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Topics for Discussion
What were the cause(s) of Japan’s asset bubble in the late 

1980s? What were the reason(s) for its collapse?
 Review fiscal and monetary policies to cope with the post-

bubble recession. Were they successful?
 Evaluate Abenomics implemented during 2013-2020. 

What were positive achievements? What were remaining 
issues and disappointments?

 Has the Japanese economy lost dynamism after the bubble 
burst? Does it have a long-term structural problem? What 
problem(s)?

What was the impact of the COVID-19 pandemic on 
Japan’s long-term growth trend?



 The asset bubble of the late 1980s was unique to Japan. It was generated by 
financial deregulation which led to risky lending by banks (structural cause) 
and the Bank of Japan’s easy monetary policy (monetary accommodation). 

 After the asset bubble collapsed in 1990-91, Japan entered a long period of 
economic stagnation. Growth came down to near zero and prices had a 
downward trend. Consumer and investor psychology remained weak.

 Banks and nonbanks which had lent heavily to property projects were saddled 
with bad debt. It took a decade to clean up this balance sheet problem. 
Bankruptcies of large financial institutions and a credit crunch occurred in 
1997-98. Public money was injected to recapitalize and restructure troubled 
banks. This ended the financial panic but the economy remained weak.

 Despite repeated fiscal stimuli, sustained recovery did not materialize while 
outstanding public debt rose steadily to over 200 percent of GDP. On the 
monetary side, the Bank of Japan has long adopted quantitative expansion and 
zero—even negative—interest rate policy but failed to revive demand.

 From 2013 to 2020, Abenomics reinforced fiscal and monetary stimuli 
coupled with many growth strategies under various names. This succeeded in 
staging short-term improvements but long-term robust growth did not emerge.

The Collapse of the Bubble Economy
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Rising Bubble: Causes & Consequences
The stock market and property prices rose sharply in the late 1980s.
Causes
 Structural—financial deregulation and commercial banks’ loss of large 

corporate borrowers in the early 1980s prompted banks to over-lend to 
new, riskier borrowers (small businesses and real estate developers) 
without proper risk analysis.

 Monetary—as the yen rose sharply in 1985-86, the Bank of Japan 
injected ample liquidity to counter its negative effect and ease endaka
fukyo (high-yen caused recession). This sustained domestic asset 
bubbles while goods price inflation remained low.

Consequences
Excess investment in properties, over-expansion of production capacity 
and lavish consumption; a surge in outward FDI (factory construction 
by Japanese firms) in Southeast Asia, especially Thailand, Malaysia, 
Indonesia and the Philippines.
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Japan’s Lost Decade (or Lost Three Decades)
Why did Japan’s recession last so long since the early 1990s? Many reasons have 
been cited—some are short-term causes but others are long-term and structural.
 Long adjustment is inevitable after a large asset bubble.
 The non-performing loan problem at financial institutions, which was resolved 
only after a decade due to late policy response.
 Japan’s economic system is obsolete and no longer competitive. (*)
 Aging population and associated problems of slow demand, labor shortage and 
social welfare cost deter strong recovery. (*)
 Snowballing fiscal debt increases future risk and damps business mindset. (*)
 A general lack of confidence in future, policy and politics lowers spending. (*)
 The rise of China and other emerging economies has reduced Japan’s relative 
competitiveness. (*)
(Asterisked causes are still present.)

It is probable that the lackluster economy is the result of a combination of 
some or all of these reasons. But more fundamentally, it is the lack of political 
leadership to clearly identify challenges, propose concrete and feasible 
solutions, convince citizens and execute proposed actions.



Fiscal Policy: Ineffective or More Is Needed?
 Since the 1990s, large fiscal spending has been tried repeatedly to 

stimulate the economy. But there was no strong and sustained recovery 
while the public debt stock skyrocketed.

 Seeing this, some argued for even bigger stimuli; others warned that 
continued fiscal activism would only worsen the future debt crisis.

 PM Koizumi (2001-06) set limits on fiscal spending (infrastructure, 
welfare) but produced only a temporary slowdown of debt growth.

 PM Aso (2008-09), Democratic 
governments (2009-12) and 
second Abe Government (2012-) 
returned to big spending.

 Abenomics’ initial success 
augmented tax revenue.

 Consumption tax increase to 
10% was delayed due to short-
term political concerns: 
5%8% (2014)10% (2019)

Bubble burst
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1. Coping with non-performing loans – taking 10 years
- Jusen problem: failure of nonbanks specializing in real estate loans 

(1995-96)
- Bankruptcies of Yamaichi Securities, Hokkaido Takushoku Bank, 

Long-Term Credit Bank and Nippon Credit Bank, leading to credit 
crunch and mini bank runs (1997-98)

- Bank recapitalization: public money was injected; creation of the 
Financial Services Agency (1998-2000, in steps)

2. Monetary stimuli for recovery – so far unsuccessful
- Injecting liquidity by buying up such unconventional assets as 

corporate and bank bonds, Exchange Traded Fund (ETF), Real 
Estate Investment Trust (REIT), etc. 
However, the monetary transmission mechanism is broken; failure 
to expand business loans, production or investment (see next page).

- Zero interest rate policy (Feb.1999-Aug.2000; Mar.2001-Jul.2006; 
Dec.2008-); negative interest rate policy (Jan.2016-).

- In April 2013, Abenomics introduced “New Dimension of Monetary 
Expansion” and an inflation target (2% within 2 years). without 
success. Inflation rose in 2022-23 but for the wrong reason.

Policy Issues for the Bank of Japan



 Under strong political pressure to do everything possible, the Bank of Japan 
has adopted the zero or even negative interest rate policy and quantitative 
easing. But these have failed to boost output or investment because the 
monetary transmission mechanism is broken.
Monetary Base Money Supply  Commercial bank lending to industry

 BOJ injected increasingly large amounts of liquidity (monetary base) to the 
banking system through open market purchases of conventional as well as 
unconventional assets. But money supply and commercial bank loans to 
industry remained stagnant or even declined. Under normal conditions, these 
variables should move together.

 Possible reasons include: (i) low credit demand due to recession; (ii) corporate 
effort to reduce bank debt; (iii) commercial banks’ effort to reduce (risky) 
loans and raise capital adequacy ratios; and (iv) unlimited cash demand under 
zero or negative interest rates which entails no penalty (forgone interest) for 
holding cash. Liquidity is absorbed as excess reserves of commercial banks at 
BOJ. It does not generate larger deposits or lending at commercial banks.

Why does the Bank of Japan Fail to Stimulate 
Production and Investment?
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Credit & Trust Bank
Long-term Credit Bank
Hokkaido Takushoku Bank
Chuo Trust Bank
Mitsui Trust Bank
Sumitomo Trust Bank
Daiwa Bank
Saitama Bank
Kyowa Bank
Yasuda Trust Bank
Industrial Bank of Japan
Fuji Bank
Daiichi Kangyo Bank
Sumitomo Bank
Taiyo Kobe Bank
Mitsui Bank
Toyo Trust Bank
Tokai Bank
Sanwa Bank
Japan Trust Bank
Mitsubishi Trust Bank
Bank of Tokyo
Mitsubishi Bank

Bankrupted
Bankrupted

Chuo Mitsui Trust Mitsui Sumitomo 
Trust Holdings

AsahiSaitama Kyowa Daiwa Risona Holdings

Mizuho

Mizuho Asset Trust Mizuho 
Financial Group

Taiyo Kobe Mitsui Sakura
Mitsui 
Sumitomo

Mitsui 
Sumitomo 
Financial Group

UFJ

Mitsubishi 
Tokyo

Mitsubishi UFJ
Financial Group

Aozora
Shinsei

Japan’s
3 Mega Banks



Earthquake and Nuclear Disaster
in 2011—Economic Impact

 Estimated stock damage from the Great East Japan Earthquake in 2011 
was 16.9 trillion yen or 3.6% of GDP (cf. in 1995, Kobe earthquake’s 
damage was 9.9 trillion yen or 1.9% of GDP.)

 The earthquake recovery budget was 32 trillion yen (over 10 years, 
about 6.2% of GDP. This does not include costs related to nuclear 
disaster (cf. the total recovery budget of the Kobe earthquake (1995) 
was 16.3 trillion yen or 3.1% of GDP).

 There was a debate over funding choices: tax increase, asset sales/debt 
issue or spending cuts. But Japan’s fiscal problem is mainly caused by 
social welfare explosion and not by the earthquake.

 The handling of the reconstruction plan, radiation problem, power 
shortage and future energy policy by the then Democratic Party 
government was random and inconsistent.

 From the macroeconomic perspective, growth impact of an earthquake 
is almost neutral: short-term supply disruption is offset by medium-
term private and public investment for recovery and reconstruction. 
This is so even though there is great human suffering.



Japanese Politics in the 21st Century

 Between Koizumi and Abe no.2, there were 6 weak prime ministers in 
6 years (including Abe no.1).

 Abe in his second term (2012-2020) emerged as a powerful and active 
PM both domestically and internationally.

 There was a hope of transition from “1955 Regime” (LDP dominance) 
to two-party competition. But this was not realized due to DPJ’s failure. 
LDP’s rule continues because opposition parties remain too weak to 
challenge LDP.

 LDP, in coalition with Komeito Party, has the majority in both houses 
and can pass any law after formally debating them.

Liberal Democratic Party 
(LDP) 1955-1993, 1996-
2009

Democratic Party of 
Japan (DPJ) 2009-2012

Koizumi 
2001-2006

Abe No.2  2012-2020

LDP 2012-



Dominance of LDP-Komei Coalition
Ruling party coalition has majority in both Houses due to weak and 
fragmented opposition parties (which often merge, split and change 
names); LDP-Komei coalistion can pass any law after debating it 
formally and superficially in the parliament. 

Situation after October 2021 election. The 
term of the House of Representatives is 
four years.

Situation after July 2022 election. The 
term of the House of Councillors is six years 
with half elected every three years.

Lower House (465) Upper House (248)



Abe Ikkyo (Dominance), 2012-2020

PM Abe

Chief Cabinet Secretary Suga
& appointed PM advisors 

(seconded from ministries)

Kantei (PM Office)

MOF METI MOFA … …

- Policy orders
- Budget allocation
- Authority to appoint high 

ministerial officials

Ministries 
Subjugated as mere implementer, 

no longer policy initiator

PM Abe changed policy style 
from ministerial bottom-up to 
Kantei top-down. Power to 
appoint key ministerial 
officials was a new and 
powerful tool.

Top-down policy making 
works if PM and Kantei
advisors are wise and 
pragmatic. In reality, they 
seemed to lack experience and 
knowledge. Their policies 
were hastily made without 
sufficient preparation or 
consultation.

LDP (ruling 
party): ignored



PM Abe’s Domestic Policy Initiatives
 Abenomics (revitalizing the Japanese economy)
 Mobilizing women in labor market
 Reversing shoshika (shortage of children)
 Revitalizing rural economies
 Supporting SMEs (including investment abroad)
 Supporting irregular and part-time workers to achieve higher income, 

better working conditions and transition to regular workers
 Work-life balance—less overtime, elimination of karoshi (death or 

suicide due to overwork)
 Importing more foreign labor to overcome labor shortage
 Digital transformation (inherited by Suga)
 Coping with COVID-19 (inherited by Suga)
 Tokyo Olympics and Paralympics 2020 (inherited by Suga)



Hasty and Ineffective Policies
However, policies were drafted hastily without necessary research and 
preparation, and without deep consultation with key stakeholders. As a 
result, implementation is haphazard and ineffective. Examples:
 My Number Card (citizen’s electronic ID card) was introduced 

suddenly in 2016 without sufficient explanation or deliberation. 
Local governments were unprepared, there was little time to produce 
cards, and people were not convinced of its advantages.

 Immigration control law was revised in 2019 to receive more 
foreign workers to ameliorate labor shortage, but without sufficient 
preparation. That created confusion in Vietnam, the largest source of 
unskilled labor to Japan. Details were not specified in the law but 
only gradually decided as problems arose.

 Covid-19 vaccination was slow because government did not assist 
domestic pharmaceuticals to produce vaccines, arrange imports, or 
solve medical service bottlenecks during the first year (2020). 
Shortage of vaccines, the gap between busy and idle hospitals and 
clinics, and the problem of unattended serious patients emerged.



Three Arrows of Abenomics

1. Aggressive monetary policy (“New Dimension”)
- PM Abe appointed BOJ Governor Kuroda Haruhiko (Mar. 2013)
- Dispel deflation mindset—inflation target of 2 percent within 2 years
- Monetary easing with new asset purchases (REIT, etc.), doubling 

monetary base and BOJ’s government bond holding within 2 years
- Correction of high yen (done)

2. Flexible (active) fiscal policy
- Revive economy first, consolidate budget later
- Increase infrastructure investment

3. New growth strategy (cabinet decision in June 2013; after this, a new 
cabinet decision is issued every June to expand or revise the strategy)
- Japanese Economy Revitalization Headquarters formed; under it, 

Industrial Competitiveness Conference
- Three roadmaps and three plans (12 pillars, 37 items, 56 sub-items) 

proposed in 2013; revisions and additions every subsequent year.

On June 14, 2013, Prime Minister Abe issued a message 
upon the formulation of “Japan Revitalization Strategy.”



Source: Japan Revitalization Headquarters, PM Office, June 2013.











Initial Supporters of Abenomics (2013)
Joseph Stiglitz—“Depreciating the yen to end deflation is the right policy. 

Just as I recommended 10 years ago.”
Paul Krugman—“I evaluate Abenomics highly; no other country could 

do this policy mix.”
Christine Lagarde (IMF Managing Director)—”Inflation target of 2% is 

desirable as long as central bank independence is secured.”
Ben Bernanke (Fed Chairman)—“I support it as a policy to end 

deflation.”
Prof. Heizo Takenaka (Keio Univ.)— “Abenomics is 100% right.”
Prof. Koichi Hamada (Abe’s advisor)— “Don’t worry about recent stock 

market drops—they are just corrections of excess optimism. The real 
economy is improving.”

Prof. Takatoshi Ito (GRIPS/Columbia Univ.)— “BOJ economists think 
QE [quantitative easing] is ineffective. But many researchers and 
officials support QE as a tool to change inflation expectation.”



Initial Critiques of Abenomics (2013)

George Soros (investment guru)—“Japan’s monetary policy is bold but 
very risky; it may trigger a collapsing yen.”

Kunio Okina (Kyoto Univ.)— “If deflation mind is dispelled but fiscal 
discipline is not secured, monetization of fiscal deficit will generate a 
serious dilemma between financial stability and price stability.”

Kazuo Ueda (Tokyo Univ.)—“Monetary expansion increased interest 
rate and yen volatility. If long-term interest rates rise, expected 
positive impact on the real economy will not happen.”

Ryutaro Kono (BNP Paribas)— “The monetary transmission mechanism 
is broken. Under such circumstances, monetary easing may destabilize 
asset prices, raise long-term interest rates, and put BOJ in a macro 
policy dilemma.”

Nikkei (Japan Economic Journal) commentary—“The growth strategy 
lists only easy measures; bold reforms in such key areas as medical 
service, agriculture, corporate tax rates, and so on, are not clarified.”



The Growth Arrow of Abenomics
Expanding and Revising Every Year without Achieving Results?

The cabinet approves a growth package every June with new catchy phrases. 
However, it is difficult to produce real-sector results quickly. Targets seem too 
many and too random without proper execution or monitoring. The annually 
revised Growth Arrow has become a shifting wish list and a guideline for 
ministries to receive additional budget allocation.

2014 New Growth Strategy, Recovering an earning power, Producing workforce, 
Reform rock-solid regulations, Energy, Tourism

2015 Revised Japan Revitalization Strategy 2015, Abenomics Stage 2, 
Productivity revolution through investment for future, Local Abenomics, 
Reform 2020: PPP projects for growth

2016 100 Million Total Success, raise GDP from 500 to 600 trillion yen, Fourth 
Industrial Revolution, higher birth rate, keeping jobs while taking care of old 
parents, promoting inbound FDI and Japan Brand

2017 Future Investment Strategy, Reforms toward Society 5.0
2018 Human Power Revolution, Productivity Revolution, working style reform, 

receiving new foreign labor, etc.



7.5 Years of Abenomics
 Abe’s strategy seems to have been, first secure a good economic 

recovery (which everyone would welcome), achieve high approval, 
then push through his conservative agenda related to national defense 
and constitutional reform.

 Three Arrows of Abenomics were presented in flashy slogans but, in 
essence, they were not so different from policies adopted by past 
administrations.

 Aggressive monetary and fiscal policies initially lifted business and 
consumer psychology, but these short-term effects did not produce 
long-term growth. Meanwhile, government debt continued to rise.

 The growth strategy was the most crucial yet weakest Arrow of 
Abenomics. Many measures were introduced under catchy phrases 
every year, but meaningful results were few. Long-term real-sector 
policies require fewer targets and longer time frame.



Two-percent Inflation Target?

During Abenomics (2013-2020), consumer price inflation remained well below 
2 percent (apart from the effect of consumption tax increase in 2014 & 2019). 
Until 2020, inflation was close to zero. After COVID and the Ukraine War, 
global prices began to rise and Japanese inflation also surpassed 2%. But this 
was due to energy, food and other supply shocks, not a result of robust 
economy or high productivity performance.



Revenue Improves, But…
 In recent years, strong profits pushed up corporate income tax receipt—partly thanks 

to Abenomics.
 Consumption tax was raised from 5% to 8% (April 2014) and to 10% (Oct. 2019). 

This further increased revenue.
 However, large COVID-19 & Ukraine expenditures greatly increased debt issue.

Trillion yen

General budget expenditure

General revenue

Government 
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█ Construction   
bonds

█ Deficit bonds
20202000 201019901980 2023



Additional Topics for Discussion
 How should Japan have coped with the bursting of the 

asset bubble? Was there any better way than what was 
actually done?

 Evaluate Abenomics.
 Is inflation targeting by the Bank of Japan appropriate?
 Under the weak economy, how should fiscal policy be 

conducted? Is demand stimulus by fiscal stimuli an 
outdated idea?

 How should Japan deal with the skyrocketing social 
security and medical care bills? How do you evaluate the 
sudden acceleration of public debt issue due to the huge 
COVID- and Ukraine-related fiscal spending?
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