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Looking at Some of the Basics
Geography

Four main islands:

w Hokkaido (N)

w Honshu (main islandg Tokyo, Mt. Fuji, Osaka, Hiroshima
w Shikokug Rural

w Kyushu (SWg Fukuoka, Kagoshima, Nagasaki

Most of the population is in Honshu, between the Kanto (TokYokohama
Kawasaki) in the east and the Kansai (KebsakaKyoto) in the west

Tokyog Yokohama has almost 25% of the population (over 33 million)

Close to 80% of the land is mountainous
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Various Social Statistics
Japan GDP Growth Rate
Indicator Value
Population 127,195,000 (2018) JAPAN GDP GROWTH RATE
Population, share of 0-14 years 12.7% (2013) |
Population, share of 15-64 year 62.2%(2013)
Population, share of 65 and over 24.2%(2013) o W7 . 04
Crude Birth Rate 8.079 births/thousand
Crude Death Rate 10.797 deaths/thousand 5 06
Crude Net Migration Rate 0.393 people/thousand
Life Expectancy (Both Sexes) 83.98 years 0.3 o4
Male Life Expectancy 80.73 years 02 0.2 02 0
Female Life Expectancy 87.18 years 0.1 D D D -
[Total Fertility Rate 1.478 children/woman (| 0
Net Reproduction Rate 0.714 surviving daughters/woman
Sex Ratio At Birth 1.056 males per female -0.2
Infant Mortality Rate 1.903 deaths/1,000 live births " o
[Under Five Mortality 2.653 deaths/thousand 2015 L2t 2016 Jan 2017 et 1201 L2018
Mean Age at Childbearing 31.336 years
Rate of Natural Increase -2.718 e
http://worldpopulationreview.com/countries/japan-population/ 7 s
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Yen/Dollar Exchange Rate

https://www.xe.com/currencyconverter/con
vert/?Amount=1&From=USD&To=JPY
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JAPAN INFLATION RATE

1968 1980 1992 2004 2018
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Japands Top -12017EXx

Vehicles: US$146.2 billion (20.9% of total exports)
Machinery including computers: $138.4 billion (19.8%)
Electrical machinery, equipment: $105.6 billion (15.1%)
Optical, technical, medical apparatus: $39.8 billion (5.7%)
Iron, steel: $28 billion (4%)

Plastics, plastic articles: $25.1 billion (3.6%)

Organic chemicals: $17.9 billion (2.6%)

Gems, precious metals: $15.2 billion (2.2%)

. Ships, boats: $12.3 billion (1.8%)

0.Mineral fuels including oil: $11.4 billion (1.6%)

BooNoOrwWNE
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Japands Top -120171 m

Mineral fuels including oil: US$141.3 billion (21.1% of total

1.
imports)
2. Electrical machinery, equipment: $97.6 billion (14.5%)
3. Machinery including computers: $65.2 billion (9.7%)
4. Optical, technical, medical apparatus: $25.5 billion (3.8%)
5. Vehicles: $22.4 billion (3.3%)
6. Pharmaceuticals: $22.4 billion (3.3%)
7. Ores, slag, ash: $20.4 billion (3%)
8. Organic chemicals: $15.9 billion (2.4%)
9. Plastics, plastic articles: $15.1 billion (2.2%)

10. Clothing, accessories (not knit or crochet): $13.6 billion (2%)
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Japands Top | mport
Below is a |ist of Japandés top 15 trad
Japanese shipments by dollar value during 2017. Also shown is each import
countrydés percentage share of total Ja

. United States: US$135.1 billion (19.3% of total Japanese exports)
. China: $132.8 billion (19%)

South Korea: $53.3 billion (7.6%)
Taiwan: $40.6 billion (5.8%)

Hong Kong: $35.4 billion (5.1%)

. Thailand: $29.4 billion (4.2%)

. Singapore: $22.6 billion (3.2%)

. Germany: $18.9 billion (2.7%)

. Australia: $16 billion (2.3%)
10.Vietnam: $15.1 billion (2.2%)
11.United Kingdom: $13.8 billion (2%)
12.Indonesia: $13.4 billion (1.9%)
13.Malaysia: $12.8 billion (1.8%)
14.Netherlands: $12.4 billion (1.8%)
15.Mexico: $11.3 billion (1.6%) (1.5%)

©CONOUAWN
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QATARLNG EXPORTSIN2016

million mt)

Japan |

Inciic |

South Korea |
UK
Taiwan
China
Eqgypt
Italy
Thailand
Pakistan
Spain
Kuwait
Belgium
Dubai
Singapore
Argentina
Peland
Turkey
Jordan
France
Brazil
Netherlands
Portugal
Malaysia I
Chile

1
[1] 2 4 6 8 10 12

Source: Platts Analytics’ Eclipse Energy
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1985-1990

A Asset Price Inflation

i Stocks- Nikkei hit high 038,915 on Dec. 31 1989. Keep in mind it did
not hit 10,000 until after 1985.
Land and Real Estate Price®rices more than doubled from 1987 to
1990.
Real Estate inflation more pronounced in larger cites

A Consumer prices not significantly affected
A Rapid economic growth

20
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Land Prices
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Japanese Urban Real Estate Prices
vs Consumer Price Index Inflation

= AXETHHErbE R (P )
—HEE I (RCER)

o0 AN ¢ 18 years!

T 6 largest cities

CPI (inflation)
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Japanese Foreign Investment Expands

A Matsushita Group (Panasonic) > Universal Studio
A Sony Group > Columbia Pictures

A Mitsubishi Estate Groug-Rockefeller Center and
Pebble Beach

Q. What happened to these investments?

23

A Background

Looking at the Causes of the Bubble

PT{GNRBY3 ANRGUGK AY mMdbynQa Iy
confidence
CAYlLYyOAlt 5S8NBIAdzZA FGA2y (KN
End of deficit spending by government

Main-bank relationships

Problem with trade deficits (led to Plaza Accord)
Expansionary monetary policy to counter Plaza Accord
Management poised for strong growth

Reaganomics (high interest rates in US)

i
i
i
i
i
i
i
i Belief that Japan was becoming an economic superpowe
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) Proportion of Loans to Small Firms
The Low Cost of Borrowing
A Interest rates were effectively 0% 06
A Firms over borrowed .t
AProjects that earned a mere 0% were approved /
A Banks over lent 05
ACollateral or track records were enoughexpectation that
asset prices would always rise -
A Asset prices proved unrealistic 04
At N2 280G & ReéxRostQld SINY 32
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Proportion of Loans to Real Estate :

Developers

e
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Money Supply

16
JAPAN: M2 PLUS CDs
1 (vearly percent change)

Other Causes of the Bubble

Mal functi oned fASafety Neto

Bank of Japan (BOJ)
Ministry of Finance (MOF)
ADi scretionary Guidancebo

Inefficient Monitoring of Banking System
Some Reinforcing Factors

Cross-holding share in Keiretsu system

Expansion of real estate companies (Jusen)

2Ta3Te4Tas eelarealaslonlor TaaTogToaTosTog Tor ToaTag TooT 01T 02103 041
29 30
Lasting Dilemmas
Prolonged Aftermath
A Impacts ) Aaz2ySilr NE LR2tA0e R2S5ayQ
i Longest recession in postar period. . PP A x LA x = -
i Non-performing Loans iLYuoSNbBau NruSa OlyQu
I Major Bank Failure and Merges T But prices are falling ==> real rates are
A Causes of prolonged slowdown pOSItI\{e
| y ; A Banks (rightly) fear bad assets
i Delay in recognizing problems and in responses v ; oL
§ Uncooriraogmatd o P i Outstanding loans are shrinking
A 4 Prob i Little investment
overed Problems . . X a4 .
i Overprotected banks Ta[ AljdzZA RAUE ¢ NJ LJE
i Inefficient corporate governance and structure A Fiscal policy is not working
i Large government deficits
31 32
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WELIYyQa [23ai 5-&M2008):60SHNI & mddna
Why Did the Recession Last So Long?

A Long adjustment after a large asset bubble
A Non-performing loans (late policy response)

Awl Ll yoa S02y2YA0O aeaiasSy o08d
A Aging population and associated problems (pension, medicd

care, dissaving, etc)
A Snowballing fiscal debt

At S2L) SQa t101 2F O2yTARSYOS
A¢KS /KAyl OKIFIffSy3asS ogaoe aN

C Lack of political leadership to propose solutions, convince
people, and implement actions

33

Policy Issues for the Bank of Japan

Non performing loans
--Credit crunch and mini bank runs in 199998

--Slow policy response (1998000 creating special agencies and public
money injection for bank recapitalization

Monetary policy for recovery

--Injecting liquidity by buying up unconventional assets (corporate & banl§
bonds, etc)but the monetary transmission mechanism was broken
(MBC MoneyC Lending)

--Zero interest rate policy (Feb.1998ug.2000; Mar.20040ul.2006;
Dec.2009)C ONB I UAy3I AYyOSYyuAdS F2N aé

--Inflation targetingt debated but not adopted

--F/X intervention to prevent yen appreciation (but without aggressive
yen depreciation)
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