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1. Preface— Transition from an Economic Great Power
to a Long-Lasting Sluggish Economy,
and How Is It in the Near Future?

1.1 From A*“Lost Decade” to Two “Lost Decades”

The Japanese economy is now in the midst of that gransition of its history.
Looking back on its past, our ancestors in Meijiiqe went on with modernization
toward the western standards from its zero stai@,itaresulted in so much economic
strength as to confront the Western powers on eguais only after 30 years or so.
Also, after World War Il , Japan played an economic success story: althibigla lost
almost all its industrial infrastructure, Japancaeded in restructuring it only in ten
years or so, led by the strong industrial polidgiatives by the government, and then, it
extended its economic development to be an econgrei&t power in the world. The
average yearly growth rates of its economy durivgy 1960s attained to a level of ten
percent. During the 70s, when the world was underdgreat changes of international
economic environments such as a transition toldaing exchange rate system and an
occurrence of the oil crisis, the Japanese econoaiptained the growth largely based
on the advances of the industrial technology; i871@apan almost caught up with and
seemed to get ahead of the United States in tefrpsrocapita national income. This
made much of it as “Japan as Number One.”

However, success story of the Japanese economyodidontinue beyond those
years. On the basis of the accumulated resultdsofong economic growth, Japan
should have continued steady efforts such as oreaii innovative firms and of new
markets by encouraging competition, qualitative rowement of education, and so
forth, in order to make steady structural reformd mvestments necessary for its future
sustained development. But, more than that, thdemvhational economy from firms to
ordinary people headed toward too much speculaaviors. That caused asset prices
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to skyrocket between 1987 and 1990. It is said ttatbubble economy is not noticed
by people until it actually bursts. It was recogizo become real early in 1990; at first,
stock prices which had reached to the highesteaetid of 1989 turned into a crash as
soon as 1990 began, and land prices too went to sharply after September of the
same year. The fall and sluggishness of assetspartended for more than ten tears
after that. Due to that, many financial institusowere landed with bad assets and
verged toward falling, and then, the effects redctine real economy. This is what is
called the “Lost Decade”.

After that, policy measures, though late in beiagenh, began to have some
effects. In 2002, the government declared thattenomy had bottomed out, and the
Japanese economy recovered to the extent thatintaimeed the real growth rate to be
around 2% consecutively until 2007. However, it ¢ easily understood that this
situation does not mean a termination of the ldnggshness of the Japanese economy,
only by a brief examination of its contents. Whie Japanese economy was going well
for a long period until the 1980s, it piled up #gguipment investment, which brought
the gap between supply and demand to the naticmadoeny by the burst of bubble.
And after 1992, a GDP gap of the Japanese econ@ame do have continuously
negative values clearly in figures. That is thesosawhy the Japanese economy after
1990 is said to be in two “Lost Decades” until firesent. The recovery seems to be
delayed another few years due to thelBGreat Disaster” that struck Japan in 2011.

1.2 The Japanese Economy amid the Global ChangeEconomic Environment

We come to a view that perhaps the “Lost Two-Detatenomy of Japan was
not only a single phenomenon of trend change tbatiroed to a country’s economy in
the flow of the time, but furthermore a phenomeboought by some fundamentally
important problem. That is, during the “Lost Decadé 1990s, both firms and the
policy authorities concentrated their interests jois reconstruction of the domestic
economy collapsed by the burst of bubble, on th&sbaf the traditional structure
system of the Japanese economy which had beerigistabin the success story during
the period of high economic growth from the postvemovery to the 1980s. While they
were so doing, the structure of the world economag v the process of turning greatly
to a multi-polar direction marked by the growingpiontance of Asian economies,
beyond the progress of globalized activities of kemaireconomy with the US as the
central player.
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The Two “Lost Decades” and Thereafter

In Japan, however, it seems that both firms andpthleey authorities did not
come to fully understand that changing situatiomd #hat they had much less the
necessary policy considerations for it. At the presafter it passed the period of high
growth, the Japanese economy still has the stralatharacteristics to be reformed from
the viewpoint of the standards of the advanced @ooes; for instance, they are various
sorts of measures subsidizing domestic firms whbigstruct international competitions,
hindrance factors against foreign investment, rigidf labor market excluding foreign
laborers, unhealthy finance system relying on mafiGcavings, and so on. They make
up the cause of completely leaving the Japaneseoatp behind the present current of
the world economy.

The Japanese economy spent the 1990s, leaving firobdems as they are
without any improvement. This is the main causéheffact that Japan still lags behind
the other main countries of the world in econonecovery since the start of this
century, even after the global financial and ecoigoenisis occurring in 2007 through
2009 in the process of economic globalization, #rad a “Lost Decade” has extended
to two “Lost Decades”. However, in order to break of this long-term sluggishness,
the Japanese economy is required to do works do@yond the traditional political
efforts based on the economic reasoning. The dpsmigal and economic structures of
the country have taken root in the Japanese sp@ebgiucing and involving many
vested rights and interests, all through the peabds high economic growth. They
have to be transformed so as to adapt to the chasfgworld trends which have been
marked in these twenty years, and what is neededfooall of the people, the firms
and the government in Japan is to make effortstfand to introduce into the society
the leadership indispensable for that structueadgformation.

1.3 The Subjects in This Paper

When we try to analyze the present state of thardzge economy focusing on its
two “Lost Decades”, it ought to become clear tlnré is a problem of the structural
characteristics of Japanese society in the backgrofithe firms’ behavior and political
actions taken during the period. And, it will berlpsps after around 2030, almost 20
years from now, that the result of the measuresrtai present to those problems will
clearly appear in the real economic society, sthey are the structural matters of the
society.

Based on what is mentioned above, the title probt#nthis paper will be
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discussed in the following order. In section 2 vihfollows, appreciations by foreign
observers are mainly followed about the Japanesaoecy from the 1970s to the
beginning of this century. When we look back onrapg@tive activities after some lapse
of time, we realize that frequently the major psimtf a problem are grasped
appropriately by the appreciations of the obserwdrs are not members of the related
society with their eyes fixed on the movement @& World, apart from conformity of
their predictive discourse with the actual result.

In section 3, we examine contents of some thea@ledicalyses about the cause of
the long sluggishness of the Japanese economyhlMe that, in order to press the
Japanese economy of the near future to make negesszctural changes, examination
of the results from elaborate theoretical and eitgdianalyses should be needed amid
the current of changing world economy, besidesniglgn the discussions of observers.

The conclusion of those analyses based on econdén@ory includes the
substance which is hard to be denied as solid tuedefor the revival of the Japanese
economy. In many cases, however, structural refooms of the Japanese economy are
required for realization of those guidelines, whighimately require the structural
change of the Japanese society itself as the bagseconomyThis paper goes so far
as to discuss this problem. That is the topic ofise 4.

Then, in section 5, main points and results of @imalyses discussed in the
preceding sections are systematically arrangedsesutently, we consider what should
be done at present in order to lead the situatipre&ed for the future of the Japanese
economy to a brighter direction even somewhat,cosk this paper.

2. The Transitions of the Japanese Economy and i&ructural
Characteristics—From a Social and Economic Point of View

2.1 The Growth Process of the Postwar Japanesedmmy

At the beginning, we have a look over the growthicgss of the postwar Japanese
economy in changing figures of the growth rate.l&dbshows the trend of the nominal
and real values of the Gross Domestic Products (Giepresented by the average
values of yearly change rates (in calendar year@dch of five-year periods.

At first glance, what attracts our attentidtogld be the high growth rates of the
Japanese economy up to the 1970s, in comparistnitwipresent growth rate. Japan
had lost a quarter of the national wealth and Hatwbst all resources for productive
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Table 1 The Long-Term Trend of the Japanese Economy
in View of Changes in GDP Growth Rate

Term Division 1956-60 1961-65 1966-70 1971-75 1976-80 1981-85 1986-90

Nominal Values 14.0 15.5 17.4 15.2 10.1 6.1 6.4
Real Values 8.8 9.2 111 4.5 4.4 3.1 4.8

Term Division 1991-95 1996-2000 2001-05 2006-10

Nominal Value 2.5 0.4 -0.5 -0.9
Real Values 1.5 1.0 1.3 0.2

Source: Cabinet Officegystem of National Accounts, www.esri.cao.go.jp/jp/nsa/sokuhou/
Note: Figures are average numbers of yearly groatts of each term period.

activities destroyed. In order to recover from tkatiation, the government strongly
pushed ahead with emergency economic policies, ascthe “Weighted Production
System” (Keisha-Seisan-Houshiki) intending that gevernment threw the limited
resources intensively into key industries suchlastéc power, coal mining, and iron
and steel. Owing to such a policy, Japan realizedu@expectedly early economic
recovery, the situation of which went so far abeadeclared “it is no longer postwar” in
the Economic White Paper published by the Governnmeh956 which is the first year
appearing in Table 1. It is certainly said thatalapras blessed with a good condition of
having the special procurements caused by the Koéa. After that, along with the
government policies such as the “Scheme of Doublmgpme” (Shotoku-Baizou-
Keikaku), international competitiveness of the Jegs® manufacturing industry became
strengthened with the improved production fac#itiequipped with the newest
technology after the old production base was cttaway by the war, and so the
Japanese economy realized continuously the yeaowth of 17 to 18% in nominal
terms and of 10 t012% in real terms in the lat@f bf the 1960s. Then, in 1969, the
economic scale (GDP) grew up to be ranked the skeitothe world next to the United
States.

Entering into the 1970s, the Japanese ecorsbithynaintained the high growth
with the nominal growth rate over 10%, but therewoed structural changes in the
world economy such as the stoppage of dollar camwmerin 1971 (what is called the
“Nixon Shock”) and the oil crises that took plaeedce in 1973 and 1979. Even in such
events, although the Japanese economy had to lblomgn its real growth rate
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into minus 1.2% just after the first oil crisispiaintained the growth rates of 4 to 5% in
almost all the other years. While other advanceldisirialized countries suffered from
economic recession caused by the oil crises, thangse economy showed an early
recovery with the background of the large-scalmslils measures by the government.
(For that sake, it came to issue deficit-coveringds every year except 1991-1993 in
and after 1975.) The fundamental reason for thevesy was that the Japanese
economy succeeded promptly in an innovation of ghnits production into the
energy-saving system from the previous systemnglgn the low-priced oil.

2.2 The Analysis by Vogel's “Japan As Number One”

It was “Japan As Number One” (Mogel, 1979) by E¥mmel, a sociologist of
Harvard University in the United States that triedeveal the strength of the Japanese
economy presented by the successes from the posee@very to the skillful measures
against the oil crises.

Where did he find the root of the Japan’s succdds?consider that it lies
basically in the group directivity (that is, Japs@epeople’s disposition to behave in
groups with emphasis on internal cooperation ants&oesus) in the cultural traits and
that the success was brought by the effective wafrkhe organizational strength
attaching importance to the consensus and theypoileasures under the government
direction. Concretely speaking, in firms, a relasbip on mutual trust between
organization and members cultivates a sense ofmelg to their organization and
processes the information smoothly in it, and eygxoeducation and reeducation based
on the lifetime employment system effectively acalates and stores the information
within the organization; he describes that those tae fundamental cause of Japan’s
success. Besides, he writes that the bureauckeatiers played an important role during
the growth process of the Japanese economy. Helsatythe system is characterized by
the political actuality that both the functionsdyhfting regulations and executing them
are exercised exclusively by a related governméitep particularly the then Ministry
of International Trade and Industry, which regardedh regulations as standards or
guidelines and executed the administrative powethair direction so as to suitably
respond to the international situation and the stril movement from time to time.

It does not mean that the author praises alidlaharacteristics of the Japanese
society as the sources of Japan’s success. Hanoggh recognition about problems of
the Japanese society, he keeps the remarks onwiitein the extent related with the
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purpose of this book of giving American people s@uggestions for improvements of
their country. Among Japan’s problems he pointet valtile intentionally narrowing
them down, there is a problem of Japanese educaspecially that of the university
education.

As the problems of the Japanese society extepubiversity education, it is
indicated that the group directivity has a risk sdippressing individual rights,
individuality, and creativity, and that in the Japae society, while strong creativity is
shown in the field of asking cooperation in a grotige field of basic research falls
behind the others since that field is based orviddal’s originality. He indicates that it
might change into a risk factor to Japan’s futueeedopment.

The author’s analysis is for the growth procesthefJapanese economy until the
end of 1970s shown in Table 1, and the Japaneselmbdve described was for the
growth period when Japan could follow the advaneednomies. It was an effective
system suitable for realization of high growth e tbackground of the international
economic environment and the political ground &t time. Since then, however,
Japan’s economic and social conditions have changed

Mr. Vogel forecasts that when the Japanesaauyg enters into the slower
growth period, the traditional systems supporting fong-range economic growth will
be eventually in jeopardy, and then he concludss“fapan As Number One” with
foreseeing that the Liberal Democratic Party beéingower for a long time all through
the high growth period will erode its political gmed as the support for the conservative
leadership will decline (Vogel, 1979, p.247).

In January 2010, after 30 years of publishihg book, Mr. Vogel told in
Newspaper about the situations of Japan in 20 tge20s, that is, in around 2030 to
2040 (Mogel, 2010). There, he anxiously expressewséif, saying that, though the
Japanese will get worse off from now, they aresfiatl with the present situation and
have a little sense of crisis about it.

2.3 The Japanese Economy after the High Growth— “The Sun Also Sets”

After the high growth period, the Japanese econamthe 1980s, though the
growth rate slowed down, boasted the high competgiower superior in the world on
the basis of its production facilities equippedhnvibhe newest technology introduced
during the high growth period. Based on that, fibi beginning of the 1980s, its trade
surplus came to stay, and in 1986, Japan becangrdheest creditor in the world with
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the net foreign assets growing rapidly. After thieldte of the 1980s, in the progress of
internationalization and liberalization in financimarket, the “Plaza Accord” was
reached among the major countries in 1985 for ke ®f rectifying a high dollar rate,
and joint intervention was taken into the foreigrwleange market of the world by each
of these countries.

In the strong situation of the Japanese ecgrfottowing the high growth period,
“The Sun Also Sets— Why Japan Will Not Be Number One” (Emmott, 198%Aswv
published by Bill Emmott, an editor-in-chief of ‘€H=conomist’ in 1989. In this book,
the Japanese economy after the 1980s was discjusgeidn years from Mr. Vogel’s
book taken up above, from viewpoint of an econogocrespondent well-informed
about Japan. He gave not a few remarkable strucngadyses.

He also pointed to formation of group conssnalong with effective execution
ability and directive power of the government a#ils as the motive that brought the
postwar success of the Japanese economy, but ted stiearly that the future
movements could not be known simply by making apgenextrapolation of the trends
based on such a social tradition and structure. #nturther indicated that the seeds of
their own destruction were often contained in thasslitional trends themselves
(Emmott, 1989, p.225). In the end of the 1980s whaas book was written, the
Japanese economy reached to the ripe (or matua® stsulting from the growth
process taken for a long time, and it seems tleaathhor has already found the seeds of
trend destruction in the long trends. That can dmly guessed from his view that the
Japanese had already known richness and thatpheeke economic society having the
strong yen and the great capital surplus was chgntie nation of savings and
diligence into the nation of pleasure-seeking camexs and of investors and speculators.
And he had foreseen successfully that the Japasmassomy would bring about the
bubble and that “the sun also sets” when it blgstrfiott, 1989, p.224).

In fact, the stock prices of the Tokyo Stock Exdammnvere strengthening the
upward trend from around the middle of the 1980+ the average value reached to the
unprecedented high value of 38,915 yen at the Ni&kerage in December 1989, just
after the publication of Mr. Emmott’s book. Thers, soon as the New Year began, it
turned to clash. Lagging a little behind that moeem a similar change occurred in
land prices. The asset bubbles and their followtofapses became just a reality.
Together with this, the ‘Lost decade’ began andldimg stagnant situation was carried
over to this century, becoming so as to be calledo*Lost Decades”.
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2.4 Japan’s Economic-Social Characteristics andi@ange of the World Tide

The authors who made analysis of the Japanese mgobased on the country’s
social structure and the nation’s traits and cared Japan’s future are not limited to
the Westerners related to the study of Japan. Asobthose Japanese authors, we take
up here Michio Morishima who was a world’s leadiagonomist and consider his
analyses. Mr. Morishima published a book entitl#dhy Japan Will Suffer its Fall” in
1999, the last year of the ‘Lost Decade’. It waaiaden years from the publication of
Mr. Emmott’s book. In this book, he considers Jépatate around the year 2050,
trying to look ahead into the Japanese economligerfuture further away than in about
2030 when we keep in mind in this paper. His cosiolu in this book cannot be said to
be promising as it is known from the title of theok. It is related with the fact that Mr.
Morishima’s book was published at the end of thestLDecade’, ten years from the
time when Mr. Emmott’s book was written in the bgiund of the mature state at the
end of the long-period economic growth of the Jasaneconomy. Regarding what he
indicates as the problems of the Japanese economghanging international
environments, his view has fundamentally many retsp@ common with what both Mr.
Emmott and the predecessor Mr. Vogel pointed tob8gin with, he indicates it a fault
to simply extrapolate the past trend in order tcedast the future, as Mr. Emmott
pointed out, and discusses that structural anditgtia¢ change of the society
influences the future, in the same way that Mr. Eotirand others discussed.

Mr. Morishima says that economy is only a supecstme built on the basis of
human beings and that it is a substructure, naoneytity and quality of human beings
at the time, that is of key importance for estimatof the future economy, which is just
a converse to the conception of Karl Marx. The gtyof Japan’s human beings in a
period of the future, that is, Japan’s quantitateadition of the population is seen to
deteriorate steadily as shown in Table 3 (the aetding condition for the future is the
same for both 2030 and 2050), and it will be diffico change this estimation.

It is the qualitative condition that can make up flee decrease in population.
This brings up a problem of the quality of Japadsication. Regarding this problem,
Mr. Morishima is concerned about an influence ohfdgianism on the characteristics
of Japan’s education. In Confucian countries, $atésses of the people are determined
by their learning result, and the learning periads equivalent to the periods of social
class determination. Historically, the Japaneséespbas been unconsciously under a
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Table 2 Long-term Demographic Change of the Japaise Society

Year 1960 1965 1970 1975 1980 1985 1990 1995
Total Population 93,419 98,275 103,720 111,940 117,060 121,049 123,611 125,570
Number of Births 8,256 8,420 9,051 10,190 8,989 7,723 6,814 6,126
Age 65 and above5,350 6,181 7,331 8,865 10,647 12,468 14,895 18,261

[65-/Total] 5.7 6.3 7.1 7.9 9.1 10.3 12.0 14.5
[15-64/Total] 64.2 68.1 69.0 67.7 67.3 68.2 69.5 69.4
[65-/15-64] 8.9 9.2 10.2 11.7 135 151 17.3 20.9
Year 2000 2005 2009 2010 2020 2030 2040 2055

Total Population 126,926127,768 127,510 127,176 122,735 115,224 105,696 89,930
Number of Births 6,045 5,712 1,087 935 773 695 582 457
Age 65 and above2,005 25,672 29,005 29412 35899 36,670 38527 36,463

[65-/Total] 17.3 20.1 22.7 231 29.2 31.8 36.5 40.5
[15-64/Total] 67.9 65.5 63.9 63.9 60.0 58.5 54.2 511
[65-/15-64] 25.5 30.5 35.6 36.2 48.8 54.4 67.2 794

Source: National Institute of Population and Social SegufResearch, “Population Statistics
Japan 2011"; www.ipss.go.jp/
Note : Unit is 1,000for number of persons. Figures since 2010 are attgmmade by the Institt
in December 2006.
[65-/Total] and [1564/Total] are percentage a ratio of population ag®dnd above ai
that aged 15 to 64 to the total population, respelgt [65-/1564] is a percentage ratio
population aged 65 and above to that aged 15 to 64.

strong influence of Confucianism, and so, substigtemphasis is laid on acquisition

of knowledge in its education in order to get gawddes in tests including entrance
examination, and Mr. Morishima considers that thiselated to the Japanese people’s
lack of logical consideration as a preconditiondorrect value judgment and their loss
of decision-making ability. Such a problem of trepdnese education was indicated
equally by both Mr. Vogel and Mr. Emmott, and tlksismes to be connected with a
problem that Japan is lacking in bright politicebdlership which is essential to the
future of the country.
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2.5 Is There a Possibility of “The Sun Also Risésfter the ‘Lost Decade’?

After a series of pessimistic forecasts about Japanure by the intellectual
observers, Bill Emmott published again in 2006 akooconcerning the future of the
Japanese economy. This new book has the title StimeAlso Rises — Japan in 15 years
from now.” The book title has changed from “The SAlso Sets” published 17 years
before to “The Sun Also Rises”. This book was plmd, when the Japanese economy
began to show signs of getting out of the prolongfadnation continuing after the ‘Lost
Decade,’” and in that respect, the book title timetwas not felt to be surprising; this is
different from the previous book which was publdhet the time when the economy
had not yet worsened clearly.

As a matter of fact, the land prices weretilbe bottoming out and bank lending
was changing into an increase. In September 200%eaa before this book was
published, the general election of the House ofr&amtatives was taken place and the
Liberal Democratic Party lead by Jyun’ichiro Koizumon an overwhelming victory.
Looking at that situation, the author seems to hssen that some bright enduring
changes would be possibly brought about in thecttra of the Japanese society which
had never changed until then. During the econoitaigration extending to as long as
15 years until then, the government was respontbng with a number of political
measures, though little by little, and so he mightve some expectations that such
repeated small changes would bring a great straicttirange in course of time. It
appears that he thought those continuous chandes the seeds of change contained
in trends’ described in his former book.

Shortly after the publication of this book, it can® appear that the world
economy would suffer a simultaneous depressiontaltiee financial crisis occurring in
the United States. In 2010 when that situation bega stabilize owing to the
cooperative measures of the world including the Ipesleveloping countries, Mr.
Emmott issued further a booklet with the title “Tl&hanging World—Lagging
Japan”(Emmott, 2010).

He indicates that the Japanese economy has noaliteel enough its domestic
market in the liberalizing tendency of the world rket brought by the globalizing
economy, while it relies on export for two-thirdkits growth rate, and that it failed in
deregulation of service industries accounting forpércent of GDP and in a rise in
productivity and efficiency of these industries. dAralso, he writes that corporate
in-house education and loyalty to the organizatiothe background of cultural traits
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peculiar to the Japanese have produced so far la quglity of the labor force of
Japanese industries and it was one of the fundaiators supporting the country’s
long-term economic growth, but that the increasant-time workers and irregular
employments for the past 10 to 15 years has desded human capital of the Japanese
industry.

He sees that, in addition to the government’'s gmaicy measures toward the
education, the cause of the failure consists infdbethat Japan could not develop and
cultivate new demands crossing over industrial ldades in the production fields of
manufacturing and service industries in the ageesf technology (symbolized by ICT
technology), and that furthermore Japan could noteed in cost reduction brought by
the spread of work force embodying those new teldgnes.

2. 6 The Japanese Social and Economic Characteict as a Fundamental
Problem

Concerning such analyses on the present stateeafdpanese economy as made
by the observers, the Japanese government as libg athorities intends to recognize
its problems. As an example, a document made plylithe Ministry of Economy,
trade and Industry in February 2010 (METI, 201®ings out the problems such as a
decline of the Japanese economic standing (Ja@dsratio in the world: from 14.3%
in 1990 to 8.9% in 2008), sluggishness of the doimdrisiness activities compared
with the growth of foreign direct investments, tendy to overseas transfer of firms’
activities, decrease in productive-age populatm need of qualitative preservation of
employment to the rapid decrease in the produ@gepopulation. Following that, with
regard to the Japanese industries and firms, éstalp various problems as follows;
high dependence on manufacturing industries, autdenandustry in particular, low
profitability compared with foreign enterpriseslasge number of firms in an industry
as a cause of that problem, ‘aging with few chitdfieewly starting firms)’ in industries
caused by the tendency of a rate of leaving firraspkng to exceed over a rate of
starting firms especially after the burst of bubliEgh cost of business, low inflow of
high quality foreigners into domestic organizatiaomgapan, and so forth. We can easily
make these facts clear by comparing internatiortalypast statistical figures, and what
is important is to consider how to adapt and howuoceed in adapting the Japanese
social and economic characteristics leading bdgitathe present state of the Japanese
economy to the international environment rapidlgrading at present, and to carry out
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what should be done. That basic structure rootdtimdapan in the period of its high
growth, but the problem is that the present Japanthe mature state keeps
fundamentally that basis still now in spite of tinéernational economic environment
changing in structure after Japan’s high growthiqgoberHowever, while the METI's
document takes up outward real problems aboutrttiestrial structure, it regrettably
does not come to recognize the more fundamentddlgmro of social and economic
structural characteristics forming the basis osthobserved facts.

In the analyses of the Japanese economic socielg s@far by the intellects at
home and abroad, those characteristics of thelsmetheconomic structure have been
almost commonly recognized, since Mr. Vogel argueder the consideration of the
sources of the postwar developing process. A basicacter is the group directivity
(group reliance principle) that has controlled thi activities of the Japanese society
containing firms, politics, education and othens.shows respect for behavior that
makes much of consensus rather than interest fquenvay of thinking by individuals.
A group (Shu’udan, in Japanese) is what is betveesociety and individuals, and it has
a lot in common with the concept that has beenedalSeken (the public) or
‘Mura-Shakai’ (a village society) among the soatiso far (see, for example, Abe,
1999).

What is called here ‘Shu’udan’ means a human grmupvhich each of the
individuals belongs in his daily life such as atpatar private company, public office,
school or local society, and within each of thesmigs, all the members are taken it for
granted that they should band together and coapérathe interest and benefit of their
group. In carrying it out effectively, to evaluatach of the members on his individual
ability, ideas and conduct would injure a relatimpsof cooperative and mutual trust of
the system and would result in the loss of grougerest. Therefore, in treating
individuals, the group employs the method relyimdyoon the objective and formal
facts which can be uniformly recognized by all lné group members, making possible
efforts to avoid substantial evaluation for eachths individuals. Typical examples of
the group conduct are the education- and senibesed wage system, the same-age
retirement system under lifetime employment, theegoment convention securing the
same sort of social and economic status for buratiappointed in office in the same
year (it goes without saying that this custom hesdpced a socially harmful effect
specifically peculiar to the Japanese bureaucsgtatem called ‘Amakudari-Seido, a
system of using bureaucratic influence to give la fo retired officials), and those
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organizational practices so peculiar to the Japgasesiety that it is difficult to find in
the other advanced countries have been formed amtamed as if they were natural.
Also, concerning types of job requiring official aifications such as medical doctors
and lawyers, the number of successful candidatiwited to be as small as possible in
the qualifying examination giving the license, buate they are qualified by passing the
formal examination, substantial evaluations abobeirt practical ability and
achievements are hardly ever executed in the awtodding fields where they should
have responsibility to meet the necessity of thaep

Such structural characteristics of the Japanesetgdarought about various sorts
of systems and conventions that have held confrtthe Japanese economy until the
present. They worked well as a central factor afceas until the 1980s when the
Japanese people caught up with the American paaptee living standard, as Mr.
Vogel analyzed.

The world economy where Japan is placed at prekemtever, has remarkably
changed into a multi-polar structure including Asiasing nations with increasing
globalization of economic activities. In that stwal change, the above mentioned
structural characteristics of the Japanese econsagiety which have worked usefully
so far cannot hold good any more in the same atateefore. In the next section, we try
to precisely understand in depth a feature of #p@adese economy covering the period
from the high growth toward the two “Lost Decaddsised on theoretical analyses
focusing on the production structure, and thennatlaer section, to consider what is
needed for the sake of restoring the Japanese @goinc20 years from now and how it
is possible.

3. Considerations on Production Structure of the Jpanese Economy
and its Development Process
— From Theoretical and Empirical Analyses

3.1 Theoretical and Empirical Analysis regardingthe ‘Lost Decade’

After the latter half of the 1980s, the Japanesen@my has experienced the
occurrence and burst of the bubble and the ‘Losade’ after that, and then it has been
faced with the worldwide simultaneous recessioresehdays, although it is somewhat
stabilized in support by foreign demands from Agiaimg countries which continue to
develop, it has not got out of the long lastingatednary state, and its growth rates are
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2 to 3 % in real terms which are quite lower thahatvit used to be in the past.
Concerning examinations into the source of suckmassive and sluggish state of the
Japanese economy and the effectiveness of theigsliaken during that period, a
number of academic works of analysis have alreadgnbcarried out. As a
representative work among them, there is a sefiessearch projects named ‘Japanese
Economy and Economic Policy Research of the Pesiothe Bubble and Deflation’
under a special support of the Economic and Sdveslearch Institute (ESRI) of the
Cabinet Office of the government (Cabinet Offic@02).

We take up here a result of analysis presentedhen'$ymposium on Macro-
Economic Analysis about Japan’s Lost Decade’ ofJdggan Economic Society (Fukao
and Kwon, 2006). In this analysis, they calculaitalt factor productivity (TFP) of
individual firms in manufacturing industry usingetfirm data from 1994 to 2001 and,
on the basis of the results, they investigate these of the productivity decline of
Japan’s manufacturing industry in this period. &nhealysis is carried out by employing
the method of adapting actual firm data to the diwal equation relating a firm’'s TFP
level to its total production Y, individual costasle of production factors S(i), and input
of that factor X(i). Then, using sales sha@ each firm belonging to that industry, an
industry level TFP is defined to be

INTFP ® T (AN TFP @f

and TFP growth rate of the industry during a spetifperiod is calculated, being
decomposed into such factors as the growth ratesnodining firms, retiring firms, and
newly entering firms.

This calculation gives remarkable results. It shdhet, as far as the cause of
productivity decline of the Japanese economy isrexed in its manufacturing industry,
its main reason lay in ‘low metabolism’ in the Japse industry, meaning that firms
having lower productivity than firms retiring frorthe industry kept to stay. This
presents the fact that the Japanese industry hatsafficient function of redistributing
economic resources from lower productive firms tghbr productive firms, which
means that market functions did not work suffidgnt the Japanese industry.

Before this paper, there were not a few researahest the analysis pursuing the
cause of the ‘Lost Decade’ designating the longgikh Japanese economy. Among
them, there are a research which takes the cadligeinosupply side such as a decline of
labor inputs influenced by the aging population astlers on the basis of TFP

143



estimation using Cobb-Douglas production functi@idayashi and Prescott, 2002) and
a research which recognizes insufficiency in effectdemand and ‘liquidity trap’
produced by long maintained low interest rate totle main reasons for that long
recession (Yoshikawa, 2003). What is the most faméxplanation will be a ‘Zombie
hypothesis’. This hypothesis explains the long gisigness of the Japanese economy as
follows. In the financial aspect of the industri@sJapan, there has existed a long
tradition of the main bank system which connecsépecific group of firms to a specific
city bank in relation to their business financesder this traditional relation, banks in
Japan supply ‘evergreen loans’ of a low interets ta their firms even if they have only
a small chance of recovering business. This makpsssible for firms in bad shape
having little chance of business recovery to swayithey are called ‘Zombies’
(Caballero et al, 2008). Because those firms renmaithe industry without retiring,
higher productive firms are obstructed their emtng opportunities of growing. On that
account, the industry as a whole is restrained fraising its productivity (Ahearne and
Shinada, 2005). This is an explanation on the Zerhigpothesis.

As a matter of fact, firms to which banks gave @& loans are mostly those
belonging to nonmanufacturing industries of redhies construction and services rather
than firms in the manufacturing industry dealt bththe TFP analysis discussed above,
all through the period from the occurrence andapdé of the bubble to the ‘Lost
Decade’. Considering that such nonmanufacturingistrees account for 70 percent of
all the production activities, it could be regardédt the productivity decline of the
Japanese economy as a whole and its prolonged asimgnwere the natural
consequences.

3.2 Theoretical and Empirical Analysis regardinghe Two ‘Lost Decades’

The cause of two “lost decades” does not lie onlg period of those 20 years as
shown in the previous section. That was brought/dnyous kinds of policy decision
systems of the public and private sectors anddwittonal corporate behavior practices.
These have been created by the structural chasdicterof Japan’s postwar society
dating back to the middle of the 1950s when Japadena recovery from the postwar
devastations. Thinking this way, it is not enouglamhalyze the situation theoretically on
the basis of statistical materials regarding ohky period of the ‘lost decade’, in order
to consider how the Japanese economy should b@ ia 20 years from now and what
should be done at present. Needless to say, itreatly useful to make causal
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relationships strictly clear in the pertinent pdriby theoretical analyses such as the
works referred to in the previous section, but thécal analyses based on the statistical
materials going back to the high growth period #$thogive us some definite
thought-provoking ideas for the future outlook.

Therefore, here we deal with a paper carried récentin academic journal (Sato
and Morita, 2009) as a work of theoretical analgkisut the basic production structure
of the Japanese economy extending over a longerdpdihis paper makes a theoretical
and empirical analysis on the postwar economic grgwocess of America and Japan
by using the statistical materials from the yeab@o 2004 for macro-economic
production functions. It analyzes the long-rangecpss for a period extending to a half
century including Japan’s high growth period byidirvg the whole period into a period
I from 1960 to 1989 and a periidrom 1990 to 2004. It attracts our special attentio
to the finding of the changes in the propertiespadduction structures of both the
economies.

In Japan, the economy was in high growth duringpodI and in long-range
depression after the collapse of bubble in asse¢pduring the period . In America,
too, the economic growth was kept up by innovatisnpported by the policies of
President Kennedy in the 1960s, but in the 197@ngawo oil crises, it could not
recover sufficiently from the depressive influencés the periodl, however, the
American economy entered the era of ‘new economyegovering the growth by
new industries with IT and biotechnology as thalieg businesses, and the economic
situations of these two countries present a sortootrast to each other in the latter
period. This paper makes a careful analysis aboadygtivity changes during these
periods, especially about how a labor input factoder population changes works on a
long-range economic growth of a country, using assical production function
consisting of fundamental factors of capital anblota This problem is precisely the
most important viewpoint for Japan whose aging petan with few children is
discussed to be a factor of great misgivings tfuiisre economy.

The paper, at first, inspects the adaptation ofipection functions of each of
Hicks, Harrod and Solow neutral types to the econofreach of these countries on the
basis of the economic statistics in order to defireeproduction function to be used for
analysis of each country’s economy, and makese#rcthat these factor-neutral type
growth models cannot determine satisfactorily tredpctivity of these economies as a
whole. Then, introducing efficiencies of productifectors of capital and labor, as
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AQP® B@P®respectively, the authors use a factor-augmentingséd-type) production
function

YRPoF QAR Q9BQN @M

and from this, they derive the equation for the TF®wth rate.

When we observe the rising rate of efficiency reprgéing the degree of
contribution of each productive factor to productiactivities, we notice that this
analysis gives some remarkable results regardiaglpanese economy. At first, the
average figure of the annual rising rates of capiteciency is found to be minus 1.61%
for the whole period, being minus 1.63% in the petfi and minus 1.36 in the peridd
On the contrary, regarding labor input which wadueed in the period, the efficiency
increased at 3.86% annually on average during th@enobservation period, showing
the rising rate of 5.11% in the peridbaénd that of 1.01% even in the peribhcluding
the ‘lost decade’ and the long economic sluggishnetes #fat. Regarding capital input,
the Japanese economy has kept making the minimwessay capital investment
including substituting equipments in this periodarfg depression as well, but it cannot
be said that all those investments have realiziciezfcy growth that should bring the
increase in market demand. That is to say, it nn@yvsthe existence of over-investment
and excessive debt which were accumulated towardtioble period. As opposed to
that, regarding labor input, each firm tried torgase its productivity by substituting
capital for labor and furthermore to promote thigcefncy of labor input per hour by
the efforts like a strict labor management of reéduncin unnecessary overtime working
and so on, as the economic conditions were gestawgre. It could be said that this
actual situation is explained by the results ofdbeve empirical analysis based on the
theoretical model. Therefore, in order for the Jegs@ economy to resume the rise of
productivity in the whole industry in the future,i$ required to make efforts for the
capital efficiency to have a positive value andthwiegard to labor input, to raise the
labor productivity further with service industry e main object for it, now that the
decrease in the working population is unavoidabliaé long run.

Concerning Japan’s trends as compared with Amancparticular, the main
concern is a declining tendency of the working papon brought by the aging
population and the decreasing number of childrerthis situation, a policy viewpoint
indicated by the above results of the theoreticalysis is the necessity of covering up
for the decrease of labor force with its produtyivgrowth, that is, the necessity of
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continuing to raise effective laboBL by the growth of B compensatingor the

decrease ofL .

3. 3 Suggestions from a Theoretical Analysis on ¢hLong-Range Development

Process of a Country’s Economy

As seen in the previous section, a long-range dewednt of a country’s
economy is fundamentally determined by the chamgesiantities of capital and labor
as the main productive factors and in their quadity working efficiencies of these
factors.

I have made a theoretical analysis before abouétbaomic growth processes of
Asian newly rising countries (Takashima, 2008).réhéhad a purpose of analyzing the
economic growth processes of these countries mgusifundamental growth factor of
the accumulated knowledge of an economy as theitgiisad aspect of its basic
production factors of capital and labor in additiorthese input quantities. To do that, at
first, | see a degree of the economic developmenhe changes of per-capita (gross)
income of the country, which is representedy®, and set up the following equation
based on the Cobb-Douglas type production function:

yaP okQs AQS,

where k@®is capital-labor ratio and\®@® represents the degree of knowledge
accumulation at that time.

The effective elements of this basic model of ecmcodevelopments are the
fundamental productive properties of capital-labmio and accumulated knowledge,
and therefore, it must be needed to define by véemt how these properties are
influenced, in order to investigate the developnmntess of an economy. With regard
to the change in capital-labor ratio, its time-wiagyprocess is expressed to be

dkeg

os(1 Ru® yae R Qs

from the equality relation between capital and g$gjosavings as a fundamental
macro-economic property of a country. Here®®is a ratio of national income used for
the sake of obtaining new knowledge like investnfeneducation, s is asavings ratio
of the whole nation and+is a depreciation ratio. Concerning the procedshofvledge
accumulation on the other hand, it is similarly desk to consider the part getting
hackneyed as the human knowledge progresses, #imetffective knowledge in the
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production process, and so, for the accumulatio® o& knowledge effective to actual
production, the equation

dARP  amee xnas

is used by introducing the hackneyed rxte

Then, we can find the development path of an ecgnexpressed by the
per-capita income of the natig®®by resolving the simultaneous derivative equations
regarding theskk®®andAQ®.

When we depict the time-varying paths made by thmlined movements of
kQ@®andAQ@®prescribed by the above equation, the movemengspafint showing the
economic situation at a specific time are foundo&olargely distinguished into two
groups of paths with different directions. One graup of paths where either or both of
these variables is or are in a declining statereggnt but both of them turn to grow in
the course of time by continuing the present podiffgrts. The economies in this group
come to get on the long-range growth paths. If bafththese two variables are in a
growing state at present and if they can mainthet situation in the future, the
economy can naturally keep a stable growth forre lome. The other is a group of
paths in which either or both of the variables stay stay in a declining state without
any policy effort of improvement (or without anyagbresult of such efforts). In this
case, without putting a strong policy effort in teeonomy at some point in time and
continuing it after that, that country would make @conomy impossible of getting out
of the long sluggish or declining state. The latez policy measures are taken, the
harder the entry into a growth path becomes.

In the countries which are regarded to be newlygistheir economies show a
spectacular growth at present. Even for these enm®) a strict examination will be
needed into whether they are actually in a longnp growth process or not. That is
because it is possible to increase gross domesiaupts by the increase in massive
input of such productive factors as reserved ldbare and outdated equipment: such a
growth of GDP is not accompanied by any efficiegegwth. This may show only a
temporal upward shift of the economy within theddasting declining aredn this
regard, Mr. Krugman formerly expressed his viewwdlsian economy as follows. The
rapid growth of Asian economy was produced mosyhalremarkable mobilization of
labor and capital resources and ‘the prospectsdiutiure growth is limited rather than
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everyone imagines today (Krugman, 1994). The daspécproductivity growth is
admittedly improved especially in China and othi&ing economies, but careful
examinations into it seem to be still needed tovkmwehether these economies have
already proceeded truly to the region of long-festgrowth paths expressed by the
per-capita incomg®@®in the above analysis.

3. 4 Warnings to the Japanese Economy from an Anais of Dynamic

Development Paths

The analysis of the previous section gives warnimgsh cannot be overlooked
to the rich countries, too, in a mature state dfearing succeeded in joining the region
of long-lasting growth paths. When we consider fitere of the Japanese economy
staying in the state of long deflation and sluggesds extending to as long as 20 years
with the asset bubble and its collapse after hawitgined a maturity, the concluding
results of this theoretical analysis gives us aravesign. The Japanese economy
accomplished the reconstruction after the war &ea brought the per capita GDP of
the nation to almost the same level as that of Agaeas the result of the high growth
that lasted for a long time. But the highest states short-lived as the Japanese
economy came to enter a long-lasting sluggish .stkable 3 shows its long-range
movements by changes in the per-capita real GDP.

Considering this movement in the light of the ahedl results by the model in
the previous section, the Japanese economy sui@yedsin a region of long-range
growth paths until the 1980s, but during the twest. Decades” after 1990, it seems to
be gradually moving toward a long-range decliniegion in the environmental changes
of the world which surround Japan. In the above ehagtonomic movements show the
changes in economic results per labor input. Censid that the Japanese economy at
present has a decreasing tendency of labor inpatrato to the population due to the
progress of population aging with fewer childrerdexreasing tendency of the growth
rates of per capita real GDP after the 1990s showfrable 3 is felt more strongly to
indicate, behind that trend of figures, a posdipilhat the production structure of the
Japanese economy may be entering in a long ladéalining region.

If, in the economic analysis described above, #te of intellectual accumulation
has turned to be actually negative in the pdiiatter 1990, that is, during two “lost
decades” of the Japanese economy, it means th#hkbefactor tended to decline not
only in its quantity side but also in its qualityls, and it can be considered that the
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Table 3 Changes in Average Annual Growth Rates of Per CapmtReal GDP
of the Japanese Economy

Term 1980-1985 1985-1990 1990-1995 1995-2000 2000-2005 2005-2009
4.28 4.99 1.40 0.96 1.30 0.75

Sources Cabinet Office, ‘System of National Accounts’: wvesti.cao.go.jp/jp/sna/toukei.html
National Institute of Population and Social SegquRtesearch, “Population Statistics

Japan 2010". www.ipss.go.jp/syoushika/tohkei/Popula
Notes: Figures were obtained by calculating ‘per capitd @DP(base year : calendar y2800;
using above two materials and getting an averagbheothange rates (%) of 5 years

each term (an average of 4 years for the last term)

Japanese economy is gradually entering a declireggn during this period. If this
were true, a great policy effort should be neeaedet out of that declining region, as
indicated by the above model analysis.

4. Structural Problem of the Japanese Economy
— In the Worldwide Changes of Economic Environment

4.1 Examinations of the Global Political and Ecoomic Transformations

in the Near Future

At present, while the Japanese economy stays itate ®f the long-lasting
economic stagnation, it is now regaining its bngss a little with support by vigorous
demand brought by the economic growth of Asian gewsing countries, the
neighboring China in particular. However, when wansider whether this situation
leads up to Japan’s self-supporting developmeniheénnear future of around 20 years
from now, the economy is not in a situation wheee gresent state can be simply
extrapolated. There exist some fundamental stractomoblems that do not allow a
simple extrapolation in Japan’s social and econdmalds, as already explained by the
views of Japanese and foreign observers in se2tiés a precondition for investigation
of this problem, it is required for us at first é&xamine specifically how the world
environment surrounding Japan will change in thesdaof time of the near future.
Future forecasts of this sort have been made sbya number of economists and
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research institutes. Here, we deal with what waswvshin a document of the future
forecast, “Global Trends 2025”, by the Nationalelhgence Council of the United
States (NIC) (National Intelligence Council, 2008).

The report of this time has a purpose of foresedmegtrends of the world by
2025, and it mentions the following four major tleras the future forecast. Firstly, the
international system will become a global multipad@e with the rise of China, India
and some others; secondly, with that trend in thekground, global wealth and
economic power continues to transfer relativelyrfrthe West to the East; thirdly, in
this trend, the US will find itself having a lessrdinant power among a number of
important actors on the world stage, albeit stiéd most powerful one; and lastly, world
economy will continue to grow as a whole and itpydation is projected to grow by
about 1.2 billion between 2009 and 2025 from 6I/8obi to around 8 billion people,
and at the result, there is a high possibility thatscarcity problem of energy, food and
water will become important.

The following situation is foreseen in this repdrhe world stayed in a relatively
stabilized circumstance with America as the comentiy until now after the collapse of
the socialist societies. In the future, world positwill become unstable owing to the
above global trends from the first trend to thedlone indicating a relative decline of
position of the advanced countries such as the Wektlapan, and a rising position of
newly developing countries with China and Indigpeacipal ones.

The second major trend will be brought by the declhf Europe and Japan in a
global position in contrast with the developmenttloé newly rising countries, and it
will be largely caused by the population aging émel decrease in working population.
Especially for Japan, the report predicts thatia & aged population (65 and above) to
working population (15 to 64) will steadily risirfgee ‘ratio [65-/15-64] in Table 2) and
that the growth rate of GDP will decline closez&yo.

With regard to Japan, the report further pomisthe next problem in addition to
the mention made above. Because of not only itéimieg and aging population but
also an aging industrial base and a more volabldigal situation, ‘Japan’s political,
social, and economic systems will likely be restuoed’ (NIC, 2008, p.33) to address
these problems. The report describes specificabessities of industrial restructuring
with increased emphasis on high technology produaiie-added production, and
information technologies, necessities of taking nemmigration policies like a
long-term visa option for visiting workers and aotzce of immigrant labor, and the
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need of appropriately responding to China’s growmilitary power on the foreign front.
Then, it additionally emphasizes in the last phat,tin order to effectively respond to
and solve these problems, key will be bright antngt leadership that correctly
understands the global trends.

In our previous analyses on long-range changingspat an economy, it was
made clear that knowledge accumulation in prodac$ioucture plays an important role.
In this document of thinking the global trends loé tfuture, that importance is finally
certified for the Japanese society in particulgrthe NIC as well. What worries us the
Japanese is a next point; in the world trend o&ditg growing demand for higher
education, while the United States is considereldatce a high possibility of becoming
a unique country ranking as the ‘hub of educatiorthe global education market, will
Japan be able to prevent a fall of position in tieitsl?

4.2 Japan’s Structural Problems in the Midst of Gobal Transformation

Now setting about our work on examination into peais which Japan will face
in the near future in the transforming global eomiment, we look over the remarks by
Paul Kennedy in his book, “Preparing for the Twehirst Century” (Kennedy, 1993).
This author became famous by publishing a bestdetiek, “The Rise and Fall of the
Great Powers” (Kennedy, 1987), in which he discdsgsout the world trends focusing
upon the movements of the nation-state. In thierlabok, he takes up transnational
global trends going over individual nation-statédge Ipopulation growth, impact of
technology, and environmental damage. He furthecudises the possibility that these
issues threaten to affect seriously not only tofthere of individual countries but also
to the whole mankind beyond the national boundary eonsiders how to take the
measures against them. He deals with regional itapacPart Two of the book, in
which one chapter is placed with regard to Japgmanicular and twenty-first century
problems Japan will have are argued in connectith s social characteristics. The
points are as follows.

In the Japanese economy all through the postwér dnigwth period, its principal
basis of creating wealth lay in the strong racial @ocial coherence of the Japanese;
what has strongly impressed Western eyes is Japardsacteristic social norms
represented by an emphasis upon group harmonyarseticsus, generational deference,
and the subordination of individual desires to goed of the collectivity. Also, while
education is a critical element in Japan as ihisther East Asian countries under the
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Confucian influence, Japan lays even greater stipes learning as a group activity
and actual utility rather than encouraging indiablexcellence, on the basis of its social
characteristics above mentioned. The educationateats are mainly composed of
cramming knowledge with emphasis on winning anate examination to get higher
social ranking rather than cultivating individuahirtking ability. Therefore, in
universities in the highest stage of educationesgsstudents have no incentive of study,
since they are already situated in the high positb educational ranking system. In
addition, the government budget for university edion is not enough in comparison
with other industrialized countries. Owing to allote causes, Japanese university
education is inevitably of poor quality. The autHorther indicates that Japanese
universities have not done well hitherto in creatigsearch in graduate programs. Many
authors have already dealt with those natureseofléipanese society and the defects of
its higher education as seen in section 2 above.Kdnnedy further discusses what
results those characteristics will bring to the aimgse society in the world of
twenty-first century going with the global changesl currents which develop rapidly.

In the first place, he writes as follows. The Jasansociety will have certain
changes in many conditions at home and abroad wiagh contributed to the progress
of the Japanese economy since the 1950s and inhetilbe able to keep up with those
changes if it sticks to the traditional nature ehavior. In this situation, the Japanese
economy will certainly suffer a downfall. The mastportant factor of the domestic
transformation is an increase in production cosised by a change of demographic
structure, and the Japan Corporation will losécizture of making goods’ historically
created by following in Western footsteps, in gnogvicompetition with Asian newly
rising countries. Then, it will come to lose itsrgpecific strength.

Regarding an outlook for Japan in the twenty-fashtury which is sure to face
such structural changes at home and abroad, Mnddncomes to the next conclusion.
While ‘guarded optimism’ (Kennedy, 1993, p.160) Iwdb for the economic aspect
under the condition of keeping its technologicalpesiprity, Japan’s strategic
vulnerability will become the greatest risk facédoout unforeseen changes and collapse
of the international political system surroundiig tcountry. Considering in this way,
we come to notice that what is needed for Japamhén changes of international
environments of the twenty-first century is ‘enlighed and courageous leadership’,
and that having such leadership is the only waydagan contribute to keeping global
order and moreover, makes it possible domestidallyead its economy to a new
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developing path by adapting it to changes in therimational environments. As the
author says, however, such political leadershijiss what Japan lacks most, and ‘this
deficiency has not been countered’ (Kennedy, 199861). Concerning this problem,
Mr. Kennedy considers that the Japanese social patitical system may virtually
ensure that such enlightened politicians as cahtleanation will not emerge.

5. In Order to Evade “Galapagos Syndrome”
of the Japanese Economy

5.1. Need to Reexamine the Japanese Style ‘Machifleat Can Go By lItself’

As seen at the beginning of Section 2, it is thoughat the fundamental element
which led the development of the postwar Japaneseoeny lay in the social discipline
which can be called ‘group directivity’ or ‘groupmformity’. This discipline was
molded in the Japanese nation through the longryisif the country. Being founded on
it, the industrial society in Japan has formed ltisiness practices such as seniority
system, life-time employment, same-age retiremeydtesn, in-house education,
in-house information accumulation, and so on. Th@setices have produced a strong
reliability on the organization and a strong seofskelonging to it among its members.
These factors exist also in the government admnatieh which has played a leading
role in the development of the postwar Japaneseoecp That is to say, in each
government office, although lawmaking facilitiesosld belong to politics in nature
based on the will of the nation, that function bagn substantially taken by the related
administrative office under its bureaucratic obpestand then, economic and industrial
policies have been carried out by the initiativettod bureaucrats in charge under the
laws and regulations enacted so as to allow adtratiisn at bureaucrats’ discretion.

Such structural characteristics of the Japaneseoaty worked very effectively
in the international environment where the postwarld evolved in the lead of the US,
because Japan could behave under the American lsnibrevery aspect from politics,
military affairs, and economics down to culture.rig that time, while the world
economic environments were certainly hit by grdanges such as the Nixon shock,
the oil crises occurring twice, and collapse of thecialist economies, it is
unguestionable that special procurements by thesAlt the time of the Korean War
just after the end of World Wail gave the Japanese economy an opportunity of
progressing toward the high growth after that. Wthnology accumulated during that
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process and cooperative efforts between the gowsrhrand the private sector, the
Japanese economy was not much obstructed the psoigreits long-range growth by a
changeover to the floating exchange rate systeen #fe Nixon shock and a sharp rise
in energy prices due to the olil crises, and itupdo the 1980s. Then, almost all of the
Japanese took pride in the economic strength of tdoeintry and did not doubt that
they could keep it up.

It was just at that time that “Japan as Number QneEzra Vogel was published.
In this book, Mr. Vogel remarked as follows. Theustural characteristics of the
Japanese economy mentioned above are resultedtfre@rsocial discipline of group
directivity, which forms the basis of strength &f @conomy. While these characteristics
have brought economic growth so far, they havesrigk well of oppressing rights,
individuality, and originality of each person. Attten, he posed a question whether the
Japanese economy could keep surviving for manysyeathe future too, maintaining
the traditional structure involving these risk fast

In twenty odd years after Mr. Vogel presented abjenm about the future of the
Japanese economy by examining its growth factbesetonomy produced the bubble
and then, fell into the ‘lost decade’ when the Habturst. It was Paul Kennedy that
analyzed Mr. Vogel's worry more precisely and expd it more specifically. Mr.
Kennedy also recognized that the cause of sucddbe dapanese economy in the long
period after the War consisted in the social disu#s peculiar to Japan. They are
emphasis on going well with others and getting @seasus, precedence of those older,
priority of collective interests, and so forth, whiare almost the same norms as Mr.
Vogel had indicated. In addition, Mr. Kennedy fethmentioned that, although
education is a critical element in Japan as a GQuarfbinfluenced society, the Japanese
make much of group learning and actual utility assalt of such social norms, and that,
in the contents of education, they emphasizes tiggisition of knowledge to get a
higher social ranking rather than cultivation oflindual thinking ability by the free
flow of debate and ideas. All these problems hasenipointed out to be fundamental
faults of Japanese education in the same mannschmfars such as Mr. Morishima and
Mr. Nagatani, who were educated in Japan and spdahg time in the educational
world in Europe and America.

Among Mr. Kennedy's considerations as mentionedvapthe following is the
most important indication when we consider the reitaf the Japanese economy. The
Japanese economy has worked properly so far, iegdenefits from the international
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system led by the US, under the ‘machine that @abygitself’ constructed by various
factors consisting of the private corporations #mel government offices based on the
social nature placing an emphasis upon harmongermus and so on. There, it had no
need of enlightened drivers who operated the wisgiktem of behavior in always
aiming toward a right direction. However, that miaehfinds itself in a rapidly changing
circumstance now, and it is certain that the sibmatvill come to be quite a different
one from what it was in the past, as the 21st cgmoes on. That is to say, in the
transforming order of international politics sumaling Japan, what is needed to the
present Japan is the enlightened operators whdeeanto a right direction the present
Japanese economic society losing the effective atipgr functions; in other words,
Japan needs now ‘enlightened and courageous |&gulen$ having such leadership,
Japan can transform its now out-of-date socialesmwhomic structure so as to meet the
change of international circumstances and can ibomér to the establishment of the
new international conditions. Japan until now, hesve has not created such
enlightened political leaders that can take thd l&fahe nation.

Foreign observers think that it is the enigma qfalese power structure. Until
recently, the function of the ‘machine that canlkgoitself’ has enabled Japan to do
without such a leader, but in the changing circamsts of the twenty-first century
world, the present Japan has to recognize it asgant problem to modify various sorts
of elements composing the traditional automatic mreecand at the same time to have
the condition of bringing up leaders with workinilay of directing the whole nation
to a right direction especially by reforming thaditional Japanese educational system.

On the basis of this problem, there exist the Jagarsocial characteristics that
have been created in the historical and culturekgm@unds, and therefore, in order to
reform them, we again return to the need of endigatl and courageous political
leadership. Before we treat this ultimate problemrelation to the Japanese social
disciplines, we will put together the essentialultssof the related analyses based on
economic theory which were previously given in ett3, about the problem of the
two “lost decades” and that of long-range develompmeaths of an economy. The
former problem came to make us clearly recognize riacessity of reforming our
traditional economic and social structure.

5.2 Suggestions from Rigorous Facts Given by Thestrcal Analysis
With regard to the cause of the long sluggishnésseoJapanese economy called
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the “Lost Decade” in the 1990s, what has been atdit so far is the increase in bad
debts of financial institutions due to the bursbabble and the accompanied influences
to the real economy, along with the delayed asseststo bank assets and other related
factors. Concerning the actual situation during theriod, a remarkable fact has been
made clear by a theoretical model analysis withamg@go production activity of the
whole Japanese economy.

The financial crisis had a negative effect on tbenemic activity as a whole,
which continuously decreased productivity of thérerproduction sector. In individual
industries, companies increasingly left their indusecause of finding difficulty in
continuing business. In this case, it is ordinadbnsidered that companies with lower
productivity leave earlier. This is the naturaltstan free market economy. On the
contrary, when companies were grouped in thosevilea¢ forced to leave by closing
business and those that could maintain businessgdiins period of the ‘Lost Decade’,
and when a contribution to productivity of the wdahdustry was calculated for each of
these two company groups, it was found that prodtetof the group of leaving
companies was higher than that of the group of n@inacompanies.

In this actual state, it was natural that the potidity of the Japanese economy as
a whole declined in this period. The point is ttieg Japanese industrial society had a
structure with less productive companies survivimgpther words, that the Japanese
economy stayed in ‘low metabolism’ which was faonfr a free competitive state
essential for market economy, even after the ecgriefithe period of high growth.

It seems to have one of the causes in the ‘maik lsgstem’ as a long-lasing
practice in the Japanese business society. Insysgem, an interest community is
constituted between a bank and its borrower firangl, the financial relations tend to be
maintained between them even when customer firrfisrdousiness difficulties or fall
into little chance of improvement. This has beamglindicated by foreign observers to
be ‘ever-green’ loan to ‘zombie’ firms which is aaptice peculiar to the Japanese
industrial society. This time, the actual situatiwas happened to be made clear by an
academic study. What is important is that such actpre has been created with the
social norms of historical and cultural characterssas a background; namely, these
norms are a team-spirit ethos, mutual benefits Bsgrving trust, group benefit
principles and so forth.

The above study has found that the long sluggisim@ny of the ‘Lost Decade’
revealed its actual state as a decline in prodiygtof the industrial world and that a
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practice opposed to market economy of pursuingieficy underlay that situation.
Besides, in order to get guidelines for the futurdyecomes important to know how
much each production factor of labor and capitafjugment) contributes to
productivity of the Japanese economy. On the bafsibe results of analysis made by
using data from the 1960s entering the post-war grgwth through the latest year, it is
known that the quantity of capital input rapidlyciaased in the high growth period of
the first half observation period until the 198@sparticular. While it is a matter of
course for the period of high growth, the capitgdut maintained a positive growth all
through the period including the two “lost decade$”the second half observation
period as well. With regard to the productivityweyer, capital input shows a negative
growth in both the first half and the second hélfhe period.

As opposed to this, concerning labor input, while guantity increased in the
first half period and it turned into decline in tladgter half, its productivity kept rising all
through the observation period. In the first hafipd until the 1980s, it can be easily
understood that the high economic growth was redlizy input expansion in quantity
of both labor and capital. An especially importgeint that was made clear in the
empirical results by this model analysis is the faat, whilst the quantity of labor input
began to decrease after the beginning of 1990sstayed in the same situation during
the long sluggish period, the productivity keptngsthroughout the observation period.
What is considered its direct cause is that eaon fnade efforts to raise labor
productivity by eliminating unnecessary overtimerkvand making a thorough labor
management, and by taking other measures like &agrase of irregular employment.
In addition, another reason to be considered sithellectual accumulation as human
capital has expressed itself in a continuous risanoeffective labor indicator in the
Japanese economy as a whole. At this thought, panla society where a decline in
young working-age population due to the low birterand aging population is rapidly
progressing, the trend of intellectual accumulatioits industrial structure comes to be
the most important element that will determine deeelopment path of the Japanese
economy from now.

Concerning the properties of development path oé@momy, the basic nature
can be examined by analysis using a theoreticalemothe development process
derived from this model shows that an economy h#srent states which can be
classified into four aspects varying based on défie combinations of two factors of a
capital-labor ratio and a degree of knowledge acdation of the society, and also it is
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clearly known from the analysis that long-term pattxtending to the future are
eventually divided into two groups of going to aveleping area and of being destined
to a declining area according to the present statethe policy measures actually taken
at present. This model analysis supplies an impbktigwpoint particularly to examine
the future trends of the newly rising countriesd @n addition, it gives important
suggestions to us when we consider the future afi@unies which have been already in
a mature state, as well.

If this model analysis is applied to the presettation of the Japanese economy,
as the above mentioned long-term analysis from 1B&flugh 2004 made clear, capital
and labor input increased in volume during its lggbwth period in the same way as in
the present rising countries, but its economy waso condition to have rising
efficiency in the side of capital input. Howevedretlabor productivity was observed to
continuously rise. This is understood to show thatthe times from the post-war
recovery period through the high growth period, mjitative increase in productive
factor inputs and substantial intellectual accurtnaitein human capital side, an increase
in labor productivity in particular, led the Japseesconomy to a long-lasting growth
path. And what worked effectively in this procesaswthe Japanese social norms of
group directivity with an emphasis upon consensus the structural and behavioral
characteristics of industrial and bureaucratic d®based on these norms.

After the beginning of the 1990s, however, charigesituation of the Japanese
economy came to clearly appear in the resultseoftialysis. A rate of change in capital
inputs decreased to one third of the previous ratessit still kept increasing. Opposed
to it, labor inputs changed into decreasing ands,thiumakes it impossible for the
Japanese economy to maintain its growth throughtiappansion of productive factors
in quantity. On the other hand, with regard to lietgual accumulation, while a
decreasing trend of capital efficiency continueabor efficiency still maintains
somewhat a positive rising rate, although it haanbeduced to one fifth of those until
the 1980s. However, when a deteriorating rate efatcumulated knowledge is taken
into consideration, it is doubtful whether suchraall rising rate of labor efficiency
covers a real increase in knowledge accumulation.

Therefore, if the Japanese economy spends thelosbdecades” with the same
structural characteristics as before, its long-eamgving path is going to be transferred
from the developing region to the declining regi@ince the end of the twentieth
century, the world trends have greatly changed #ed Japanese society too has
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undergone irreversible changes like a change inulptipn structure as a typical
example. If such a transfer of Japan’s moving mattaused by the ‘automatic machine’
particular to the Japanese society that is kepkngmwithout any sufficient reformation
despite the great changes in circumstances at loch@broad, it will become definite
for the Japanese economy to enter a long declpétly. This is the sheer problem that
we come to be faced with, lastly.

5.3 For the sake of Survival of the Japanese Ecamy

When world environments will undergo great changeshe near future, will
Japan be able to survive? What should it do rigiu, in order to survive?

Owing to a rigid economic structure maintained ssatiated from the changes
in world environments, lower productive companiasvive in the domestic industry,
being blessed with the cross-shareholding practigdy the main bank system, and
additionally with government protection by induatripolicies. Therefore, as its
industrial metabolism is not promoted (low-metabwl), the Japanese economy has
industries that are ‘aging’ simultaneously with thgng population. In this situation,
companies that try to survive on their own areiimed to abandon their own country’s
market and to relocate their business activitiesadh mainly in the emerging countries.
In this tendency, in industries at home, the rdtepening businesses tends to decline,
which is hastening further the ‘aging of indusiryJapan.

In the background of these rigid systems and mestihowever, there lies the
Japanese social characteristics of group diregtivith an emphasis on consensus that
have been formed historically and the Japanesealsoeorms of giving priority to the
good of the collectivity brought by cooperation fied among team members over the
appreciation of individual qualities like persomaind originality.

Those social characteristics became such praaticésisiness and bureaucratic
organizations as the seniority system by educdtidseckground, the life-time
employment system, and the same-age retiremergrsysthich brought the tendency
for these organizations to put more emphasis dmirse education after employment
than educational results before employment. In Way, these practices transformed
Japan’s education to be a means of ‘formation ofat@rder’ (Paul Kennedy), gave it
only a ‘function of dividing people into groups’ @égatani), and made years of
education only a ‘period of allotting people to ¢sd) classes’ (Morishima). This fact
leads to a decline in quality of education aftex thllotment’ is decided in particular,
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namely a decline in quality of Japan’s universitiyeation. And, in its content, too, the
Japanese education as a whole puts the emphasiSapual knowledge and memory
for formation of social order as symbolized by th&lusion of cultural education, and
thus, it does not cultivate logical thinking alyilfirerequisite for a right value judgment.
Such educational conditions made the society thaifficult to produce ‘enlightened

and courageous leadership’ able to properly adamtypical and unusual situations
based on a wide cultural education.

Now that world circumstances around Japan havegdthnt becomes clear that
its traditional structural characteristics whictdh@operly worked before have come to
be unable to meet these changes. Until now, belandus traditional practices, there
have lain the basic value norms of the Japanesetgdirought by a team-spirit ethos
putting emphasis on consensus. In the presentisituaentioned above, there would
be no problem, if such norms could be altered tachtimportance to individual quality
not only within domestic groups but also in theiaties across the national boundary,
so as to be suitable for global market economy. éi®n these are the basic
characteristics that all the people composing tleegnt Japanese society unconsciously
possess in varying degrees as the value prinaipliveé there and it is hard to change
them straight even under ‘enlightened and couragyésadership’. Therefore, what can
be done is to make steady efforts at altering iddizily each of the actual practices that
comes not to meet the world conditions. By doing tbe value principle of closed
group directivity lying in the basis of these unfaymable practices is thought to be
gradually changed as a historical process so amett the market conditions in the
world.

Among the traditional practices to be reflectedtlme present world trends,
however, there should be some that ought to be d&gttively. For example, lots of
new technological developments looking impossilbile other countries have been
accomplished in Japan under the collective coojeratithin its various organizations.
Among these achievements, there exist importantntogies like environmental
technologies relating to preservation of the globalironment in the future. With
regard to the cooperative system based on team-ehios for such a specified purpose,
it could be reformed to a new system so as to aptismthe purpose of global values to
meet needs of the new age, even if the traditignalip directivity is abandoned as a
social ethical feature against the times.

In the construction of the modern society in theijiviRestoration in the end of
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the nineteenth century and in the reconstructiothefruined Japanese economy after
WW I, it was the cooperative system between the govemhind the private sector as
a traditional structural nature of the Japanesesothat lead these historically difficult
enterprises of the country to great successesphdsznt Japan should not renounce the
whole system under the criticism from the dogmatarket economy principle but
should try to reform it while the advantages oft tt@operative nature being maintained.
This necessity is strongly realized especiallyhat historical great disasters that struck
the north-eastern Japan this time.

Therefore, in order to alter the Japanese pragctieebghtened decisions are
needed to select and maintain right ones carefarigl, now the situation does not permit
any delay in taking measures to improve the prestibhat are apparently required doing
So.
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