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VIDEO

Japan - The History of Economics  

https://www.youtube.com/watch?v=oFDZ
OnUb2A4

Japan - The Fading Economy  

https://www.youtube.com/watch?v=ErUQn
d-YFGg
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Introduction 

Japan's economy was the envy of the world 
before its so-called “lost decade” (失われた
十年 Ushinawareta Jūnen). 1990-2010

1970s, Japan produced the world 2nd largest 
gross national product("GNP") after the US

1980s, ranked first in GNP per capita worldwide

All of that ended in the early 1990s when its 
economy stalled and it entered “lost decade”

We will take a closer look at Japan's 
economy, the cause of the 'Lost Decade', 
and the impact it has had on Japan.
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Japan Inc.

“An Economic Miracle”

From 1945 to 1973, the Japanese economy 
increased 55X

A Model: The East Asian Strategy



Japan after WW2

At the end of WW2 (1945), Japan was subjected to 
seven years of military occupation by the United States

During which the American occupiers helped rebuild the 
country, shared American technology, and carried out 
widespread political and economic reforms so as to 
transform Japan into a democracy and a potential 
bulwark against Communism. 

US and Japan have firm and very active political, 
economic and military relationships. A new military 
alliance treaty, an exchange of technology and culture 
produced a strong alliance

US considers Japan to be one of its closest allies and 
partners. 
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Japanese economy 1950 to 1975

Japanese economy, between 1950 and 1975, 
had the world's most impressive record of 
economic growth ever seen at the time.  

Japan became the front line against communism in 
Asia.

During the Korean War, the Japanese supplied the US 
Army fighting in Korea with weapons of war and 
other industrial supplies 

The war also put the Japanese car industry into 
action. The Japanese was fixing and rebuilding US 
armies military vehicles. 

This action contributed up to $930 million into the 
Japanese economy
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Japanese economy 1950 to 1975

Heavy American military spending in the Korean 
War (1950–53) and the Vietnam War (1965–73) 
provided a major stimulus to the Japanese 
economy.

By learning to supply the US forces, Japanese 
manufacturers began to export their products to  the 
international markets. This led to Japan started to 
import new technologies from the west.

Incomes for the average Japanese were rising rapidly

many of Japan's goods became the best in the world 
market, especially cars, cameras, and electronics.  

Shortly after this "economic miracle" began, Japan 
became the 2nd largest economy in the world after 
the US. 7



Historiography of the ‘Miracle’

Books on Japan before the crash  
• Robert Guillain, The Japanese Challenge (1970)
• Herman Kahn The Emerging Japanese Superstate (1970)
• Ezra Vogel Japan as Number One: Lessons for Americans (1979)
• Chalmers Johnson MITI and the Japanese “Miracle”. (1982)
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Japanese economy changed after WWII

Post WWII period: 
present government, economy and constitution were 
put in place

1960–1990: contribution to total world GDP 
grew from 3.5% to 14 %

1960–2002:
Primary sector (agriculture and mining) declined from 
33% to 1%

Service sector rose from 38% to 68%

From 1990s: Japanese economy slowed
China’s GDP 1.5X higher by 1990’s

But per capita GDP remained much higher in Japan 
($35.000) than in China ($6.000)



1960s Economic Growth
1960s economy grew at an average rate of 10.4% 
per annum, overtaking France, Britain and West 
Germany.

Japan Inc.
Enacted tariffs to protect nascent Japanese industries.

Good practices such as quality control were diffused.

Companies encouraged to disseminate technology and 
patents.

Public and private capital made available to favored 
industrial sectors.

Removal of foreign protective barriers lead to huge 
increase in Japan’s exports.

1964 Tokyo Olympics signified Japan’s acceptance 
into the international community once more.



Shinkansen: bullet train of Japan 

The Shinkansen (新幹線) is a network of 

high-speed railway lines in Japan

Shinkansen began service on 1 October 1964. 
In time for the first Tokyo Olympics.

Became a symbol of Japan’s Economic Success

The Shinkansen has had a significant 
beneficial effect on Japan's business, 
economy, society, environment and culture
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1970s: increasing costs and “just in time”

Older industries (steelmaking, shipbuilding, 
petrochemicals, cement making) suffered from 
overcapacity on world markets

Factory closures: social problems and unemployment 

Investments to light industries (cameras, 
household appliances)

1st copied others’ technologies and designs, later 
initiator

“Just-in-time” (JIT)
or the Toyota Production System, denoting a 
manufacturing system in which materials or 
components are delivered immediately before they are 
required in order to minimize inventory costs.
It was adopted in Japan, largely in the 1960s and 
1970s and particularly at Toyota. JIT deliveries cut 
warehousing costs



Impact of the 1970’s OPEC oil shocks

Early 1970s Japan’s consumption of oil accounted 
for 10.1% of the world’s total – 2X that of 
Western Europe.

1973 – 73% of Japan’s primary energy supply was oil. 
99.8% imported – 85% from OPEC countries.
Price of oil from US $3 in 1973 to $12 in 1974.

Japanese GNP growth dropped to 0% in 1974.
Resulted in a massive technological impetus in 
pollution abatement investment. 
Led to a massive restructuring of the Japanese 
economy.
Heavy industry exported to Asian or Latin American 
countries with loose environmental regulations

Japan accused of pollution and deforestation 
overseas



1970-90s Trade Friction

1972-1993 Japan become a major player in 
international politics due to its economic power.

Japan was admitted into the G7

The largest provider of foreign aid to the Third World.

Inspiration to the newly industrializing states in Asia.

Japan’s trade surpluses with the US and the 
European Community spiraled out of control.

1980 and 1985, the US dollar had appreciated by 
about 50% against the Japanese yen

Caused considerable difficulties for American 
manufacturers due to the rising dollar and cheaper 

Japanese imports.

The financial sector was able to profit from the rising 
dollar



Current Account Deficit

The current account deficit is a measurement of a 
country's trade where the value of the goods and 
services it imports exceeds the value of the goods 
and services it exports.

The United States experienced 3% GDP growth 
during 1983 and 1984 with a current account 
deficit approaching an estimated 3-3.5% of GDP. 

The rest of G-5 (US, UK, West Germany, France, 
Japan) were experiencing enormous current 
account surpluses as well as negative GDP growth, 
threatening external trade and GDP growth in the 
developed world..
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Plaza Accord

The justification for the dollar's devaluation was 
twofold: 

to reduce the U.S. current account deficit, which had 
reached 3.5% of the GDP

to help the U.S. economy to emerge from a serious 
recession that began in the early 1980s. 

Devaluing the dollar made U.S. exports cheaper to 
purchase for its trading partners, which in turn 
allegedly meant that other countries would buy 
more American-made goods and services.

A pro-growth agreement signed by what was then known 
as the Plaza Accord was to devalue the US currency 
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Trade friction with the United States

The Plaza Accord 1985
Agreement between G5 (US, UK, West 
Germany, France, Japan) to intervene 
cooperatively in the foreign exchange markets 
to guide the excessively high value of the US 
dollar lower as a means of enhancing the US's 
export competitiveness and trim its enormous 
trade deficits. 
Depreciate the U.S. dollar in relation to the 
Japanese yen by intervening in currency 
markets.
Devaluing the dollar made U.S. exports 
cheaper to purchase. Other countries would 
buy more US made goods and services. 
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Result of The Plaza Accord 

The G5 cooperated for the 1st time by 
agreeing to revalue the exchange rate 
system over a 2-year period by each 
nation's central bank intervening in the 
currency markets. 

Target rates were agreed to. The United States 
experienced about a 50% decline in their 
currency while West Germany, France, the U.K. 
and Japan saw 50% appreciations

The Japanese yen's value vis-a-vis the dollar 
doubled in about 2 years, from 240 Yen to 120 
Yen a dollar. 18



Yen to be reserve currency

Japan wanted the yen to be one of the 
world’s foremost settlement and reserve 
currency, helping it gain leverage so as to 
take back its foreign policy from the US

The US was also thinking that the strengthening 
yen will help catapult the Yen to world’s premier 
status

The yen revaluation also benefitted Japan is 
that Japan was able to pay their loan easily. 

It was cheaper for Japan to pay off those huge 
debt with the revaluated yen.
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Result of The Plaza Accord 

Japan agreed to open its markets to trade, 
liberalize its internal markets and manage 
its economy by a true yen exchange rate.

The sharply higher yen prompted Japanese 
manufacturers to rush to shift production 
abroad, especially to Southeast Asia, to 
take advantage of cheaper labor there. 

Postwar Japanese economic growth which 
depended heavily on foreign resources  was 
thrown into a "yen revaluation depression”
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From 1980s: global investments

To counter issues with Japanese auto 
exports 

Japanese auto manufacturers built 
oversea factories in the US, Great Britain, 
etc.
Japanese automakers, amid raging trade 
protectionism in the US, also accelerated 
production in the US, not only to weather 
the stronger yen but to ease trade 
friction. 
In the early 1990s, the Japanese 
automakers are assembling more cars in 
the US than exporting to the US “



In the wake of the Plaza Accord 

To help cushion the impact of the stronger 
yen on its economy

Japan kept its monetary policy loose to 
stimulate domestic demand, but much longer 
than necessary, resulting in the "bubble 
economy“. Inflated prices for assets such as 
stocks and land.

Japanese export became more costly 

Imports became cheaper 

Turned Japan from country of producers to one 
of consumers
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1990  Bubble 
1985: Ministry of Finance eased control over the 
money supply (“0-interest-rate" money printing)  

A speculative asset price bubble was caused by 
excessive loan growth quotas dictated by Japan's central 
bank. Japan's banks lent more without regard for quality 
of the borrower.

Increase in finance liquidity sparked wave of Japanese 
speculative investments in property and share values. 

1989: To deflate speculation and keep inflation in check, 
central bank sharply raised inter-bank lending rates. This 
caused the bursting of the bubble and the Japanese 
stock market crashed. 

Equity and asset prices fell, leaving Japanese banks and 
insurance companies with books full of bad debt. 23



capital infusions from the government

The financial institutions were bailed out through 
capital infusions from the government

loans and cheap credit from the central bank, and the 
ability to postpone the recognition of losses, ultimately 
turning these banks into zombie banks.

these banks kept injecting new funds into unprofitable 
"zombie firms" to keep them afloat, arguing that they 
were too big to fail. 

However, most of these companies were too debt-ridden 
to do much more than survive on bail-out funds. 

Eventually, many of these failing firms became 
unsustainable, and a wave of consolidation took 
place 24



Results of the Plaza Accord 

The Japanese felt the worst effects in the 
longer run of signing of the Plaza Accord. 

Cheaper money for the Japanese meant Bank 
of Japan's adoption of cheap money policies 
such as a lower interest rate, a credit 
expansion and Japanese companies that 
moved offshore. 

This created slower consumption rate at 
home, rising land prices and the creation of 
an asset bubble that would burst years later 
that led to the period for Japan known as the 
lost decade
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Why did the Japanese agree on the Plaza 

Accord? (1)
G5 sees it as a pro-growth agreement to enhance the 
US's export competitiveness and trim its enormous trade 
deficits. United States was forced to realign the exchange 
rate system due to present imbalances

Europe and Japan were experiencing enormous current 
account surpluses as well as negative GDP growth, 
threatening external trade and GDP growth in their home 
nations.

Japanese economy was highly dependent on the US. US 
sold food and raw materials (essentials) to Japan while 
Japan sold electronics and cars (non-essential) to the US. 
In 1984, 50% of Japanese exports came to US.   
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Why did the Japanese agreed on the 

Plaza Accord? (2)
Japan wanted the yen to be one of the world’s foremost 
settlement and reserve currency, helping it gain leverage 
so as to take back Japan’s foreign policy from the US.

The US was also thinking that the strengthening yen will 
help catapult the Yen to world’s premier status as a 
reserve currency. The yen revaluation benefitted Japan is 
that Japan was able to pay their loan easily. 

With the stronger Japanese dollars, Japanese companies 
rushed to globalize and shift production abroad to take 
advantage of cheaper labor.

Japan kept its monetary policy loose to stimulate 
domestic demand and resorted to its "zero-interest-rate" 
money printing, but did so longer than necessary, 
resulting in the "bubble economy" of the late 1980s
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Miracle ended : Lost Decade
Lost Decade (失われた十年 Ushinawareta 

Jūnen) is the time after the Japanese asset price 
bubble's collapse. (1991 to 2010)

Japan's strong economic growth in the second 
half of the 20th century ended abruptly at the 
start of the 1990s. 

Huge government debt, a sliding yen, a floundering 
stock market, a troubled banking system, and price 
deflation unheard of in a major industrialized country.

1995 to 2007, GDP fell from $5.33 to $4.36 trillion in 

nominal terms, real wages fell around 5%

VIDEO: Lost decade in Japan

https://www.youtube.com/watch?v=Gr648wQvmSI 28
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GDP Growth in Japan 1956-2008



What is Japan Inc.?

The Microeconomic Foundations of The 
Japanese Economy

The Japanese Firm and the Keiretsu 
System

“Three Sacred Treasures” of Labor-
Management Relations

Managerial Decision Making

Industrial Policy by Government

Economic Philosophy

Nationalism/Protectionism 

Exports

Video: Japanese Industries

https://www.youtube.com/watch?v=NFLBSnR_p2Q 30
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East Asia :Influence of Confucianism

Influence of Confucianism

A tradition, a philosophy, a religion. 

Traditionally, cultures and countries in the 
East Asian cultural sphere are strongly 
influenced by Confucianism, 

Confucianism teaches a positive role for 
virtuous government, emphasized the 
qualities of loyalty, nationalism, 
collectivism, faith and bravery.

encourages highest levels of social 
cooperation and equality of income 
(promoting educational opportunity, 
emphasizing group over individual, 
virtuous government).
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Japan’s Growth 

The ability of the Japanese people to 
imitate and apply the knowledge and skill 
learned from the Western countries is the 
single most important factor for Japan’s 
amazing growth. 

Import of technologies and improved 
business condition were some of other 
factors for growth.

economic policies and strategies carried 
out by political characters greatly 
influenced and accelerated the economy.32



Yoshida Doctrine 吉田教義

Yoshida Doctrine, a strategy named after 1st

Japanese Prime Minister after WWII: Shigeru 
Yoshida 吉田茂. 

The Yoshida Doctrine shaped Japanese foreign policy 
throughout the Cold War era and beyond.

A key element in the Yoshida Doctrine is pacifism. 

The strategy sought to make reconstruction of 
Japan’s domestic economy as the top policy 
priority:

reconstruction of domestic economy through an 
emphasis on economic relations overseas

maintenance of a low profile in international politics

reliance on security guarantees from the US.



Asian Model of Development 

Under Yoshida's leadership, Japan began to rebuild 
its lost industrial infrastructure and placed a 
premium on unrestrained economic growth. 

Asian Model of Development: These export-oriented 
growth relied on developing a sector that was in demand 
in the Western market, but for which interest in 
production was lost. 

Manufacturing technology was shifted to Japan for the 
purpose of production for the international market. 

Starting with smaller sectors like plastic and toys

Later on, Japan eventually exploded into major sectors 
like automobiles, consumer electronics and high-tech 
materials. 
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Income Distribution

The Asian model has combined high 
growth with a relatively even distribution of 
income.

Factors to combine growth with equality 

Governments adopted policies to ensure that 
all groups benefited from economic growth.

Growth and equality both supported by 
programs of public health and education, trade 
liberalization, and support for small business. 
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Reliance on the United States

Reliance on the US under the Yoshida 
Doctrine was not solely military but 
economic as well. 

US became Japan’s largest trading partner 
and export to the United States became “a 
major pillar of economic reconstruction”. 

Therefore, the post-war pacifist policy as 
well as the bilateral alliance with the US 
became a historic opportunity for the 
Japanese in exchange for a slight 
compromise of autonomy under a 
restrictive framework of U.S. hegemony. 36



Zaibatsu 財閥

industrial and financial business 
conglomerates in the Empire of Japan, 
whose influence and size allowed control 
over significant parts of the Japanese 
economy from the Meiji period until the end 
of World War II.

These family-owned holding company controlled 
shares in a diversified group of industrial 
corporations, trading companies, and banks. 

Substantial concentration of economy power in 
a relatively small number of diversified groups. 
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Zaibatsu 財閥

The zaibatsu were the heart of economic 
and industrial activity within the Empire of 
Japan, and held great influence over 
Japanese national and foreign policies. 

Zaibatsu were accused of being the main 
cause of militarization in Japan. 

Before WWII, economic domination of 4 
leading Zaibatsu
• Mitsui 三井 (1.8 million workers)

• Mitsubishi 三菱 (1 million workers)

• Sumitomo 住友 (Mazda, NEC)

• Yasuda 安田 (dismantled post-WW II) 38



Zaibatsu 財閥

After WWII the US occupation authorities 
radically restructured the Japanese economy. 
Zaibatsu were targeted for complete dissolution. 
Many major Zaibatsu were dissolved to smaller 
ones.

Complete dissolution of the zaibatsu was never 
achieved, mostly because the U.S. government 
rescinded the orders in an effort to reindustrialize 
Japan as allies against communism in Asia.

Zaibatsu as a whole were widely considered to be 
beneficial to the Japanese economy and 
government 
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Keiretsu 系列

From mid-1950s to the 1970s, the old 
zaibatsus re-formed as loosely organized 
keiretsus, each centered on a bank and a 
trading company

Keiretsu: 

Literally:  system, series, grouping of 
enterprises, order of succession

is a set of companies with interlocking 
business relationships and shareholdings. It is 
a type of informal business group. 

40



Keiretsu 系列

Institutional Forces supporting Keiretsus 

Close links between government and 
Japanese industry create coercive pressures

The keiretsu maintained dominance over 
the Japanese economy for the second 
half of the 20th century.

Financial networks revolve around major 
banks- e.g. Mitsubishi.  

Production networks revolve around user 
and supplier relationships 
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The Keiretsu System

Horizontal keiretsu
Revivals of the prewar zaibatsus
Firms in different industries all linked to a common 
bank and trading company maintaining their formal 
independence

• Mitsubishi is a horizontal keiretsu where the Bank of Tokyo. 
Mitsubishi sits at the top of the keiretsu. Other members are 
Mitsubishi Motors, Meiji Mutual Life Insurance, etc.

Vertical keiretsu
A set of suppliers and distributors linked to a major 
industrial producer by long-term contracts
Vertical keiretsus are the group of companies such as 
Toyota. Toyota's success is dependent on suppliers 
and manufacturers for parts, employees for 
production, real estate for dealerships, steel, plastics 
and electronics suppliers for cars as well as 
wholesalers. 
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Keiretsu

Members have strong institutional linkages.

Links are further strengthened by social 
affiliation and personal relationship

Easy coordination and no hold when vertical 
chain activities are performed by keiretsu 
members

Longstanding relationship between firms 
can make them behave cooperatively 
towards each other without any formal 
contracts.



Japanese Keiretsu and Toyota

Toyota has a typical keiretsu family with financial ties to its 

most important suppliers. Some of those companies, with 

the percentage of each that Toyota owns:

Lighting Koito Mfg. 19.0 %

Rubber Toyoda Gosel 41.4

Disc Brakes Akebona 13.9

Transmissions, clutches, brakes Aisin Seiki 22.0

Clocks Jeco 34.0

Electronics Nippondenso 23.6

Seat belts, switches Tokai Rika 28.2

Steel Aichi Steel Works 21.0

Upholstery material Kyowa Leather 33.5

Door sashes, molding Shiroki 13.2

Painting Trinity 30.2

Mufflers Futaba Industrial 13.2

SOURCE: Adapted from “Japan: All in the Family,” 

Newsweek, June 10, 1991, p 38.



Implicit Contracts

Implicit contracts are unstated 
understanding between firms in a business 
relationship.

The threat of losing future business (and the 
future stream of profits) is enough to deter 
opportunistic behavior in any one period.

The desire to protect one’s reputation in the 
market place can be another mechanism 
that makes implicit contracts viable.



Why Japan became an Economic Miracle

The distinguishing characteristics of the 
Japanese economy

keiretsu 系列: cooperation of manufacturers, 
suppliers, distributors, and banks 

powerful enterprise unions and shuntō 春闘

good relations with government bureaucrats

guarantee of lifetime employment (Shūshin koyō 
終身雇用) in big corporations and highly 

unionized blue-collar factories. 

This economic miracle was spurred mainly by 
Japanese economic policy (META)

47



48

3 sacred treasures of  Labor-Management Relations

Japan has a highly educated and well-motivated 
labor force

Many quality-and productivity-improving innovations 
suggested by workers on site

good relations with government bureaucrats

3 sacred treasures of Labor-Management 
Relations:

guarantee of lifetime employment (Shūshin koyō 終身
雇用) 

Seniority-based wages (Nenkō joretsu 年功序列) 

powerful enterprise unions and shuntō 春闘

Horizontal keiretsus tend to practice 3 sacred 
treasures of labor-management relations



Government Guidance
Government activism in national planning 
and implementation, with guidance of the 
largely free economy via sophisticated 
and powerful monetary and fiscal policies

Government being the driving force of the 
Japanese economy 

Ministry of Economy, Trade, and Industry 
(METI) 経済産業省 (Formerly MITI)

METI has jurisdiction over a broad policy 
area, containing Japan's industrial/trade 
policies, energy security, control of arms 
exports
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Industrial Policy by Government

Overall rapid growth

Export success of targeted industries
Shipbuilding, steel and computers

MITI’s target did not include: 
Honda, the most technically innovative of 
the automobile companies and a great 
export success

Sony, rejected to produce transistor radios

Both founded and led by strong-willed 
entrepreneurs operating outside of the 
planning and keiretsu system 



Japan: Rich large nations  

By 1990, Japan had caught up to the richest large 
nations in terms of per capita GDP. 

The only way for Japan to have continued at its 
previous high rate of growth post-1990 would be: 

an unprecedented technological boom to power a rapid 
expansion among all the world's rich countries

Japan's productivity to significantly exceed that of the 
other rich countries. 

In order to continue rapid Japanese growth in 
1990, Japan has to be capable of doing far better 
than the other countries of the world
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1990’s: The End of the “Economic Miracle”

Japan's strong economic growth in the 2nd 
half of the 20th century ended abruptly at 
the start of the 1990s.

Japan’s woes are rooted in real estate and 
equity bubbles, which were fuelled by monetary 
expansion aimed at stimulating domestic 
demand after the 1985 Plaza Accord drove up 
the yen’s value and hurt Japan’s exports. 

“lost decade” (失われた十年 Ushinawareta 

Jūnen). 1990-2010
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1990’s: Failure of government spending

Failure of Japan’s government spending to 
stimulate economy.

In response to chronic deflation and low growth, Japan 
has attempted economic stimulus and thereby run a 
fiscal deficit since 1991.[

These economic stimuli contributed to the huge debt 
burden on the Japanese government

In the early 1990s, the bubbles burst, leaving the 
private sector with a huge debt overhang. 

Japan has become the world’s economic whipping 
boy, described repeatedly as “the sick man of 
Asia”, incapable of revival.

53
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1990’s: The End of the “Economic Miracle”

For the Japanese workforce, wages have 
stagnated. From their peak in 1997, real wages 
have since fallen around 13%. Japanese economy 
were facing the following issues : 

Add to that sluggish productivity growth, weak 
demand and rapid population aging, and Japan’s 
situation was dire.

Technological stagnation. Lost of technological 
leadership

Opening of financial markets caused by deregulation, 
leading to outflows of capital

Hollowing out of the industrial base as large corporations 
invest in other countries



Japan lost its global leadership

It took 12 years for Japan's GDP to recover 
to the same levels as 1995. 

1995: Japan lost its global leadership in gross 
output and labor efficiency. Japan also fell 
behind in output per capita. 

Japan started to look more closely at 
Western ways in relation to financial 
control

Japan diversified its economy. No longer 
subject to the fluctuations of world markets
Japan’s rapid growth of financial and business 
services
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Renewed economic challenges

More than 25 years after the initial market crash, 
Japan is still feeling the effects of Lost Decade. 

Japan took longer to recover from the impact. The 
globalized world’s economy in the year 2000 was not 
favorable to the Japanese development model 
Japanese firms which had dominated their respective 
industries in the 1980s had to fend off strong 
competition from other Asian countries 
South Korea’s share of global exports jumped from 
0.3% to 3% in 2015. 
Before 2015, China economic growth has averaged 
9.5% for 20 years, 
Japan’s economy expanded by just 0.75% on average 
for the entire decade.



Shinzo Abe 安倍晋三 (1954-2022)

Japanese Former Prime Minister Shinzo 
Abe 

2013: Abe introduced a reform program 
known as Abenomics to address many of the 
issues raised by Japan's Lost Decade. 

"three arrows" of reform intend to address

• Japan's chronically low inflation

• decreasing worker productivity relative to other 
developed nation

• Demographic issues raised by an ageing 
population  
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Abe’s "three arrows" of reform

Abenomics is based upon "three arrows" 

fiscal stimulus

monetary easing 

structural reforms.

The Economist characterized the program 
as a "mix of reflation, government 
spending and a growth strategy designed 
to jolt the economy out of suspended 
animation that has gripped it for more 
than two decades.
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3 Economic Challenges Facing Japan in 2021

Japan has experienced a period of deflation 
and low economic growth since its 
economic bubble burst in the early 1990s. 

The 2nd Abe administration, which took 
office in 2012, used the three pillars of 
"Abenomics" to try to revive the economy. 

The 3 pillars are aggressive monetary policy, a 
flexible fiscal policy, and a strategy for growth. 

Despite these efforts, Japan still faces 
economic challenges. Exacerbated by the 
COVID-19 epidemic. 59



The COVID19 Pandemic

Japan was preparing to host the 2020 
Olympics, which would have been an 
economic boost

Decision was made to postpone the Olympics 
to the summer of 2021 because of COVID19.. 

As COVID19 spread, Japan’s economy was on 
the brink of a recession because of a slump in 
Chinese demand for Japanese exports (20% 
of export) and reduced consumer spending.

Japan’s economy will shrink 5.6% in 2020

$1 trillion stimulus package
60



Dwindling Exports

Japan relies heavily on exporting and 
Japanese brands, such as Toyota and 
Honda, have seen global sales slump. 

Export=20% of GDP 

Global consumer demand has been severely 
impacted by COVID19 lockdowns worldwide.

In 2020, manufactured goods exports fell 
23.8% from 2019. Manufacturing production 
was down 25.9% over the same period.

Tourism is a large part of the Japanese 
economy, but this industry has also been hit 
hard as COVID19 keeps foreign visitors away.61



2021: Pandemic Easing and Gradual Recovery

Fumio Kishida(岸田文雄) is the new Prime 
Minister of Japan 

Kishida will focus on continuing the policies 
and goals of the Abe administration, including 
the Abenomics suite of economics policies,

Economic Policies and Vaccines Offer Hope

• Lower digital communications fee.

• Minimal inflation

• Bank of Japan maintains loose monetary policy. 

• enhanced resilience for the nation’s infrastructure.

Japan’s economy should improve from 
here, but growth is likely to be slow. 62



Former Japanese Prime Minister Shinzo Abe assassinated

On 8 July 2022, Abe was assassinated while delivering a 
speech in Nara. 

Abe’s Political View:

Abe was a Prime Minister who reconfigured Japan’s place in East 
Asia. Abe tried to create a more assertive Japan through a very 
proactive  attempt at diplomacy. He tried so hard to make 
Japan’s alliance promises to the US stronger. 

Abe was a staunch conservative whom political commentators 
had described as a right-wing Japanese nationalist. 

Twentieth Century history is one of the most 
controversial subjects in the Japanese school curriculum. 

Abe held negationist views on Japanese history:

Denying the role of government in the recruitment of Korean 
and Chinese comfort women during World War II, Japan’s  
responsibilities for atrocities committed throughout Asia, and 
denying government’s role in the Nanjing Massacre.



Japan's Coming Competitive Renaissance

The Japanese have long shown an innate ability 
to reinvent themselves, in ways that often 
embrace painful changes. 

The Japanese economy is leveraging many of the 
nation’s existing skills and advantages to enable their 
companies to take on leading roles in the New 
Economy emerging from the tangle of post 
industrialization. 

Japan is also witnessing the rise of a breed of newer 
innovators, companies that have bucked the downturn 
to establish leading positions in their industries. 

They include the Kao Corporation, Nidec, Hoya, Bandai, 
and NTT DoCoMo — are spearheading Japan’s new 
growth and global outreach. 64



Three Clusters for the New Economy

Keiretsu (系列) are business groups, 
banded together through reciprocal stock 
ownership and exclusive, horizontal 
relationships that link banks, industrial 
companies, and trading companies 

Today, the keiretsu have jumped onto the 
restructuring (risutora リストラ) bandwagon.

Some large keiretsu have begun to break up, 
the relationships built over the years by senior 
company executives provide an underpinning 
of network strength to many Japanese 
companies. 65



Three Clusters for the New Economy

Kaisha (会社) are large multinational 

corporations with a global presence and brand 
names attractive to consumers in many parts of 
the world.

Many kaisha, especially the major automakers, belong 
to vertical production groups linked to a vast network 
of exclusive distributor and supplier relationships, 
which tend to do business first with one another. 

The kaisha such as Toshiba, Nissan, and Canon are 
rapidly reinventing themselves and attempting to find 
new bases to compete globally. 

Nissan, Toyota, and Sony have begun to radically 
cut the inefficient layers of distributors and suppliers 
to reduce manufacturing costs. 66



Three Clusters for the New Economy

Net-batsu (ネットバツ) is a SOFTBANK 
buzzword, loosely translated it
means "affiliation of powerful Internet companies.

Newer innovators, whose business and operating 
models have been built consciously on the foundation 
provided by the Internet. 

Blossomed in the high-tech wave of the 1990s. 

Most derive more than 50% of their revenues outside 
Japan. 

Netbatsu strategy, "a digital age variation on the old 
Japanese zaibatsu, or industrial conglomerate" 

67



Net-batsu

68

Net-batsu include Rohm, Nidec, Hoya, Bandai, 
Kao, NTT DoCoMo, Rakuten, Softbank, etc.

Tend to be run by entrepreneurial individuals, often the 
founders. 

net-batsu have focused on efficiency and profit 
generation, avoiding the maladies of overcapacity, low 
margins, and bloated work forces that have hurt many 
Japanese firms. 

Many net-batsu do not belong to a keiretsu; lacking 
business and government relationships, they are more 
exposed to market forces, which compel them to 
continually sharpen their performance and take greater 
risks.
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