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JAPAN
Will the sun rise again in JAPAN?

Snapshot
 In his second term as Japan’s Prime Minister,
Shinzo Abe hopes that his ambitious
multipronged economic program, known as
Abenomics, will bolster Japan’s economy. If
successful, it will remedy almost two decades
of economic stagnation. But to do so, it is not
just enough to revitalize Japan’s trade, labor,
key industry sectors and monetary and fiscal
policies. The strategy must also have the
support of the country’s robust institutions as
well the persuasion to change the local and
international mindset about the country and its
slowing economy. It is not an easy task, but if
there is a nation that has historically proven to
be resilient and innovative, it is Japan.

Figure 1: Abenomics: the foundation of Japan’s socio-
economic structure

Japan’s resilience
The reconstruction Japan implemented after
World War II is often referred to as the
Japanese miracle. The country’s focus on
economic development brought the highest
economic growth rates in the world from the
1960s through the 1980s. In the 1990s the
economy slowed down and the bursting of the
infamous Japanese asset price bubble,
crashed the Tokyo Stock Exchange, starting
the period of economic stagnation described as
the Lost decade. Structural reforms in the
2000s brought a period of recovery and steady

growth.  Yet the global economic crisis of 2008
and the 2011 Tsunami and resultant
Fukushima disaster put Japan’s economy and
resilience to the test.

Nevertheless, despite all the challenges the
country has faced during the last decades,
Japan has managed to secure its place as the
world’s third largest economy after the US and
China.  Japan’s GDP per capita growth from
2001 to 2010 outpaced Europe and the United
States.

Abenomics
The multi-pronged economic program

Figure 2: Abenomics official infographic – 3 arrows

Since 2012 Japanese Prime Minister Shinzo
Abe has succeeded in stimulating the economy
through an aggressive strategy focused on
fiscal policy, monetary policy and private sector
investment. This trilogy of strategies is dubbed
the “Three arrows” – or Abenomics. The goal is
to recover growth and beat the deflator
mindset.

Recently Japan has made significant progress
in World Competitiveness rankings, improving
its position to 6th in the world, ranking higher
than other advanced economies in most
categories.

The Japanese are hopeful of turning the
country’s economic performance around
through Abenomics, a strategy that consists of
three arrows or reform plans. The first arrow
is bold monetary reform aiming to achieve a
2% inflation target. The second arrow is fiscal
stimulus where the government is aggressively
creating demand to support the short-term
growth of cooperation. The third arrow is
regulatory reform to promote foreign
investment into Japan or investment by
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Japanese companies to gain competitive
advantage in the global market.

The key success factors for Abenomics are
categorized into four themes: promotion of
investment, integration with the global
economy, enhancement of diversity and
creation of new markets.

Monetary Policy
As previously mentioned, one of the arrows of
the Abenomics plan is focused on Monetary
Policy, with the aim of putting the country back
on an economic growth trajectory.

Japan has faced two major economic shocks
since 2008, putting the economy into recession
and creating a deflationary trend. For the
Japanese economy, deflation is a big obstacle
to overcome to achieve positive GDP growth.
Therefore, to end deflation and stimulate
consumption, the Bank of Japan has
implemented quantitative easing actions in
order to increase the country’s monetary base.

The goal with this policy is to inject liquidity
into the economy, which results in reduced
interest rates, making bank loans more
attractive and therefore stimulating consumer
spending.

The Bank of Japan’s quantitative easing policy
is ending deflation, but there is still a long way
to go to reach the 2% inflation rate, set by the
Government as a sustainable inflation target.

In 2014, although the inflation rate was not yet
close to the target level, Japan decided to raise
its consumption tax in order to control the
fiscal deficit. The tax hike impacted the year’s
inflation, causing a volatile growth scenario.
Strong consumption growth before the tax
change was followed by a sharp decline in the
following months.

Japan has one of the world’s largest public
debt (burdens) to GDP ratios. The continuous
rise in public social spending has kept the ratio
in an upward trend and although the ratio is
high, the low interest rates mitigate the
problem.

However, interest rates are not going to
remain low forever, so Japan must protect
itself against future increases in interest rates,
which would bring debt interest payments to
unsustainable levels.

Despite all the monetary policy measures that
are now being implemented, the main

challenge to deal with deflation is to end the
deflation mindset among the Japanese public.

Besides injecting money back into the
economy, how can Japan lower the so-called
Futon Money?

Labor Policy
Unless the demographic landscape changes,
Japan will be facing big problems with regards
to its aging population. By 2051, the percentage
of the working population of Japan will be no
more than 53% of the population. The
reduction in the working age population will
lead to a reduction of the country’s productivity
as expressed by GDP per capita.  In addition to
the issues of a shrinking working age
population, the productivity of the workforce,
the employment rate, and the share of people
actively looking for a job also affect the GDP
per capita. Abenomics is trying to address
these elements.

Firstly, the Abe administration is trying to
increase productivity of the labor force by
promoting meritocracy while putting measures
in place to protect against overwork.
Simultaneously, flexible working times are
being promoted in order to encourage more
people and especially women to participate in
the workforce. Secondly, the Abe
administration is encouraging the participation
of foreign labor force either in the form of
internships or specific job opportunities.
Finally, Abenomics is encouraging women to
participate in the job market by enhancing
childcare services and reforming the tax and
social security system.

These elements of Abenomics provide
structural reforms that aim at changing the
mindsets of the Japanese employees and to
create more diverse and productive
workplaces.

Trade Policy
In addition to revitalizing its labor sector, Japan
is in urgent need to balance its trade and
become the investment magnet and export
world power it once was. The steep decline in
Japan’s current account position is explained
by the trade imbalance the country has
experienced since 2010’s Fukushima disaster.
Since 2011, the value of imported goods has
been greater than the Japanese products sold
abroad, and to aggravate the situation 2014’s
trade balance was the worst on record! To
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reverse this preoccupying trend and to reduce
its deficit, Japan needs to once again become
the net exporter of goods it once was. As a
fundamental step to reverse this trend, Japan
needs to reactivate its electricity market to
mitigate its recent dependency on mineral
fuels. Today, mineral fuel imports account for
almost 35% of the country’s imports. This
figure should not be surprising, considering
that before the Fukushima disaster, 30% of
Japan’s electricity was provided by atomic
power.

Nonetheless, as we speak, most of Japan’s 48
reactors are shut amid controversy about their
safety. Such dependency on imported energy
has driven increases in industrial user
electricity rates by 30% and household bills by
20%. To tackle this, Abe’s administration has a
plan to reposition nuclear power and to
liberalize Japan’s electricity market in 2016.
But as mentioned before, mineral fuel imports
are only a part of Japan’s Trade equation. The
country’s current account may only be
rebalanced by offering more growth
opportunities to foreign and local investors. In
another ambitious plan by Abe’s
administration, the country is aiming to double
inward Foreign Direct Investment to 35 trillion
yen in 2020, pledging, “to create the world’s
best business environment for companies to
operate using National Strategic Zones” and
promoting economic deregulation and
diversification. Such efforts will be focused on
specific industries and key sectors, which will
become the engine of Japan’s future growth
just as the electronics and automotive industry
once did.

Industry & Key Sectors
Despite Japan’s historical trade and self-
sufficiency in rice, the agriculture industry
represents only 1% of its GDP and as a result
Japan imports 60% of its food. Less than 12%
of land is cultivable. Therefore, Japan uses a
system of terraces to farm in small areas. The
small agricultural sector is highly subsidized
and protected, with government regulations
that favor small-scale cultivation instead of
large-scale agriculture. Unlike its agricultural
industry, Japan has a very strong high-
technological industry (27% of the GDP) as well
as Research and Development capabilities. Its
culture of innovation and technology began in
1980 thanks to the efforts of Japan’s Science
and Technology Agency. This initiative

eventually led to what is today known as
Japan’s “Era of technological independence”.
The service industry, which generates 72% of
the GDP, is also an important pillar of Japan’s
industries. Services include banking,
insurance, real estate, retailing,
transportation, healthcare, and
telecommunications, which is now one of the
highest revenue-generating and high-tech
sectors of the Japanese economy.

Abenomics aims at giving more dynamism to
Japanese industry. In Agriculture, Abenomics
aims at rebuilding the domestic value chain
and increasing productivity.

In Industry, Abenomics aims at achieving
excellence in innovation. For example, one of
the goals is to launch a robot revolution to
promote innovation and solve social
challenges. This robot revolution will help
increase productivity, and solve labor
shortages due to declining birthrates and the
aging population.

In Services, the roadmap is to revitalize the
health industry, achieve reduction of public
insurance and solve social issues due to aging
while maintaining high quality healthcare
services.

Abenomics also promotes the “National
Strategic Special Zones”, which will have an
impact on all segments: Agriculture, Industry
and Services. In 2014 the government
designated these six “National Strategic
Special Zones” to promote economic
deregulation and attract foreign investment
and know-how. The strategy decentralizes and
diversifies Japan’s industries. This creative
scheme will create the right environment for:
startups, entrepreneurs, healthcare, drug
development and Medicare, farming and
agriculture, medical studies and international
tourism.

In addition and supplemental to the strategic
zones, the government has created incentives
applicable to new R&D and Headquarter
operations conducted in Japan by global
companies certified by the competent minister.
With this, Japan does not only want to attract
foreign capital and investments, but also
outstanding overseas manpower and
technology.
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Institutions
Japan is a country with a robust democratic
setup and political stability, with national and
prefecture-level elections. The current and
foreseeable political situation is stable as the
government and coalition hold a majority of
two thirds in parliament. Nevertheless,
political divide within the ruling party over
certain issues might make it difficult for the
government to pass reforms. Finally, Japan
will need to soften its relationships with China
and South Korea to promote stronger trade
and investment with its Asian partners.

Conclusion
In conclusion, Abenomics is an aggressive yet
innovate economic policy with the potential of
remedying two decades of economic
stagnation. The right implementation and
execution of Abenomics should increase the
supply of labor, increase productivity and
increase both the demand and supply of
money. For this ambitious plan to work, it will
require flawless governmental execution,
foreign interest and domestic support. We
believe that Japan can achieve its goal because
of the historical strength of its institutions and
the robust plan it has laid out to address key
sectors of its economy: increase productivity in

Industry and key sectors, revitalize trade to
balance its current account, reinvigorate its
labor base, and use monetary policies to
stimulate and support growth. It should be
reminiscent of Japan’s economic miracle of
the 1960s, where Japan defied almost half a
decade of an economy depressed by wars to
become the world power it is today. If Japan’s
economic history and the resilience of its
people serve as an indicator of its future, it is
reasonable to assume that its economy will
strongly rise again.

Figure 3 Japan’s economic quadrant and the lever’s pulled
by Shinzo Abe’s administrative strategy
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