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The Japanese Economy at the Turn of the Century

Motoo KAJI

ABSTRACT

The Japanese economy has been stagnating since the start of this decade. As
it is known well, Japan achieved rapid economic growth in 1950’s and 1960’s.
However the rate of growth decelerated in later period. In view of this trend,
a further decline in the pace of growth is only to be expected. The purpose of
this essay is to make this prediction convincing.

In my view, the size of the national economy in a given year is indicated by
gross domestic product GDP and that this figure is determined by total effective
demand. It goes without saying, the amount of GDP can not exceed the size of
potential supply capacity of the economy. So the midium-term growth trend is
to be defined in terms of midium-term changes in potential supply capacity.
Below I will consider the issue in relation to the factors that determine supply
capacity, the labor force and the physical capital.

In relation to the condition of labor force, Japan experienced unprecedented
demographic change in the past forty years, namely increasing longevity and
declining fertility. As the result, total number of working-age population is
about to start decreasing now. In this situation, increase of average productivi-
ty of labor is expected to be slower to be slower if other things are equal.

In the area of capital formation, the change has been seen though in lesser
degree. Overall saving ratio is higher in Japan than in other matured econo-
mies. But the larger share of the amount of money saved are now used for
financing public and foreign investment than in the past.

Under these conditions, the rate of growth in total supply capacity can not
be high. We need better management in economic policy making at present, if
we wish to prepare good economic conditions for the people.
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