THE JAPANESE ECONOMY

Takatoshi Ito

The MIT Press
, Cambridge, Massachusetts
. London, England



CONTENTS

Preface  xiii
Preliminary Notes  xv
Acknowledgements  xvii

Part I

=

BACKGROUND

~Chapter 1

AN INTRODUCTION TO THE JAPANESE ECONOMY 3

Chapter 2
HISTORICAL BACKGROUND OF THE JAPANESE
ECONOMY 7

The Tokugawa (Edo) Era: 1603—1868 8

Foreign Pressure and the Fall of Tokugawa 11

From the Meiji Restoration to World Warll 12

Summary 28

Appendix A: Case Studies 29

Appendix B: Japan as an Example for Developing Countries 34
Appendix C: Sources of Data 35

Notes 37

Bibliography 38

——



viii

Contents

Part 11

ECONOMIC ANALYSIS

Chapter 3

ECONOMIC GROWTH 43

Analyzing Sources of Economic Growth 46

Growth in Aggregate Demand 50

Reform and the Beginning of Strong Growth: 1945-1950 52

Rapid Growth: 1950-1973 61

The Slowdown 69

Summary 72

Appendix: Guide to GNPData 73

Notes 74

Bibliography 76

Chapter 4 .

BUSINESS CYCLES AND ECONOMIC POLICIES
Dating of Business Cycles 77

Regularities among Business Cycles 78
Postwar Business Cyclesin Japan 78
Theory and Estimation 79

Political Business Cycles 89

Summary 95

Appendix: Theories of Business Cycles 96
Notes 100

Bibliography 101

Chapter 5

FINANCIAL MARKETS AND MONETARY POLICY

Institutional Characteristics 107

Japan’s Financial Markets in the 1950s and the 1960s

" Disequilibrium in Financial Markets 119

77

103

114



o 4

Contents

Changes in the 1970s 119

The Short-Term Financial Market 121

Deregulation 124

The ‘“Mistake’’ of Japanese Monetary Policy, 1971-1975 125

A Comparison of Japanese and American Monetary Policies,

1975-1989 128

Summary 134 _
Appendix A: Guide to Financial Data 134
Appendix B: Theories of Monetary Policy 138
Notes 140

Bibliography 142

«=Chapter 6

PUBLIC FINANCE AND FISCAL POLICIES 147
The Tax St;ucture 150

Government Spending * 159

The Rise and Fall of the Government Deficit, 1975—-1989 165
Ricardian Neutrality 167 |
Summary 173

Appendix: GuidetoData 174

Notes 174

Bibliography 176

Chapter 7

INDUSTRIAL STRUCTURE AND POLICY 177
Industrial Structure 177

Industrial Policy 196

Anti-Monopoly Law and Depression Cartels 204
Appendix: Sources of Data 205

Notes 206

Bibliography 207

ix



Contents

Chapter 8
THE LABOR MARKET 209

Basic Statistics 209

Conventional Wisdom 210

Lifetime Employment and Seniority Wages 214
Enterprise Unions 226

Do the Japanese Work Too Much? 228

The Female Labor Force 231

Bonuses and the Share Economy 231

The Spring Offensive [Shunto] 239

Why Is the Japanese Unemployment Rate So Low and
Inflexible? 241

Summary 246

Appendix A: Concepts and Theories of Unemployment
Appendix B: Guide to Japanese Labor Statistics 253
Notes 255

Bibliography 257

Chapter 9

SAVING AND THE COST OF CAPITAL 259
Definitions and Japanese Data 260

US-Japan Comparison 262

Data from a Cross-Sectional Survey 264 !
Stylized Facts 267

Why Is the Japanese Saving Rate So High? 268

The Cost of Capital and Investment 277

Appendix A: Guide to Data on Consumption and Saving
Appendix B: The Saving-Investment Identity 282
Appendix C: The Life-Cycle Hypothesis of Saving 284
Notes 285

" Bibliography 286

248

280



Contents

Chapter 10

INTERNATIONAL TRADE 289

Trade Structure 291

Exchange-Rate Adjustment and the J-Curve Effect 299
New Trade Theory and Trade Policy 300

Intra-Industry Trade 305

Summary 308

Notes 309

Bibliography 310

Chapter 11

INTERNATIONAL FINANCE 313

From the Bretton Woods System to the Floating-Rate Regime
Japanese Capital Controls 316

Covered Interest Parity 321

A Yenfor Yen? 327.

Exchange-Rate Dynamics and News 333

News Analysis: One Year after the Plaza Agreement 341
The Target Zone 349

Concluding Remarks 356

Appendix: The Forward Market and the Futures Market 357

Notes 358
Bibliography 361

Part II1

313

o

CONTEMPORARY TOPICS

Chapter 12

US-JAPAN ECONOMIC CONEFLICTS 365
The “Japan as Number One’” Syndrome 367

American Frustrations - 369

. The Super-301 Clause and Structural Impediments Initiatives

375



Xii

Contents

The Use of “Gaiatsu” 378

Concluding Remarks 380

Notes 381

Bibliography 383

Chapter 13

THE DISTRIBUTION SYSTEM 385

The Conventional Wisdom 386

Measures of Efficiency in the Distribution Sector
Concluding Remarks 403

Notes 404

13

Bibliography 405

Chapter 14

ASSET PRICES: LAND AND EQUITIES 407
An International Comparison 408

Evidence from Land-Price Time Series 414
Policy Implications 421

Why Are Japanese Stock Prices So High? 426
Concluding Remarks 435

Appendix: Guide to Data 437

Notes 438

Bibliography 439

Index 441

398



