potential of 
independent software and components firms. … 
[They have done some of these efforts], but they 
have done so more as means of cutting costs than 
as a strategic reorganization of the production 
process.” (Steven Vogel 2013: 2),
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The Japanese ‘dirigism’?

 The ‘pork-barrel’ sector
- OF(outer-focused) sector vs. ID (inner 
dependent) sector
“instead of having competitive forces rationalize the 
ID sector, the government used to hold on to—and 
even reinforced through administrative guidance—
its regulatory involvement to further shelter the ID 
sector. The reason was that the ID sector as a 
whole … was the key political power base (that is, 
financial source) of the Liberal Democratic Party …”
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The Japanese ‘dirigism’?

 The ‘job primacy over efficiency’
“The Japanese simply cannot put the 
livelihood interest of workers behind the 
pecuniary interest of financiers or rentiers. 
And this “belief system “ needs to be taken 
fully into account when one wonders why 
corporate Japan is so indecisive and slow in 
carrying out institutional reforms (or 
becoming more like the U.S.)”
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2. The balance sheet 
recession view

An inevitable consequence after the 
burst of such a big bubble
- The private sector deleveraging leading to 
prolonged slump (Richard Koo 2011).
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A balance sheet recession

Deleveraging
- The private sector completing its balance 
sheet repair only in 2005

- The massive increase in government debt 
was a necessary action to compensate for 
the shrinking of the private sector demand
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A balance sheet recession

 Deleveraging
- The same situation happened in the US during the 
Great Depression

“This is exactly what happened during the Great 
Depression, when everyone was paying down debt 
and no one was borrowing and spending. From 
1929 to 1933, the U.S. lost 46 percent of its GDP 
mostly because of this debt-repayment-induced 
deflationary spiral. It was also largely for this reason 
that the U.S. money supply shrank by nearly 30 
percent during the four-year period.” (p.22)
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A balance sheet recession

 Policy mistakes?
- Should have taken more aggressive and 
prolonged fiscal expansion

- “the policy zigzag”

“premature fiscal consolidation in 1997 and 2001”

“… prolonged the recession by at least five years if 
not longer and added at least $1 trillion to the public 
debt unnecessarily”
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A balance sheet recession

 Policy mistakes – why?
- Political difficulties in sustaining fiscal expansion 
for a prolonged period while public debts are 
mounting rapidly

“Even those who manage to prevent an economic 
meltdown by implementing necessary fiscal stimulus 
before the crisis are likely to be bashed instead of 
praised by the public. This is because the general 
public typically cannot envision what might have 
happened in the absence of fiscal stimulus. 
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A balance sheet recession

 Policy mistakes – why?
…Seeing only a large deficit and no crisis, they assume 
the money must have been wasted on useless projects. 
That is exactly what happened to Liberal Democratic 
politicians in Japan … Although their actions saved 
their economies from devastating deflationary spirals, 
they were bashed because the public is unable to 
contemplate the counterfactual scenario. The man or 
woman who prevents a crisis never becomes a hero. 
For a hero to emerge we must first have a crisis, as 
Hollywood movies will attest.” (p.33)
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3. The stagnant workforce view

 GDP growth rate (1991-2012)
- USA 2.61%

- Germany 1.67%

- Japan 1.04%

 GDP growth per labour force (1991-2012)
- USA 1.66%

- Germany 0.87%

- Japan 0.91% (equal to that in USA in the 2000s)
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The stagnant workforce

 The real reason? – the labor force growth
- USA 23.0%, 

- Germany 14.1%

- Japan 0.6%

 Japan’s failure? (Cline 2013)
- aging population 

- limited immigration
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The myth of the ‘lost decades’?

 Even doing better than the USA?
- Life expectancy

- Infrastructure

- Unemployment rate

- Current account surplus + creditor nation 
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Korea’s economic performance

 Average GDP growth rate
- 1990-1997: 7.5%

- 2000-2008: 4.9%

- 2010-2013: 2.8%

 Inevitable slowdown due to maturity?
- still a middle-income country

- per capita income passed US$20,000 only 
in 2007
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Quarterly Growth Rates (2000‐2014)
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Interpreting Korea’s performance 

1. The structuralist view
- “the most successful restructuring in the 

history the IMF programme”…

- What more?
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Interpreting Korea’s performance 

2. A balance sheet recession
- A forced & rapid balance sheet recession in 

the corporate sector through regulations by 
the financial authority?

- An ongoing balance sheet recession from 
household debts overhang?

3. A population problem
- More serious than Japan?
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1. Successful restructuring?

 Reduction in corporate debt-equity ratio

- preventing ‘over-investment’?

- more reliance on the stock market?

→ preventing necessary corporate investment?

What else?
- financial stability?
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Performance of countries 
during the global financial crisis
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2. A balance sheet recession

 Household debts overhang
- a push for consumption-led growth?

→ a miserable failure

eg. credit card crisis, 

lower consumption growth rate

 Continuing regulations on corporate debt-equity 
ratio

- more problematic to SMEs and 2nd-tier chaebols
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Increase in Household Debts
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Trend of Household Net Savings Rate (OECD)
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Net Savings Rate Across OECD Countries (2011)
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3. A population problem

 The spectre of population nightmare? 
• The most rapidly ageing country

- the end of ‘population dividend’ in 2012 

cf. Japan’s end in 1991

- the shrinking of ‘economically active 
population’ from 2016

• The lowest fertility rate

• Possibility of changing immigration policy?
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A comparison: Japan vs. Korea

1. The structuralist view 
- a very weak argument

2. The balance sheet recession view 
- a bubble bust + policy ‘zigzag’

- policy-driven corporate balance sheet 
recession and its aftermath + balance sheet 
recession caused by household debts

3. A population problem 
- common to both countries, but Korea’s 

problem likely to be more serious 52



Abenomics vs. Choi-nomics

 “Three Arrows of Abenomics
(1) monetary easing

(2) fiscal stimuli

→ combating the balance sheet recession

→ ‘wage surprise’ happened?

(3) structural reforms

→ what for?

 Any solution to the population problem?
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Abenomics vs. Choi-nomics

 Choi-nomics
(1) monetary easing

(2) fiscal stimuli

→ resolving debts overhang by increasing 
more debts? How to increase growth rate?

(3) structural reforms – more deregulations

→ what for?

 Any solution to the population problem?
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