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The Future of Japan

Gregory Clark

President, Tama University,

In English, when people consider purchasing real estate, there is a saying that
there are three conditions they have to consider. The first is location. The second is

location. And the third is location. In other words, everything depends on good location.

Similarly, when we consider the future of Japan, there are three things to be

considered. The first is population. The second and third are also population.

The question of declining population is far and away the major problem facing
Japan. It is far more serious than the problem of bank bad loans, enyasu, corruption in
politics, education, young people behaving badly or anything else. And yet, it is the one

problem that the nation and the politicians still fail to consider seriously. Why?

And by emphasizing the problem of declining population, I do not emphasize the
problem that most point to, namely the problem of an aging population. On the contrary,
while the burden on the working population to support the retired population will increase,
there may be some compensating advantages. Older people will have a higher consumption
propensity, and this is good because Japan badly needs increased demand in its economy.
And the high inheritance tax rate in Japan means that government will gain increasing

revenue from this source.

No, the problem of declining population lies in the lack of people entering the
labor force, and more importantly the very depressing influence on demand and
investment that will result from fewer people wanting education, housing, cars etc. This is
because of the second major problem that Japan faces, namely the chronic lack of demand
in the economy-the result of the very high level of personal savings. A declining
population would greatly worsen this problem. As a result, Japan's economy could enter a

period of permanent decline.




Why are savings so high in Japan? It is true that many Japanese like to worry
about the future, even though their future is just as well guaranteed as in most advanced
economies. A larger reason is the lack of class consciousness in Japan. Most Japanese see
identity in terms of workplace. But we foreigners see it very much in terms of class. So

we spend a lot, on housing and leisure especially, in order to maintain our class status.

But whatever the reason, the results are clear: The advanced nation with the
lowest savings level-the U.S. at four percent-is the nation with the most vibrant economy.

The nation with the highest level-Japan-has the most sluggish economy.

Most Japanese still seem to think that a high savings level is a good thing. And
that is true in a developing economy. Personal savings deposited in banks are then
borrowed by firms anxious to expand production of the things they know consumers will
certainly want-cars, refrigerators, washing machines, etc.. The circulation of funds within

the economy is good.

But in an advanced economy, firms tend naturally to want to cut back on the
rate of increase in plant and equipment investment, even if simply because the rate of
growth tends to slow down. But there is another reason, namely that firms are unsure
what consumers will want next. The emergence of new needs and new sources of demand

in an advanced economy is far from clear.

In economies like the U.S. where people prefer to spend rather than save, firms
can be fairly confident that whatever new area they go into, there is a good chance of a
positive response from consumers. But if, as in Japan, consumers themselves do not
greatly want to spend money to satisfy new needs, then firms become even more

reluctant to invest. Lack of demand worsens. The economy could easily go into decline.

This has been the situation with Japan's economy ever since the 1970’s.
Fortunately, it was able to rely on the enyasu created by the two oil shocks to expand
exports. In other words, it relied on gaiju rather than naiju. Then came the bubble
economy, when naiju expanded, but in the worst possible way for Japan. Today Japan

seems to have to depend on the enyasu created by low interest rates to revive its




economy. In future, Japan has no choice but to find more sensible ways to expand

demand, relying much more on naiju rather than gaiju.

Of course, there is one obvious answer to this dilemma, namely that if individuals
and firms do not want to spend money, then the government should find ways to mobilize
the surplus savings in the economy and use them to expand demand. If it wants to use
the funds for welfare and other non-profitable purposes, then it will have to increase taxes
to do so. But ideally it can use them for social infrastructure with a good rate of direct
and indirect return to the economy-highways, shinkansen, education in computer or joint
venture management skills, etc.. In that case, it can rely on borrowed funds-kensetsu

kokusai or zaito funds for example.

To date, there has been an extraordinary reluctance in Japan to have the
government operate in this way. People fail to realise the many indirect returns from
public works, e.g. the easing of traffic congestion as a result of road widening. Or else
they worry about waste and political corruption involved in public works. But in that case,

get rid of the waste and corruption.

Of course, it would be better if extra demand would also emerge from the minkan
sector of the economy. One problem here, and with the economy overall, is the weakness
of the service or tertiary sector. To date, much of Japan's growth has come from
expanded productivity and output in the manufacturing sector. But in an advanced
economy, manufacturing should be only around 20 percent of the GNP. Most of the rest
should be services. This is because as people become more prosperous, a greater share of

their spending goes to services-education, leisure, better housing-rather than goods.

But in Japan, manufacturing remains at close to 30 percent of GNP. This in turn
adds to the pressure for Japan to rely on exports. In other words, it relies on foreigners to
buy the goods that Japanese will not buy. The result is trade frictions and endaka. Neither
are good for Japan. In effect, relying too much on manufacturing to rescue Japan’s

economy will push that economy further into a fukurokoji.

By comparison, raising productivity and expanding output in the service sector is




not difficult. If this could be done at the rate of ten percent a year, the entire Japanese
economy would grow at the rate of 6 percent per year. In other words, a return to high

growth is even possible.

Expanding the service sector is also an ideal way to expand domestic demand.
The lack of this demand is not due entirely to a strong savings propensity among
Japanese. Another major reason is the lack of supply of attractive services that meet the
needs of people living in an advanced society. For example, there is an over-supply of
luxury golf courses, luxury hotels and luxury ryokan. But there is a serious under-supply of
leisure facilities for ordinary Japanese, for example auto camps and motel chains that can

be used by families making car driving holidays in the countryside, and so on.

But the precondition for any serious improvement in Japanese economy is a stable
or even rising population. And on current indications this is not likely. It seems highly
likely that the low birth rates will continue well into the future. Women seem to have lost
interest in having babies. Even if incentives to have larger families were introduced, I do

not think they would have much effect.

In this situation, the only solution is for a program of planned immigration.
Obviously I would not want to recommend anything like what France and other European
nations have done. This would only create social unrest. But there is another way, and it

would have many important side benefits.

Currently it is clear that even with the economy in a slump, there is a shortage
of young Japanese willing to do hard or menial work. That is why so many young Chinese
and other Asians are trying to smuggle themselves into Japan illegally. In this situation
why cannot Japan do as Taiwan and Singapore have done, namely introduce a system of
two year labor contract immigration? Instead of having people come in illegally they would
come in on contract and be subject to supervision. Apart from anything else, the very

serious problem of crime involved with illegal immigration would be largely solved.

But that is not all. Taiwan and Singapore cannot hope to attract educated people

to do menial work. But Japan could easily. Currently there are many young Chinese and




Southeast Asian people keen for the chance to study in Japan. But they lack the money,
the language, the sponsors and the introduction to universities. If they do somehow

manage to get to Japan, these problems make many of them become anti-Japan.

But if Japan was to say to these people, yes you can come to Japan as contract
laborers. During your two year contract you will have the chance to earn some money,
learn the language, find a sponsor and a university. After your contract has ended, you can
enter the university. In one easy way and at no expense to Japan, the ryugakusei problem
would be solved. Then after completing their studies, Japan could also promise to take a

generous approach if these students want to stay in Japan and seek Japanese nationality.

Japan would gain in many ways from such a system. Handled properly, it would
help enrich Japanese culture. As well, outsiders coming to Japan often see better than
more Japanese the opportunities for new businesses. And many of the Asian peoples, the
Chinese culture people especially, seem better suited to computer and venture business

activities than many of the younger Japanese today coming out of the universities.

Recently, I went to Narita airport when a flight from Manila arrived. Disembarking
were several handsome, intelligent-looking Filipino women in their early thirties, carrying
much luggage and small children. I wondered why they were coming to Japan. Then I
noticed that each one was being met by a Japanese who was obviously from a farming
district, possibly close by. Then I realised. Probably these women had come to Japan to
work in rural districts where brides were few, and the farmers had offered to marry them.
The women had accepted because they wanted to stay in Japan. They had soon produced
children, and were probably returning from a visit to their homes in the Philippines where

they had proudly shown their children to their relatives.

But whatever the reasons, the results were ideal. Here were women who spoke
good English and with a different culture willing to live and produce children in farming
areas where most Japanese women did not want to live. But to reach this goal, they
probably had to face all kinds of bureaucratic obstacles. The Japanese authorities should be

much more active in encouraging such people to come to Japan.
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