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1. Evolution of Development Paradigm.....

3

Organization of This Lecture

1. Evolution of Development Paradigms &
Development Economics

2. Evolution of Socio-Economic Systems

3. Economic Growth, Governance, and
Empowerment

4. Japanese Development Model in Transition
5. Global Changes/Imbalances & China’s Path

The Evolution of 3 Development Paradigm
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The Evolution of 3 Development Paradigm
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The Evolution of 3 Development Paradigm:
A Simplified Review
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2. Revolutions and the Evolution of
Economic Systems.....

Revolutions and the Evolution of Economic Systems

Private ownership of
the means of production
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3. Three Pillars of Poverty Reduction.....
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What is Development? 1

Introduction to International Development Studies:
An Interdisciplinary Approach
co-edited with Prof. H. Kimura, political scientist,
Prof. S. Ito, development sociologist

In this book, we define ‘development’ as the reform of the
whole structural system that produces material as well as
non-material poverty.
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What is Development? 2

When ‘proper incentives to get out of poverty’ so defined by
a development economist are given to the “structural poor’, if
they are equipped with “‘capabilities” and ‘adaptability” to
respond, those who cannot easily benefit from ‘trickle-down’
may rise to their feet and overcome poverty by themselves.

The “potential poor” who may easily fall into poverty given
external economic/social/natural shocks are equipped with
resilience supported by social capital including social safety
nets, they may not have to fall into poverty repeatedly.

The poor have to be treated as active participants to
development. For that end, people have to be ‘empowered’.

What is Development? 3

The state of “‘development’ should be the
situation where people are empowered and a
country is full of empowered human beings.

‘International development’ should be the
international cooperation/collaboration
heading for this end.
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Three Pillars of Poverty Reduction

Therefore, we set the three pillars of poverty
reduction as follows:

1. Attainment of ‘pro-poor’ growth (the growth
engine has to be running),

2. Adoption of proper public policies, incl.
exercising good governance and building
institutions, and

3. Empowerment of the ‘structural poor’ and the
‘potential poor’.

4. )apanese Development Model
and Challenges It Faces.....
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B post-war Development of
the Japanese Economy

— Development, Japanese/Asian Style —

April, 2008
Shigeru T. Otsubo*
GSID, Nagoya University
(w/ input from Prof. A.Furukawa, Ritsumeikan Univ.)

(Downloadable from: http://www.gsid.nagoya-u.ac.jp/sotsubo/index_EDPAM.html)

J‘SSGS and Failures in Japanese Economic Develo';

Phase | (1945-19604
Catching-up proceg

-- Post-war
democratization
-- Common goal
-- Savings shortage &
directed allocation
-- Japanese-style
Market SyStem
- Employment
practices
- Main bank system
- Corporate governance
- GoVv't intervention &
public policies

Phase Il (1970s—'809
Failure to reform &
“bubble” economy

-- “Front-runner”
necessity for
competitive market

-- Failure to transform
the system

-- Expansive behavior
by businesses/banks

-- Macroeconomic
policy to cope with
yen's appreciation

-- ‘Bubble’

Phase 1l (1990s -
Long stagnation
& beyond

-- Excess capacity
--NPL and financial
crisis= i
-- Confidence crisis
-- Deflation
-- Expansive macro-
economic policy
- Zero interest
- Budget deficit
-- Structural reform
- Regulatory
- Financial, etc.




1.1 Post-war Economic Reforms

=

Zaibatsu dissolution
Dissolution of
Zaibatsu conglomerates;
Prevention of economic
power concentration

Fair market rules
Anti-trust Law;
Securities Exchange
Law; etc.

Agrarian reform || abor market reform
Elimination of | | egalization of labor =5

tenant system; movement;
Growing # of Establishment of
independent farmers labor unions
Y

2-8 Role of Economic Planning
l 14 economic plans officially adopted .

Economic plans in a free market economy

‘Indicative-type’ rather than ‘Command-type’
Sharing of information between the government an
the public (business and household sectors)I
-- Medium-run development scenario the government assymeg
including target economic growth rate and other
indicators
-- Medium-run economic policy stance and policy priority,
including allocation of funds for investment in
social overhead capital
-- Economic behavior of household and business sectors
that the government deems desirable >

2-3 Rapid growth as a “catching-up” process

¢atching—up proce§ ¢oa| of developmeEf>¢onsensus formatic}

Advantage of latecomers
-- introduction of technology and process innovatiorn
-- lower business risks
-- incentive for innovation and quality control throug
competition in foreign market

o

2-1 Entering Virtuous Cycl e

Period of rapid growth (1955-- ‘

1970) C
8.8 9.2 [T 1.1 Average
real
45 4.4 B 4fowth rate
' 151014

1971-75
1976-80
1981-85
1986-90
1991-95
1996-2000
2001-2005

o
9
o
n o
[=2 I )]
- -

»1966-70

ource: National Accounts

Dual structure -- lower productivity and poorer working conditiory
in small businesses, consumption-goods and service secto
National consensus -- trickle-down strategy




4-1 Elements of Japanese-Style Market
Svstem

Employment system

Long-term relations | Interventionist

Organizational trade government
Stability-oriented

Corporate governance built on cross share-holdingg

Main-bank system ‘The 1940 Regime
Corporate management originated just
Cross share-holding before WWII

Parts supplier Keiretsu Adjusted by themselvg
Industrial policy/regulation after the war

Su;:itg:tt:ufor -- Autonomy of corporate managers
Prevention of -- Long-term management perspectjve

M&As -- Low capital cost of equity finance

1987 1995 1999
Shares issued by business companies
Ratio of shares held by stable holders 29.7% 28.7% 27.9%
of which held by financial institutions 22.0% 20.1% 12.9%
Shares issued by banks
Ratio of shares held by stable holders 55.7% 53.3% 45.6%
of which held by business companies 34.4% 32.9% 28.5%

Source: NLI Research Institute (adiusted series for changes in disclosure rules)

Corporate finance relying on banking sector

e Functions of the ‘main-bank system’
— Saving of costs associated with
asymmetry of information
* Screening and monitoring
* Signaling to other financial institutions
» Corporate governance
—Insurance to corporate management
risks
—Information exchange

Financing Sources

o35 | T of

1940 | HENNNENNN mnsleistrial
(CCOml investment
1955 | [NENRNRNRNNNNNNN] '
1960 | NN
1064 | [N |
W Bank loan  Own fund

wajsAs Aonuo)
uonejnbau ybn

&3
(==
‘2' o
Before the war Puring the war: After the war:
Equity finance Banking was Bank finance
dominant promoted Main-bank system




Lbbor market practices based on long-term employmel\‘ut

e Japanese-style employment practices
— Long-term or ‘life-time’ employment
— Wage increases and promotions based on
seniority
— On-the-job training (OJT)
— Intra-company labor unions

e Rationality of long-term employment

— Accumulation of company-specific skills and
technology

— Smooth transfer of skills from one employee to
another

— Smooth introduction of new technology
— Saving of workers’ transition costs of changing jobs
— Less need to monitor workers

5-1 Failure to Adjust to Post-Catch-Up

Eld@nhe end of the “catch-up” process
Survival of the Japanese-style economic system and practic
Strengthened by the success in overcoming the oil crises

mplicit goals shared by To attain success
all segments during - -- consensus formation
the “catch-up” period -- coordinated actions

Japanese-Style
Market System
-- long-term relations
information sharing

’
A

Autonomous action

Post-catch-up period
Gommon goal isappearcq M Top managementforced to

5-2 Japanese (poor) corporate

governance
that gaused-ihe

[OCorporate managers — Emp‘“‘oyment Call for
intBt #Pexpansion of the practice int'l policy
company and stable relations with | k=toordinatior
stakeholders; Consensus
overlooked profitability and risks for job Yen's
[OBanks-struggled for new security appreciation
customers; lacked risk assessment

of borrowers //
[ICapital market — lost CW
monitoring function; equity #flance

Race for size expansion | _qre—ieo—o oo [Economic stimulus
Neglecting risks & profits | ~~¥*&.N3zarg i[by BOJ and gov't

[ )

e
{e “bubble” econ@

5-4 Burst Bubble and the ‘Lost

Decade’
Average annual
growth rate

1956~60  8.8%

10 %r | GDP growth rate | 1961~65 9.2

g 885340 1966~70 11.1%

6 1971~75  4.5%

4 1976~80  4.4%

2 ﬂ1 1981~85  3.3%

0 1986~90  4.9%

2T 1991~95  1.5%

e o N T O~ 000 oo |1996~2000 1. 0%

83535583888 SSSSES 8 |2001~05  1.4%
Source: ESRI, Cabinet Office, "Annual Report on National Note: data before 1980 are based

Accounts” on the 1968-based SNA.




Budget balance (% of GDP)

Government debt (% of GDP)

%

1990 1995 1999 2000 2001 2002 2003 2004 2005 180

160 - Japan

140 - ltaly

120 r

100

80 HSA France
Source: OECD “Economic Outlook 78” 60 =g

( Dec. 2005) 40 —fF—Germany™—— 4*’0}‘(’"

Note: General government budget 20

1990
1995
1999
2000
2004
2005

2001
2002
2003

6-1 Japanese System in Transformation

Employment system
Main-bank system Major challenge
Corporate management IT and globalization/-
Cross share holding Mega-competition
Parts supplier Keiretsu Aging of labor force
Industrial policy/regulation Change of values
Structural
reform
v

OMarketization, competition, choice, diversity, own risk
OCohabitation and competition of systems
based on comparative advantage

6-4 Weakening of
Japanese-style employment practices

— Aging of workers leading to higher wage cost

— Development of “external” labor market
= Dependence on part-time and other irregular workers
« Development of temp services

— Lowering of growth of corporate size

— Changes in industry structure, globalization and IT
« Manufacturing industries: skill transfer through OJT, process
innovation, and team work
« Knowledge based industries: higher speed and risk of innovation,
leading to more flexible recruitment from external labor market and
ability-based wage determination

[ %) 02N, /972577 ORE NBASHEORS  se20.

www. inyokeizal.nat
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7-1 Aging Japan

Unavoidable depopulation and

Structural Reform: Agenda for Sustainable Growth

Self-reliance
Expansion of Corporate -
Activity and Investment of Individuals

Job choice sociéty

Employment practices =
Corporate governance Human capital investment
Corporate accounts disclosureCorporate pension (401k type) Portfolio investnient diversification

Corporate restructurin

FDl into Japan IT revolution

Regytory reformEntrepreneurship promotion

Cofporate taxation Persongl income taxation

Fingncial system reform Social sedurity
SME policy Education rgform,
ublic investment reform Labor market lipéralization
Information network
Budget consolidation
Administrative reform

FILP reform Compact and
Local gov't autonom Efficient Government

Electronic goveparfient

al . .
” gi‘ogulatlon in Japan
g &2 L3 million
140
Birth rate 130 2 ngher
Until early 1970s || 120 Y
Around 2.2 110
2000 1.36 N
2005 1.26 1(9)8 12207058 Lower case
Medium case .”.'
Same level as 80 mifion
now 0 Medium case
2030 1.24 60
2055 1.26 50 1 1 1 1 1 1 1 1 1 1
Lower case O O O O O O o o o o o
Drop until 2020s S 8 58 8 8 3 3 83 8
2030 1.04 - T T T T s e N
rcd)QBtional Institute of Population and Social Security Research estimate
5. Global Changes/Imbalances
and the Path/Roles of China .....
4
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Global Imbalances

Sum of the Absolute Values of CAB across Cos. / World GDP

= 2-3% (-1997 AFC)
= near 6% (2006-2007)

41

Fig. 1: Global Imbalances

Saving-Investment Imbalances (CABs) of USA, Japan, and China

(ratios to GDP, %) (billion US$)
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Source: Author's compilation from World Bank, World Development Indicators 2008

Fig.2: Global Imbalances

Saving-Investment Imbalances (CABs) of USA, OECD, and Developing Countries
(billion US$)

== High Income OECD Cos.
---- Developing Cos.
Y
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\ \ —4— USA
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Source: Author's compilation from World Bank, World Development Indicators 2008
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Fig.3: Resource Flows to
Developing Cos.
300
250 I’
=== Devloping Cos.
= East Asia and the Pacific
wede  China
Note: 'Aggregate Net Transfers’by the World Bank.
Source: Author's compilation from World Bank, Global Development Finance 2008.
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Is Doomsday Imminent ?

Age Dependency Ratio
(dependents to working—age population, %)

%E i
A

o o =3 o o ) o o =3 o
=3 = ] > =3 = S 2] 5 )
> > > > S ) o ] S o
2 = < 54 S S B <
—&— Higih Income Cos. —#— Japan
Low & Middle Income Cos. East Asia & Pacific LMICs

Determinants of the private saving ratio:

Income (level), rates of return, uncertainty, domestic/foreign borrowing constraints, financial depth,
fiscal policy, pension system, income/wealth distribution, and demographics ...

Note: Assuming that Japan's Total Fertilty declines to 1 by 2035.

Global Imbalances
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The fundamental question we all
have to answer is
whether we have the determination
and the commitment to partner
in development
and move this dialogue forward.

53

Fo
\ China.....
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Thank you.
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