Causes of the Protracted Stagnation
of the Japanese Economy and Their Implications
with Special Reference to the Structural Aspects

Japan rebuilt its economy rapidly after World War II and was able to join
the ranks of advanced economies largely thanks to its successful industrial
policy. From the early 1990s when the economy soured until the present, it
has, however, remained deep in the doldrums. From a medium- and longterm perspective, the protracted Japanese economic stagnation is indicative
of a number of structural weaknesses. The paper sets out to describe these
contributory factors.
First, little effort has been made to improve the Japanese economic
paradigm (government direction of the economy, convoy-style operation of
the financial system, cohesion among interlinked companies and lifetime
employment), which had contributed in its way to the development of the
national economy, but has become unsuited to the rapidly shifting global
economic environment. Second, the low productivity of services and other
domestic demand industries, which make up a large share of the entire
economy, generates a high-cost economic structure and reduces the overall
efficiency of the economy. Third, while the information technology (IT)
industry has positioned itself in world markets as a new growth industry
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amid the headlong dash for global informatization, Japanese companies
have taken a conservative attitude toward investment in the IT sector.
Consequently, Japan lags behind Western advanced countries in the IT
industry and the informatization of other industries. Fourth, while the shift
of manufacturing offshore has been accelerating, inward foreign direct
investment inflows have been only a trickle. This has resulted in the
inadequate development of replacements for the industries that have
relocated production overseas.
In light of these structural factors at the root of the stagnation of the
Japanese economy, it is considered that careful attention should be given
to the points set out below so that the Korean economy, which resembles
the Japanese economy in many aspects, can maintain its dynamism and
sustain its growth.
First, efforts must be constantly strengthened to improve the economic
paradigm, in a way that emphasizes market principles. Although much has
been achieved in the restructuring of every sector of the economy since the
currency crisis, a considerable amount remains to be done. Systems and
practices should without exception continue to be set to rights to make
them market-oriented and in keeping with international standards.
Second, it is essential to promote balanced intersectoral development
through the fostering of knowledge-based services. As in the case of Japan,
the low productivity of the service sector and other non-manufacturing
industries is one of the causes of Korea’s high-cost economic structure.
Accordingly, in order to sustain stable economic growth, Korea should

pursue the balanced development of services and manufacturing by
cultivating knowledge-based services, including communications, finance,
insurance, accounting, legal services and so forth.
Third, it should spare no efforts to foster new technology industries. In
fact, while the IT industry in Korea has seen rapid growth, other new
industrial sectors, including Biotechnology (BT), Nano Technology (NT) and
Environmental Technology (ET) are trailing far behind those in the advanced
countries. Therefore, these spheres need to be carefully fostered through,
for example, the expansion of support for R&D investment in them as nextgeneration strategic sectors.
Lastly, Korea must continue to strive to attract more foreign direct
investment. Currently, there are no major worries about the hollowing-out
of manufacturing; however, we cannot afford to be complacent because it is
very probable that domestic companies will accelerate the relocation of their
production overseas. Thus suitable replacements should be found for the
industries that move offshore. To this end, we should strive to encourage
the expansion of inward foreign direct investment by improving the
investment environment through labor market reforms, the expansion of
social overhead capital and the easing and recasting of all sets of
regulations.

