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Japanese Economy Will Regain 
Luster through Creation of 
Industry Driven by Expansion 
of Domestic Demand

Damage to the Japanese 
economy is said to be 
limited compared to that 

of the U.S. and Europe. When will 
stock prices bottom out? Around 
when will corporate performance 
embark on a recover y track? 
What are the conditions for Japan 
to regain its luster? We asked a 
top economist about the scenario 
for the revival of the Japanese 
economy.

The chance has 
arrived for Japanese 
companies, which have 
secured abundant 
retained earnings, to 
strike back.

Stock prices on the Tokyo Stock Exchange 

have dropped more than 40% in 2008 

alone. The Japanese economy was said 

to have “surpassed the Izanagi boom,” 

having maintained the longest economic 

expansion in the postwar period, but it 

has suddenly taken a turn for the worse 

in the wake of the U.S.-originated global 

financial crisis. What factors led to such a 

decline?

Nagahama: Foreign investors account 

for a 60% to 70% share of transactions on 

the Japanese stock market. As the credit 

crunch progresses in the wake of the 

bankruptcy of the major U.S. brokerage 

firm Lehman Brothers, foreign investors 

that have posted subprime loan-related 

losses have begun to sell Japanese shares 

and withdraw funds back to their own 

countries. It was the first time in eight 

years that foreign shareholders posted 

selling excesses and this is what dealt a 

heavy blow to Japanese stocks.

The subprime loan problem is said to 

have caused less direct damage to Japan 

compared to the U.S. and Europe. What 

are your thoughts on this?

Nagahama: It is true that there were fewer 

financial institutions, companies and 

households in Japan that owned a large 

quantity of subprime loans and related 

products, and that the direct impact 

was smaller. However, declines in stock 

prices led to weaker sentiment in terms of 

household consumption and companies’ 

capital spending and domestic demand 

shrunk. In addition, foreign demand, 

which had driven the Japanese economy, 

weakened due to the impact of the global 

recession, and overseas sales at Japanese 

manufacturers, including automakers, 

turned to a decline. Furthermore, the 

strengthening of the yen accelerated and 

major companies with high reliance on 

foreign demand fell into the red across the 

board.

Amid such a recession, there have been 

news reports of quite a few Japanese 

companies acquiring overseas companies. 

There seems to be an increasing number of 

firms that are utilizing the advantages of 

the stronger yen and strengthening their 

management base through M&As.

Nagahama: The stronger yen represents 

a headwind for exporting firms but is a 

tailwind for companies oriented towards 

M&A. The weak yen persisted as a result 

of long-running low interest rates and the 

yen carry trade became active in Japan. 
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Therefore, Japanese companies were 

exposed to potential acquisition risks. 

However, with the strengthening of the 

yen, the opportunity has now come for 

Japanese companies to acquire overseas 

companies.

Japanese companies have thus far 

been criticized by foreign shareholders 

as “having too many internal reserves,” 

but this abundance of funds on hand is 

about to become an advantage. Leading 

overseas firms that had been unattainable 

have become undervalued and acquirable 

due to the strengthening of the yen. Many 

Japanese companies are trying to emerge 

among the world’s top companies when 

the economy rebounds by strengthening 

their management base now by utilizing 

M&As.

World-class 
environmental, energy-
saving and resource-
saving technology will 
trigger the rise of the 
Japanese economy.

Japan has always made a comeback after 

facing numerous crises, such as the oil 

crisis, the yen appreciation after the Plaza 

Accord, and the collapse of the bubble 

economy. The underlying strength of the 

manufacturing industry had been the 

driven force. Can we expect the same from 

the manufacturing industry now?

Nagahama: The technology of making 

things that the Japanese manufacturing 

industry has built over the years 

remains among the world’s best. The 

things to focus on are technologies 



at an annualized rate in the 8% level. For 

Japan, China is its largest trading partner 

and Japan is in a position to benefit from 

China’s growth.

Development of 
social infrastructure 
that actualizes 
potential demand 
is indispensable for 
expansion of domestic 
demand.

I am convinced that Japan has the 

underlying power to revive its economy. 

But when will the Japanese economy start 

rebounding?

Nagahama: The first country in the world 

to see an upturn in its economy will be the 

United States, which was the first to map 

out large-scale economic policies. Since 

the summer of 2008, the United States 

has implemented policy rate cuts and 

large-scale fiscal stimulus packages. The 

U.S. economy is projected to bottom out 

in October through December 2009, and 

then make a mild upturn.

On the other hand, the Japanese 
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Speaking from a global standpoint, are 

manufacturing-oriented countries going 

to mount a comeback?

Nagahama: Since the second half of the 

1990s, finance-oriented nations have led 

the global economy, and countries based on 

manufacturing have fallen behind. This is 

quite obvious when you look at the “Global 

Comparison of GDP per Capita.” In the first 

half of the 1990s, manufacturing-based 

countries fared well, with Japan ranking 

second, and Germany and France also 

ranking high. However, by 2006, countries 

that generated high profits in finance and 

resources dominated the top rankings. But 

with the latest financial crisis, leveraged 

financial methods collapsed, which dealt 

a huge blow to these finance-oriented 

countries. There is no doubt that countries 

based on manufacturing will regain power 

in the future.

What is encouraging for Japan is that 

China is its neighbor. Chinese income 

levels are increasing every year, and 

China is increasing its presence as the 

“market of the world.” Although there are 

impacts from the financial crisis, China’s 

economic growth in 2009 is estimated 

related to the environment, energy 

conservation and resource conservation. 

Japanese companies have developed 

groundbreaking environmental, energy-

saving and resource-saving technologies 

and have carved out a path to a new era. 

Possessing high value-added technologies 

in these fields now, amid calls for the 

prevention of global warming, is a huge 

advantage.

The production base for manufacturing 

has shifted to emerging countries along 

with the establishment of the international 

division of labor. In these emerging 

countries, massive energy consumption 

through the use of outdated facilities and 

environmental destruction have become 

huge social issues. Japan’s environmental, 

energy-saving and resource-saving 

technologies are very useful in resolving 

such issues. This is a huge business 

opportunity for Japanese companies, and 

will become a stepping stone for Japan’s 

economic recovery.
(Source) Dai-ichi Life Research Institute forecast based on the Cabinet O�ce’s “System of National Accounts”
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Global Comparison of GDP per Capita

(Source) Cabinet O�ce, Dai-ichi Life Research Institute

Ranking 1993 Million  USD 2007 Million USD

1 Luxembourg 396.74 Luxembourg (Financial) 1,034.42
2 Japan 350.08 Norway (Resource) 825.49
3 Switzerland 349.25 Iceland (Financial) 641.41
4 Norway 274.04 Ireland (IT) 598.74
5 Denmark 271.01 Switzerland (Banking) 568.21
6 United States 253.74 Denmark (Financial) 567.88
7 Germany 246.91 Sweden (IT) 495.15
8 Austria 239.83 The Netherlands (Financial/Resource) 473.91
9 Iceland 232.25 Finland (IT) 465.18
10 Sweden 229.44 United Kingdom (Financial) 461.21
11 Belgium 219.93 United States (Financial/IT) 454.89
12 France 218.85 Australia (Resource) 448.01
13 The Netherlands 214.19 Austria (Financial) 445.78
14 Canada 196.53 Canada (Financial/Resource) 433.56
15 Italy 179.64 Belgium (Financial) 431.55
16 Australia 176.21 France (Manufacturing) 407.38
17 Finland 172.43 Germany (Manufacturing) 403.11
18 United Kingdom 167.74 Italy (Manufacturing) 354.30
19 Ireland 142.34 Japan (Manufacturing) 343.26
20 Spain 129.86 Spain (Manufacturing) 320.44



economy will suffer the hardest times in 

terms of corporate earnings in the first 

half of 2009. Companies will suffer 30% 

declines in profit across the board for the 

business year ending March 2009. A 10% 

to 20% profit decline is expected in the 

business year ending in March 2010. The 

appreciation of the yen, which is a concern 

for exporting firms, will continue until the 

U.S. economy recovers, and the yen will 

remain on a stronger note for the following 

six months or so. Therefore, the earliest 

that the Japanese economy will hit bottom 

is January through March 2010, and it will 

then likely head toward recovery in April 

through June or later. On the other hand, 

since the stock market recovers six months 

earlier than the real economy, the Japanese 

stock market is expected to bounce back in 

the second half of 2009 or later. 

What should be done to invigorate the 

Japanese economy and set it on a path to 

recovery?

Nagahama: It is important to supply 

products to the world that capitalize 

on Japan’s unique high value-added 

technologies, including environmental, 

energy-saving and resource-saving 

technologies, but what is more 

necessary is for Japan to boldly promote 

establishment of economic systems and 

a social infrastructure that enables full-

fledged expansion of domestic demand. In 

order to accomplish this, Japan must delve 

into issues confronting Japanese society, 

such as how to stop the population decline 

which hinders economic growth, and how 

to transform an industrial structure in 

which supply and demand do not match.

First of all, regarding the population 

decline issue, what are the answers to this 

problem?

Nagahama: We can take a two-step 

approach to this problem. First, we should 

promote employment for the unemployed, 

and halt the decline of the working 

population. On top of that, we need to create 

an environment where women can give 

birth and raise children without worries 

and halt the decline in population growth.

In Japan, there are many unemployed 

among the female, younger and 

senior populations. We must create an 

environment that makes it easier for these 

people to work, and welcome them into the 

labor market. As for women, we should 

provide an environment that enables them 

to work indefinitely without worries so 

they don’t have to give up work because 

of childbirth, child rearing, caring for 

elderly parents or other such reasons. As 

for youths, there is an increasing number 

of casual workers and temporary workers, 

and they cannot get married because 

of economic concerns. It is feared that 

this will accelerate the low birthrate. To 

prevent this, we should promote policies 

that transform non-regular employees 

to regular employees, measures to 

increase vocational schools to facilitate 

full-time employment, and such. As for 

senior citizens, we can push back the 

retirement age in line with the increase in 

life expectancy and promote adoption of 

highly flexible work hours. By doing so, it 

becomes possible to halt the decrease in 

the labor population, and consequently, 

the decrease in the national population 

itself.
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What can be done in terms of the 

transformation of the industrial structure?

Nagahama: Even during this period of a 

hiring slump due to the recession, there are 

sectors that are suffering labor shortages. 

The agricultural sector is the epitome of 

this. Agricultural fields that have been 

abandoned due to the aging society and the 

decrease in the working population can be 

found in various regions. Since the decline 

in Japan’s food self-sufficiency is already a 

problem, the country should lead efforts to 

create agriculture that is highly productive, 

attractive to the younger population and 

urges private firms to enter the sector. 

This will also help improve Japan’s food 

self-sufficiency. The government should 

debate policy shifts that make it easier to 

conduct agriculture on a large scale and 

create corporations.

Also, as the aging society progresses, 

further enhancement and reform is 

demanded in the medical care and welfare 

sectors. These sectors currently face 

many problems, including their low wages 

despite the heavy labor required. Nation-

led efforts are also required in this sector 

to enable women and youths to work 

worry-free, such as by improving work 

environments and enabling the industry 

to pay reasonable wages.

As you can see, expansion of the 

working population, coupled with the 

transformation of the industrial structure, 

leads to an increase in population, and the 

stabilization of livelihoods and peace of 

mind serve as the foundation for expansion 

of domestic demand. This is the basic 

scenario to lead Japan to a full-fledged 

economic recovery. 


