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（Outline）
  In this paper, I will depict my personal observation on the Japanese and East Asian economy. Let me talk first on the Japan’s ‘lost decade (or, more precisely 13 years)’. I consider that the past 13 years in Japan were not just wasted. The first eight years may have been literally wasted, but Japanese people and businesses were awakened and have endeavored to adjust themselves to the new situation, and have partially succeeded. 

Secondly, I wish to touch on Japan’s response to the new current of the world--- the ‘regionalism’ in East Asia. Having experienced currency/ financial crisis, and witnessed economic integration in North America and Europe, namely, establishment of North American Free Trade Area (NAFTA), the European Union (EU), and the subsequent usage of a new common currency (euro) in most of European continental countries, Japan and other East Asian economies began to talk to establish an ‘East Asia Community ‘(EAC) , an economic integration of East Asian economies in future. We see huge potential in the zone-to-be. Few consider it viable, however, to pursue a EU-type Community from the first beginning. East Asia is too diversified. So, a realistic approach will be through free trade agreements (FTA) /economic partnership agreements (EPA) 
among members in East Asia (‘ASEAN+3’). 

Having said that, unless we manage steps toward the economic integration in the region wisely, the region may be polarized, or, the “north-south” problem in the region may destroy mutual trust. In the process to set up an EAC, Japan, China and Korea (‘+3’) will be main players. Hopefully, FTA (or, EPA) between Japan and Korea will be agreed upon sooner, given the existing difficulties between Japan and China.
 In this context, I will discuss on the rivalry and cooperation between Japan and China. Is emerging China a threat or an opportunity to Japan? My answer is clear. China is not a threat, but an opportunity and a challenge. For reference, Japan’s trade structure is quite supplemental with China (and ASEAN), while that between ASEAN and China is competing. Japan is ahead of China by around 3-40 years. It has ample time to adjust its industrial/trade structure by reform and creating new technologies. But observing global rules particularly on intellectual property by China is the pre-condition for Japan to deeply commit to China.                                                                                                                                                                                                     

  Looking at the recent developments on FTA and emerging ‘north-south’ problem in the region, I conclude that Japan should not aim at becoming a leader in setting up EAC, but aim at becoming the most respected member in the region by devoting to set up a desirable EAC. The first job for Japan should be to call for the rest of the East Asians to identify themselves as ‘East Asian citizens’ of EAC-to-be. There has been no concept like that in East Asia. A citizen in the region has a common rights and obligation as a member. Citizens in EAC must share the burden or the public goods, while enjoying great opportunities there. The way to be a good East Asian citizen shall be the same way to be a good world citizen. There will be no contradiction between the two. No that many Japanese firms have become multinationals. They must be main players in trade and foreign direct investment. Only by aiming at becoming a good world citizen, Japan could concede technologies to other regional members smoothly.

The target in the region is naturally not to pursue to a pseudo-ideology ‘Anglo- Americanization,’ but to be wisely ‘Glocalized.’ Indeed, what counts on in our region will be how to balance global rules with local rules in consideration of the development stages and peculiar value of each member. ‘Glocalized’ region should be internationally competitive, however. While Japanese are expected to commit themselves deeply to the region and eventually to the world by its own ‘open and reform policy’ , Japanese will also be able to enjoy its own culture and own way of life with friends in the region and the world. 
Foreword:

　  My task today is to analyze how Japan responded to and will respond to globalization and what should Japan address to its Asian neighbors in a quickly changing world. 

To my understanding, ‘globalization’ is an unavoidable current which brings about both chances and risks. Majority of firms grow to be multinationals under the globalization move. As a person teaching international economics, I tend to stress the sunny side of globalization. However, I also recognize its shady side. Take gaps in income distribution between the rich and the poor, between cities and rural areas, between coastal areas and remote areas for instance. They have widened and will be wider in a country, in a region and in the world in a ruthless globalization if we do not intervene cleverly. Shouldn’t such negative phenomena be regarded as public goods for a country, a region and the world?

1.  Is Japan sleeping or sinking to death?

  Foreigners tended to admire Japan as an egalitarian, modern state with traditional legacy until Japanese economy stumbled in the early 90s. They, Asians and Africans in particular, tended to tell “Japan is the most ideal model” for them. 

But in the past 10 years, I have seldom encountered voices by western medias quoting such warm words to Japan. They have continuously criticized that Japanese economy is sinking without a political leadership. Indeed, Japan’s annual averaged growth rate in the past decade was not more than 1%, the lowest among G-7. Some wrote that world depression would be triggered by Japan in near future. Some ironically said that the period of ‘Japan bashing’ ended and that now is the period of ‘Japan passing.’ Japan has often been compared to a ‘boiled frog’. Frogs would jump up from a pan with water if it becomes hot suddenly. However, frogs will be boiled to death if the pan is heated very gradually. 

Frankly, more often I cannot but having similar sentiments on Japan for myself. Evidently, Japanese lack the sense of crisis. But, at the next moment, I begin to consider differently: Japan is not silently sinking to death but in the process to reactivation. 

There exist mixed factors in Japan. Its economy is still deflationary. Its recent fiscal balance vis-à-vis GDP has reached minus 8%. Its current account vis-à-vis GDP is around 1.5-2%. Japanese yen vis-à-vis U.S. dollar now rose to around \106, almost same level of 10 years ago and even stronger than the level of 20 years ago. We haven’t observed any visible capital flight from Japan without having any capital control. Its foreign reserve has reached to its and world’s historical high--U.S.$ 600 billion. Meanwhile, Japanese society is still ‘socialistic’ although the business models of majority of firms have changed to a certain extent. Every ordinary Japanese rather than elites works hard and wishes to work even harder. 

How should we forecast Japan in the world in 10 years or 30 years? Should we simply extend the current sluggish growth line in the ‘lost decade’ toward the future? No. We have observed an upturn of the Japanese economy. But we are not sure whether it is sustainable. Surely we also are facing with many challenges. I believe that Japan’s destiny from now will be largely dependent on whether Japan can reform itself wisely and how Japan will respond to the regionalism, a mid-goal to globalization.

2. Burst of the Bubble Economy 

Japan spurred its economic development like a phoenix from literally ‘ashes’ in mid-40s to become the second single largest economy in the world in 40 years. No need to pick up data showing its economic success. Only Germany could be comparable in its economic performance and superior technology. Not only in economic growth, but also in the longevity of life for both men and women, in the environment-friendly and energy-efficient society—that Japan has successfully realized. 

Japanese, however, have kept a distance to the Anglo-American standard, while Japan had grown quickly under the auspices of the U.S.. The Japan’s model of seniority system, life-long employment system and corporate trade union system worked efficiently until the end of the 90s. Its peculiar financial system largely guided by Ministry of Finance with ‘main banks’ as a center of group companies, often called as KEIRETSU system, functioned quite well during the period. Group companies cross-shared equities with each other with a ‘main bank’ as a center of the group. By doing it, Japanese companies could minimize payment of dividends and could effectively avoid the ‘risk’ being suddenly bought by expatriates. As stock and land prices continued to rise during the period, all big firms could mobilize cheaper money for investment anytime. Japan’s technology level elevated sharply in industrial sector. Japanese firms could introduce advanced technology from the U.S. and Europe rather easily, and they applied them to their products smartly through KAIZEN campaign. In the 80s, when the U.S. recorded huge current deficit to Japan, many Americans did not conceal a sense of threat on Japan (its products and KIASHA system). So, Plaza Accord was signed among G-7 in 85. Japanese yen began to quickly appreciate vis-à-vis the U.S. dollar since then. Huge amount of direct investments began to be made to the U.S., Europe and Asia from Japan to cope with the situation. But Japan’s economic strength was not seemingly weakened.

    However, the day has come when the comfortable ‘free world’ situation ends. In the end of the 80s, the Soviet Union collapsed and became a member of G-8 as an influential democratic country. Japan’s geopolitical superiority to the U.S. disappeared suddenly and the U.S.-Japan relations had to be redefined. Now, the blockade of high technology to the former Soviet Union and China largely was almost removed unilaterally by the U.S.. It caused huge foreign direct investments in China from all over the world. Chinese products are being sold in Latin America and Africa, not to mention in North America, E.U. and Asia. The U.S. became a unipolar power. Anglo-American standards like the BIS regulation and ‘international’ accounting system were forced to be the world standards or de-facto standards, in the financial world in particular.

Japan was in an economic boom toward the end of the 90s, which was mainly boosted by its central bank’s expansionary monetary policy and the government’s fiscal policy to adjust itself toward domestic-market oriented economy so as to meet the requirement from the U.S.. In 99, the Japan’s stock price (NIKKEI average), which had jumped up to a historical high of \39.000, began to fall quickly. It took a couple of years, however, until the land prices also began to plummet. In the bubble period from 85 to 89, aggregated values of stock prices and land prices in Japan expanded by \ 1400 trillion or almost three times of annual GDP (See Table 1). The reverse move took place in the 90s and afterwards. Values of some \1,000 trillion were lost. Both caused drastic shrinkage of credit creation by the banking system. Thus, Japan’s economy entered the long-term recession. Ratios of cross-sharing in big companies have reduced sizably as many banks have sold  stocks which may damage them further or to get profits to increase their capital.

3.  The ‘Lost Decade’: Was it just wasted? 

Next, let me talk what happened in the ‘lost decade’ in Japan. Most Japanese tended to think that reflected a big cyclical downturn at the outset of the 90s. They believed that if positive fiscal and reflationary monetary policies were taken altogether for a couple years to expand effective demand, the economy would recover sooner or later. The policy mix in the past had been successfully implemented. They thought “why not again?” The government repeated to deploy  massive fiscal plans one after another. But the situation did not recover. The Bank of Japan did not take brave monetary policy quickly due to the bad memory of the failure in the 80s. The Bank made mistakes again in this regard. Western medias criticized the Japanese government’s policy as “too small, too late.” It may be correct. However, the negative impact on its economy by the dramatic fall of values of stocks and lands were so big (See Table 1) that no one could have deployed effective fiscal plan given the limited absorptive capacity and the repayment ability of the nation. The multiplier effect has been very low. 

【Table １】Carte of Japan

	　
	Early Stage in Bubble Years　
	Last Stage in Bubble Years
	(In Recent Days)　 

	
	1985
	1989
	2002

	Real GDP Growth Rate
	4.20%
	4.90%
	0.30%

	Nominal　GDP Growth Rate
	6.60%
	7.50%
	▲1.3 ％

	Consumer Price
	2.40%
	2.70%
	▲0.9 ％

	Worker’s Household・Consumption Expenditure 
	1.80%
	3.50%
	  ▲1.3 %

	Unemployment Rate
	2.60%
	2.20%
	5.30%

	Plant & Equipment Investment（Private Demand）
	5.10%
	14.9%
	▲3.7 %

	New Housing Starts
	1,250,000
	1,670,000
	1,150,000

	Company’s Current Profit and loss 
	 ▲5.7 %
	8.5%
	16.4%

	Aggregate Market Value at the First Section of the Tokyo Stock Exchange 
	183 Billion Yen　　
	611 Billion Yen
	248 Billion Yen 

	Aggregate Market Value of Land 
	1003 Billion Yen　　
	2136 Billion Yen
	1350 Billion Yen

	Treasury Budget /GDP
	　　　　　　　0.8%
	2.50%
	▲7.9 % 　　　

	Percentage of Treasury Bond Sales /Total Annual Government Revenue
	23.2%
	10.1%
	36.9%

	Borrowing Balance of National and Local Government
	205 Billion Yen　　
	254 Billion Yen
	705Billion Yen

	Number of Bankruptcies of Listed Companies
	1
	1
	29

	Balance of Current Account/GDP
	3.8％
	2.1％
	2.7％


· Aggregate Market Value and　Unemployment Rate are as of end of the year. Borrowing Balance is as of end of the fiscal year. Others are year-on-year. Aggregate Market Value of Land　is a prediction of Mitsubishi Securities Co., Ltd. Consumer Price is based on Tokyo Price. Ships and Electricity are not included in Private Demand.
(Source: Bank of Japan, Financial and Economic Statistics Handbook ,July 2003, Nihonkeizai Shimbun, April 12th, 2002.
And most of the fiscal expenditure were just wasted to maintain or even to strengthen the political power of the vested interests, mostly of the Liberal Democratic Party (LDP). While Japan’s fiscal positions in both central government and regional governments have deteriorated quickly under the deflationary macro-economy and ‘hollowing-out’ phenomena largely seen in the remote regions, its micro-economy also became paralyzed. Since banks reduced their healthy assets mainly due to sharp drop of stock prices, they could not provide enough funds to their client companies. Thus, the government had to increase its fiscal expenditure. But, firms continued to reduce equipment investments to keep net surplus cash flow while their turnover did not increase. Japanese business models full of success stories in the past became outdated under the suppressed economic situation. Japan in the 90s was generally amid the macro-micro economic crisis. 

But, in 95 and 96, Japan’s economic growth rates rose suddenly. They were higher than those of the U.S. and major industrial countries. Many felt that Japan had been conquering long recession to a normal orbit of economic growth. That was the very reason why then PM Hashimoto made a wrong decision. He decided to raise the VAT rate to improve the deteriorated fiscal position. However, it caused a catastrophic impact on the monetary system. Capital market reacted very negatively. Eventually, the Long-term Credit Bank collapsed. Yamaichi-Securities was also forced to close the company due to the illegal transactions. 

Thus, near-crisis situation occurred in 98-99. Japanese government decided to throw huge fiscal funds in most of commercial banks to raise their capital/assets ratios. Neither shareholders nor managements of the banks were penalized, which increased frustration of the people. Credit crunches took place widely. It was around this time when big firms decided to restructure their own firms and groups at home and overseas to adopt new business models fitted to them under the new paradigm. They realized that they could not depend on their traditional business models. They began to amend employment contracts to more flexible one, to encourage employees to retire earlier while showing additional money and to restructure overseas operations thoroughly. Their efforts have been reciprocated at least partially. The current profit level of Japanese listed firms in FY 02 rose sizably. Toyota, Honda, Canon, etc. recorded the historically highest profits. ‘Concentration and choice’ became new objectives of their companies, not full-set manufacturing widely seen in the 70-90s. Nowadays, they are aiming at higher ROI, ROA or EVA rather than their traditional targets –‘high amount of turnover with high share in the market’. They have encouraged product innovation, not process innovation. We can safely conclude that the lost decade was not merely wasted and good lessons were well learnt at least in business world. Their business models in export sector for instance have greatly changed.

4.  To pursue globalization through regionalism 

 Let me turn the subject to Japan’s response to the new trend of the world--- ‘regionalism’. Having experienced Asian currency/financial crisis and having witnessed great politico-economic changes in North America and Europe, namely establishment of NAFTA and the European Union and an integrated currency-euro, Japan and other East Asian economies began to talk to realize the East Asia Community (EAC) so as to co-prosper and to minimize risks such as repeating currency/financial crisis. How to realize it? Few consider it unviable to pursue a EU-type Community from the first beginning. East Asia is too diversified in various aspects (Table 2).

Table 2     Diversity of East Asian Economies

	
	Land Size

(1000 Km2)
	Population

(Million)
	GDP

(U.S.$ Billion)
	Per-Capita

GDP

(U.S.$)
	Main 

Religion
	% of Ethnic

Chinese

	Indonesia
	1,919
	235
	162.0
	774
	Islam
	3

	Thailand
	514
	64
	114.8
	220.8
	Buddhism
	10

	Malaysia
	330
	23
	95.2
	3,884
	Islam
	24

	Philippines
	300
	85
	77.1
	942
	Catholic
	2

	Singapore
	0.7
	5
	85.6
	25,804
	-----
	77

	China
	9,597
	1,287
	1,158.6
	908
	 ----
	----


So, realistic approach will be through dozens of free trade agreements (FTA) or economic partnership agreements (EPA) 
among the members in East Asia. This does not mean that East Asia will close the door to rest of the world. Rather, the Community should and will continue to be open. Because East Asian economies continue to need the world market, resources of the world and a global rule for trade and non-trade transactions, and that businesses of western countries can not dispense East Asia, the ‘growth center of the world’ either. Having said that, however, unless we manage the evolution well, the move may partially negatively affect the region by expanding the “north-south” problem in the region (Table 3), illustrating the widening income gaps among East Asian economies. What’s more direct foreign investment in Indonesia has been negative and that in the Philippines remain minimal, those to China and Thailand jumped up in recent years. Such polarization has much to do with foreign exchange rate fluctuations (See Figure 1). Big depreciation of currencies were not effective for Indonesia and the Philippines to revitalize their economies.

(Table 3)      Widening Income gaps (U.S.$)

	
	Per-capita income
	
	
	Income Gap 

	
	１９９６(a)
	200１(b)
	
	（a）/(b) %
	 1996(a)
	2001(b)

	Korea
	11,420
	9,780
	
	 85.6
	 100
	
	100
	

	Malaysia
	4,690
	3,884
	
	82.8
	41.1
	39.7

	Thailand
	3,020
	2,208
	
	73.1
	26.4
	22.6

	China
	670
	908
	
	135.5
	5.9
	9.2

	Philippines
	1,150
	942
	
	81.9
	10.1
	9.6

	Indonesia
	1,160
	774
	
	66.6
	10.2
	7.9


Figure 1　Nominal Exchange Rates of Asian Currencies against US dollar

 (January1997=100, in US dollar per own currency)
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In the process to set up the EAC, ASEAN+3 will be main players. But, its success will be largely dependent on the future relation between Japan and China, two big economic giants in the region. 

We should look at the sunny side. Japan’s trade structure is quite supplemental with both China (Figure 2) and ASEAN(Table 4, 5), while that between ASEAN and China is very competing. Japan is lucky in that it has ample time to adjust their industrial/trade structure to seek more valued-added products.  

Figure 2  Competition Between China and Japan ： 
Degree of Overlap in Industrial Exports
 SHAPE  \* MERGEFORMAT 



＊Products are ranked from low-tech products to high-tech products along the horizontal axis, while the vertical axis represents the value of exports corresponding to each export item. A country’s exports can then be represented by a distribution ranging from low-tech products to high-tech products. The distribution for Japan’s exports is larger than that of China, reflecting its larger volume. It should also be located more to the right, reflecting the fact that high-tech products make up a larger portion of Japan’s total exports. The area of the two distributions that overlap one another (C) as a proportion of each country’s total exports (A for China and B for Japan) serves as an indicator of the degree of competition between the two countries. The greater the area of overlap between the two distributions as a percentage of Japanese exports (that is, C/B), the more China is a competitor of Japan. Conversely, the smaller the overlap, the more likely that China has an export structure complementary to that of Japan. Using US imports statistics that cover 10,000 manufactured goods, we find that only 16% of Japan’ s products competes with China’s products in the US market.  （Made by  C.H.Kwan）
Table 4 Trade Flow within East Asia　(Million US$）
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Japan         1990 18,574 6,145 32,066

2000 31,828 30,356 68,186

Korea         1990 12,638 585 5,215

2000 20,466 18455 20,033

China         1990 9,327 2,268 3,493

2000 41,654 12,799 16,633

ASEAN       1990 27,000 5,122 2,268 27,500

2000 55,945 18,171 16,179 93,075


Table 5   Trade Intensity between the Four
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Japan         1990 3.08 1.29 2.33

2000 2.64 1.91 2.52

Korea         1990 2.75 0.54 1.68

2000 2.22 3.22 2.06

China          1990 1.99 1.62 1.1

2000 3.13 2.04 1.18

ASEAN       1990 2.77 1.77 0.99 4.17

2000 2.49 1.72 1.16 3.92


As far as the FTA is concerned, China is going ahead, in forging FTA with ASEAN. So, let’s bless China and ASEAN for that. China’s positive move has given a stimulus for Japan to integrate its national interest. We regret to say that timing to conclude EPA (FTA) between China and Japan will be delayed, given many challenges which both must conquer. Japan will soon begin negotiations on comprehensive EPA agreements with Korea and ASEAN members. Hopefully, Japan-Mexico EPA will be signed in early 04. Then, leaders of Korea for EPA with Japan and other countries would be encouraged. 

Sure, FTA broadens the regional potentials. Leaving the ‘north-south problem’ in the region, however, we could not realize a really co-prosperous zone. A framework to minimize gaps in a region is imperative. 

 In view of this, Japan may well take an initiative in East Asia to call for member countries to identify themselves as East Asian citizens to set up an EAC, by sharing regional public goods among them. For, there has been no concept of that sort yet. Without having an identity, FTA may be just a means to reap the fruits in the region by division-of -labor in a bigger economy, leaving ‘north-south’ problem untouched. That should not be the way to direct. Economic Partnership Agreement (EPA) as Japanese government has called for is, to my interpretation, is a combination of (FTA+ public goods). What are the public goods for East Asians? Environment issues, human right issues, creation of bond markets, and mutual agreements not to repeat currency crisis, to protect SARS, fight against terrorists, to respect intellectual property and so on. 

Logically, therefore, we must be East Asian citizens. Citizens are those who are ready burdening the cost and risk of their public goods. To be a good East Asian citizen shall be a way to be a good world citizen. Thus, regionalism shall be a channel to be globalization and never be like economic blocks in pre-WWII period. I am rather optimistic on it. Our target in the region is not to pursue to be ‘Anglo- Americanized,’ but to be ‘Glocalized.’ It needs Japan to reactivate its economy sooner. While Japanese have to expose itself more to the region and eventually to the world by widely opening its society, Japanese will also be able to enjoy their local cultures and their own ways of life better with friends in the region and the world.

(*The views and opinions expressed in this text do not necessarily reflect those of the Japanese government)

� HP:  http://homepage3.nifty.com/tkinoshita/


� Japanese government provides a concept of ‘economic partnership agreement’ comprising FTA and other elements which include encouragement of foreign direct investment, relevant official development assistance(ODA), exchanges of human resources, standardization of public services and educational exchanges. I define the non-FTA elements as ‘public goods’ in the region.


� Japanese government provides a concept of economic partnership agreement comprising FTA and other elements. Others include encouragement of foreign direct investment, relevant economic assistance, human resource exchanges, standardization of public services, educational exchanges.
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			2000			20,466						18455			20,033


			China         1990			9,327			2,268						3,493


			2000			41,654			12,799						16,633


			ASEAN       1990			27,000			5,122			2,268			27,500


			2000			55,945			18,171			16,179			93,075


			輸出　　　 ユシュツ			日本 ニホン			韓国 カンコク			中国 チュウゴク			ASEAN


			日本        1990 ニホン						3.08			1.29			2.33


			2000						2.64			1.91			2.52


			韓国        1990 カンコク			2.75						0.54			1.68


			2000			2.22						3.22			2.06


			中国        1990 チュウゴク			1.99			1.62						1.1


			2000			3.13			2.04						1.18


			ASEAN     1990			2.77			1.77			0.99			4.17


			2000			2.49			1.72			1.16			3.92
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Export Japan Korea China ASEAN


Japan         1990 18,574 6,145 32,066


2000 31,828 30,356 68,186


Korea         1990 12,638 585 5,215


2000 20,466 18455 20,033


China         1990 9,327 2,268 3,493


2000 41,654 12,799 16,633


ASEAN       1990 27,000 5,122 2,268 27,500


2000 55,945 18,171 16,179 93,075





