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The Outlook for Japan under
Abenomics and Abenationalism’

David Asher
Senior Fellow

The Center for a New American Security

I just want to say that it is a great honor and I am privileged
to be back here in Korea, the country I truly love. I think the Korean
economy has been a true miracle in Asia succeeding the Japanese
economy in the 1960s and 1970s. Japan never opened up as much as
Korea has. I think it was emblemized by the free trade agreement
between the US and Korea. Americans are really grateful for Korean
allies and Korean economic partners. Japanese are just playing
catch-up with Koreans in that sense and that is one of the things I
would like to talk about. Getting the Japanese economy right —
whether you think it is going to go well or not — is very important
for Korea.

Today 1 would like to talk specifically about the outlook for
Abenomics which includes the “three arrows”, with monetary policy

being the first arrow, the second arrow being fiscal policy, and the

1) This is a transcript of the speech given by Dr. David Asher at the TGE/KITA Global
Trade Forumy on September 27, 2013. The views expressed here are the speaker’s.



third being deregulation and structural change.

The first point is that Abe has had the first electoral landslide
since Prime Minister Koizumi in September 2005. That set up a very
strong bull market in Japan and the key point was that they
solidified control of both houses of the Diet. The divided the Diet
under the DPJ (Democratic Party of Japan) government has been a huge
problem for Japan. They pointed that it is the main reason for their
economic failures over the past five years. I think it is a little more
complicated than that. I think there is a much more profound,
structural and demographic change going underway. But that is
certainly something that they point to. When Koizumi set up a huge
bull market, it was really dovetailing the global bull market. Abe is
going around and telling people in New York to buy Japanese stocks
which is unusual for a Prime Minister. The market has not
necessarily responded fully although it did initially. I think it is
because the third arrow of Abenomics — the regulatory and structural
arrow — needs sharpening. Japanese say that the third arrow does
not have a purpose beyond a lot of rhetoric at the stage. That is
something that investors should see. The stock market has recovered
from its lows in April with huge buying market volatility. But still,
one cannot really say that it introduces the whole bull phase. It may
here but it really depends on what the Prime Minister does, not just
what he says.

Raising the consumption tax is going to take up to 7 trillion
yen off growth in the next fiscal year. The corporate tax cut will add
back about 1.2 trillion yen, assuming a positive effect. The corporate

tax in Japan is a high 38% and they are going to cut it to 35%. They



are promising to cut it in Fiscal Year 2015 (Fv15) to 30% which
would be the global average. FY15 is a long way off and I am going
to argue that it is too late. If they do that, they are going to be
wasting a huge opportunity. They are promising a huge pork barrel
stimulus that could be 5 trillion yen. But the Japanese have been
riding on stimulus ever since the earthquake. It had huge stimulus
packages. It is as bad as the earthquake was. Rebuilding normally
stimulates economies. What has happened in Japan in the last few
years is remarkably poor growth, considering the amount of public
expenditures. So the multiplier effect has been low. I am skeptical
that the pork barrel stimulus has never had a sustainable X-factor, an
exponential effect in Japan.

The big matrix is a monetary policy that is specifically aiming
to interrupt asset deflation. We have never seen such a fall of asset
prices even in the 1920s, the last time when Japan went through a
massive deflation of asset prices, land prices and stock prices. 70%
off the top of land prices! They are only beginning to start to turn
around. Even though there may be a little property bubble emerging
in Tokyo, the rest of the country remains very poor in terms of asset
prices. Japan needs to follow the German and the Korean example of
reform and opening up its economy, leading with the TPP (Trans-Pacific
Partnership) and deregulation, competitive policy and opening in the
way to the 1997 crisis. The Japanese have had so many reform plans,
but they never really led to an increase in capital productivity. In
economics, there is something called the Harrod-Domar equation.
That is an equation when the ratio of capital to output equals GDP.

Japanese have been putting lots of capital and actually declining



output. In fact, nominal GDP in Japan is over 20% less today than it
was in 1998. That is astonishing. There are very few economies that
have ever done this.

So the problem is the yen and this is a challenge for Korea.
The yen has been the single biggest determinant of reflation and
recovery in capital expenditure and asset prices. In my estimation,
yen remains about 15% overvalued. That is the problem for Korea,
so Korea needs to look at this as a challenge. It stays 15%
overvalued and perhaps it is good for Korea right now. But the
question is how Korea should play it. One way is for Korea to invest
in Japan. Korea should insist on it by taking advantage of its
currency being relatively stronger than it has been over the last 10
years. Korea should insist that the Japanese open up to Korean
investment. I think it is absolutely essential for Japan. Samsung needs
to go back to Japan and become a big player.

The problems Japan has are part of the third arrow, the TPP,
corporate tax reform, introductions of Individual Savings Accounts
(1SAs), gift tax/wealth tax, and transfer allowing old people to give
money to young people. These are positive factors that influence the
Japanese equity market, particularly in the first quarter of next year
when we can predict almost a bull market. But the implementation of
deregulation and trade opening is a long-term process. I am
concerned that the headwinds of fiscal consolidation are going to
overwhelm the science of opening unless the yen sells off
considerably. Yen cannot do that because of their imports of energy
being so high at the current rate. The Japanese have no nuclear

power plants opened right now. Also, it is because it could trigger a



currency war with Korea. This is a very delicate balance.

There is also a risk out there; the Syria crisis in the Middle
East. The problem is that as the muddle spreads, Korea as a major
importer of energy, Japan and the United States are stuck in the
muddle whether we like it or not. Right now, nobody wants to pay
attention to it but it has huge implications on energy and oil prices.
The stability of Saudi Arabia and Kuwait, and some other major
exporters are in some doubt. So Korea has these risks.

North Koreans have continued to be a nagging and irritant
factor. But as North Korea moves toward miniaturizing nuclear
warheads per their declaration and putting them on missiles, I
predict that in the next 24 months we are going to see things go
from bad to worse. It is going to start to be a risk factor for financial
markets. North Korean talk has been cheap as far as the financial
market impact goes. But when they start to actually do something
concrete with nuclear warheads, everyone is going to react. It will
change the risk environment in this country. It will frighten Japan
and potentially put pressure on countries to rebuild their arsenals,
conventional weapons, and then hopefully not pursue nuclear
weapons. | am particularly concerned that if the economic wind
starts to blow negatively in Japan in the next fiscal year and at the
same time if the political geo-strategic wind blows very harshly, Abe
will become a bit more nationalistic. I personally know him as a
friend that he is not anti-Korea but at the same time, the country
will start to be more like it was in the 1920s.

Let us look at what happened when Koizumi won and

triggered a bull market. When the stock market goes from 12,000



Nikkei to over 18,000, it was such a profound move that Japanese
felt that they had confidence back. This is what the Prime Minister

Abe is hoping for.
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But the reality is that even with this huge stimulus and even
with Abenomics, Korea is still outperforming Japan in terms of GDP
growth rate. Of course, the US is outperforming both. What is
happening, unfortunately, is that there is a huge slowdown in China
during the second half of last year, for which I think the statistics are
understated. It is reflected in both the trade numbers in Korea and
Japan. Increasingly, China is becoming a more dominant factor even

in the Korean and the US economic growth.
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Japan’s labor cash earnings growth has been very poor and
right now it is pointing upwards on a seasonally adjusted basis. But
if you only observe nominal numbers, average contractual monthly
earnings are still falling. So the wealth effect is not transmitted fully
inside the Japanese economic complex. Abenomics has created a
boost, but it has created less of a boost than expected. Japan’s
dependence on exports is nominally about 8-10% of its GDP and is
even functionally greater than that of Korea. But if you look in 2008,
the OECD economies suffered the most from the financial crisis and
the declining trade where Japan had a 20% decline in exports
year-on-year. It is because Japan is leveraged to a processing trade
economy, where it is assembling parts in China and Southeast Asia

and the final assembly in Japan before it exports them back to the



US. The effective export weighting of Japanese industries is much
greater. That is why the yen is so important for the determination of

Japanese growth.

Japan labour cash earnings growth
Twelve-month percentage changes
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But the biggest factors of growth are what I would like to call
the 5 Ds. The 5 Ds are deflation, demography, deregulation, debt and
declining hope. Declining hope means that there is a declining
expectation of growth embedded. The Nikkei stock average since
1990 shows that the stock market is still down 63% from the 1989
peak and land prices are down 77%. This is just incredible. This is
what the Haruhiko Kuroda policy is largely designed to stop. Asset
price deflation, much more than consumer price or producer price

deflation, is what has undermined Japanese economic growth. The



Japanese do not want to go back to the bubble of 1990s. But the
reality is that there should have been a nominal stock inflow
adjustment in Japan which has never really occurred.

One of the reasons it has not occurred is because Japan is
aging so remarkably fast. In real terms, even though the Japanese
economy has nominally contracted by 12% over the last 15 years, its
population is now falling faster than any other economy in the world.
25% of Japanese population is over 65 years of age and that is going
to accelerate dramatically in the following years. Based on the
Japanese population driving cars between today and year 2022, the
population between aged 20 and 75 whom we assume to be the
driving population is going to fall by 5.5 million. It is a 6%
contraction which is quite astonishing. The 15- to 64-year-old
population is going to fall faster.

Employment has, overall, fallen by 2.5 million workers since
1998 which includes the incredible number of part-timers. Nearly
over 25% of the total Japanese workers are part-timers today. The
workforce participation rate collapsed from 64% to around 60%. It
has fallen by 8% since 1998. And it is set to fall another 12% by
2025, based on the Japanese official statistics.

How does one grow one’s economy under these circumstances?
The only way you can grow your economy in the midst of this
transition is productivity. The capital productivity of Japan has been
consistently falling. Japan had an incredibly high productivity of capital
in the 1960s, which is one of the highest in the economic history for
advanced industrial economy. So at some level, it is a natural

adjustment. Other economies like Korea have caught up considerably.
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But if Abe wants to grow the economy in a time when labor is in
decline, he is going to have to increase dramatically the capital
output, lower the capital-output ratio making it much more efficient,
and increase the capital productivity. They have a productivity target
of 2%. But the problem is that it is going to be extremely difficult for
them to maintain that in real terms.

Without massive migration of labor and capital from one sector
to others and opening up of the service sector and the SME business
sector, it is difficult to figure out how this could work in terms of
the headline results that Abenomics has been advertising. It is not
impossible, but just unlikely. Operating profits in manufacturing have
fallen by 40% or 50% at least until recently. Japan’s share of world

merchandise exports has fallen from 10% to 4% in the last 20 years.
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It is incredible. Even though Japan is exporting more from
China and other countries, its direct exports have fallen. Labor
productivity has been consistently poor except on a per capita basis.
Except on a per capita basis, it has been doing decently. But that
does not really matter for economic growth. From the GDP level, it is
really the total labor productivity or the total factor productivity that
matters.

Japanese companies have also been accumulating a Mt. Fuji of
cash. It is the ultimate sign that a liquidity trap condition exists. The
other Mt. Fuji is the government debt that we all know about. It is
astonishing to see a country with 260% debt to GDP. Japan’s
Sovereign Fragility Index as calculated by Thomson Reuters is
actually on par with Greece. Even though the Japan’s interest rates
are currently 0.63% to 0.68%, they have fallen so much again
recently for 10-year Japanese Government Bonds (jGBs). The
fundamental backdrop is bad. You can run trajectory scenarios,
especially these inflationary policies where they get out of control
and people lose confidence in JGBs. The fact that the Bank of Japan
is monetizing these massive amounts of national debt shows a
growth prop. So, reversing Japan’s economic decline will not be easy.

This is a simple point. But Abe says that he can do it. I know
that Abe is trying and he is sincerely committed to the recovery of
Japan. He has got his Abenomics with three arrows, very complicated
charts, lots of presentations, and he is going around the world telling
people to buy Japan. The problem is that it really comes down to
substance.

The first arrow, massive monetary reflation, has been the

11



sharpest. The monetary base of Japan is skyrocketing. The yen is
about 989 to the dollar now and the land prices are starting to
recover. But it has not yet shown a full transmission effect. Even
though Japan's Consumer Price Index (CPl) is pointing up, the fresh
food is still pointing down. It is going to take a while for reflation to
have any tangible impact at the current rate of policy. It is not the
fault of the Bank of Japan. I think that the Japanese are trying really
hard but they are inherently engaged in a risky policy, a risky
gambit. I think it is necessary but it is only going to work if a
broader reform occurs.

This point [ raise may be a little bit controversial, but I believe
Japan has been in a liquidity trap at the currency level since 2007.
What happened in 2007 was that during the world financial crisis,
Japanese conservative investors pulled their money back home. They
led huge capital flight to Japan. It pushed up the currency. It pushed
up the output gap which is still very large in Japan. Japan’s currency
was 106 to the dollar before and just several months before the
Lehman bankruptcy it was 115 to 116. Japan probably needs to go
back to 115 to 120 to grow because Japan has not changed much
and the age of capital stock in Japan is about 14 years. Japan is still
running its economy as if it were 2007. Japan has not fully adjusted
despite the fact that it says that there is huge deflation and the
corporations have learned to make money at 80 yen to the dollar.
This is why the corporate profit has gone up so much to the 100 yen
to the dollar.

Corporations are not increasing their capital expenditure. They

have not gotten out of the deflationary mindset, largely because they
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do not want to write off excess capital stock which they built 5-10
years ago. I have been to Japanese factories and have seen the plastic
wrapping on whole production lines. It is because they are waiting
for the day when the yen changes its price. This is the problem for
Korea. Deflating nominal GDP is the key for Japan because it had
growth just because of the deflation, not because of nominal output
growth.

Also, the yen and dollar go together. Like it or not, the
currency is extremely important. If you want reflation in Japan which
Abe wants, you need a weaker yen. That is why the first thing he
said as Prime Minister is “we need a weaker yen.” I am afraid he is
right unless he can make fundamental reform which is better than
letting the yen weaken. But that is a very complicated equation.

So putting the third arrow apart, it is also important to look at
what has happened to the won, the euro and the dollar since 2007.

The won was seriously devalued or adjusted. Korea managed to
grow in the wake of a global financial crisis whereas Japan did not.
But the won has remained highly competitive and the yen is just
starting to close that gap. | am not here to give you a yen-dollar
excuse for Japan's policy. But the logical aspect of ultra monetary
easing is eventually going to be that the yen is going to weaken.

As people who care about Korea’s competitiveness and the
Korea-Japan relationship, we need to consider this point. Because
[ think it is going to happen.

One reason it has not happened yet is because the Japanese
government has become so dependent on energy imports. The

stronger yen is one of the only few things that allow Japan to be
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able to afford the cost of having 52 nuclear reactors shut down. The
electricity production from natural gas has gone up nearly 35%.
Electricity production from nuclear has gone down from 27% to 10%
to now nothing. It has collapsed. One third of its energy output is
typically in nuclear. So it is critical for Japan to be having to import
all this energy. But as Japan restarts its nuclear reactors, I think
whatever policy measures it has taken to try to maintain the yen and
this trade range, the yen is going to be eased and it is going to be
a trade problem between Korea and Japan.

About the second arrow as fiscal stimulus, Abe is counting on
the big pork barrel spending. Government spending has never
triggered an increase in personal consumption that has been
sustainable. The Keynesian policy of Japan over the last 20 years has
been a total failure. Keynesianism has not worked. It has only
boosted public expenditure and private output related to real estate
constructions which are all pork barrel spending. The consumers
have not responded.

The consumers have responded to Abenomics. This is
important on the bright side. Consumption has been the key element
in moving the dial. Consumer confidence and Capital Expenditure
(CAPEX), which is really critical for Japanese endogenous growth, go
together. Consumer confidence also goes with the nominal GDP.
These factors should advance together, but so far, they have not been
doing so.

Consumption has gone up, even though the wages have been
still stagnating. Prime Minister Abe talks about Japan’s mojo, Japan’s

spirit, saying that Japan’s spirit is back. This is true. The Japanese
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consumers are definitely more confident in spending more money.
However, industrial output has not responded and that is why the
Japanese industries are much more cautious about Abenomics.

From a financial market standpoint, for people who invest,
there are some things that could go well in the next 6 months.
Japanese are still sitting on a massive amount of cash. For
households, 50% of their wealth is in cash or cash equivalents.
Inflation, obviously, will put a premium on holding cash. That should
encourage investment and consumption. This is the logic of a
monetary policy. Also, the Japanese have gone crazy over ISAs which
a lot of people have opened up for next year. That means there
should be a huge flow of money into the stock market in January of
the next year. Ironically, before it flows in, people have to sell their
stocks if they want to keep the total amount of equity exposure. You
cannot transfer securities into the ISAs. The gift tax reform is really
popular among the Japanese elderly but it is also very powerful for
the stock market because people can open up to roughly $150,000
and tax-free educational trust funds.

The price-earnings (PE) ratio is distorted by the depreciation
ratio. Depreciation in Japan is ridiculously large. Its percentage of
earnings is 188.7% in Japan and 64.2% in the US. So, if you adjust
the PE ratio for US accounting standards and include the tax
adjustment, Japan’s PE ratio is between 8% and 10% whereas the US
with about 17%.

The Tankan Survey, the Japanese survey of industries, is
pointing to a very substantial CAPEX recovery. Businesses are telling

the government and the Bank of Japan that they are going to invest
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more. But they are not doing that yet. Maybe it will happen but so
far it has not. The biggest determinant of greater CAPEX for the
Japanese industry survey is the yen-dollar. Again, this is the problem.

The TOPIX (Tokyo Stock Price Index) typically points to higher
capital expenditure. If you can look at it over 25 years, it has tracked
really well. This is not the case anymore. The stock market has gone
up, but CAPEX has not. That is very interesting and strange. But it
shows the degree of which Japan is still in a liquidity trap and
remains impaired on frail condition. The yen-dollar is also very
coincidental with CAPEX.

On the bright side, employment is poised to recover based on
income growth. Based on the retail sales data and disposable income
growth, we should see unemployment starting to fall. There are some
positive factors out there. They are not all negative. But one of the
things to watch out for is what happens in China just like for the
Korean economy. The China factor in Japanese industrial production
is huge. Basically, the Japanese industrial output and the Chinese GDP
go together. It is extremely coincidental with Japanese industrial
output growth. China has become a huge investment venue for Japan
much like Korea. If China catches a cold, Japan may catch pneumonia.

The problem is that the Japanese and the Chinese do not really
like each other. The Japanese will say that they like China, and the
Chinese will say that they can’t stand the Japanese. The Chinese are
buying Japanese products but they do not like the Japanese. This is a
strange situation. The nationalism in Japan continuously angers the
Korean people quite legitimately over this ridiculous statement about

comfort women and despicable things that happened during World
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War II. But the Japanese still do not understand. [ have to say Mayor
Hashimoto of Osaka made some ridiculous statements about comfort
women and he was destroyed in the polls. Maybe something is
turning for the better. I am actually relatively optimistic about the
opportunity for Korea and Japan to become closer economically.

But the Chinese are just not opening up to Japan. The problem
is that Japan continues the problems. I respect Japan's sense of
national identity. The military of Japan 1is actually not very
threatening and they have been relatively good in international
affairs. It is their politicians that are much of the threat. So a lot
depends on what happens in China. If China’s real estate bubble ever
blows up, non-performing loans will skyrocket.

Defense spending is rising very rapidly. That sets a very bad
backdrop for this nationalistic relationship between China and Japan,
specifically related to the Diaoyutai-Senkaku Islands. There is a lot
that the Chinese and the Japanese have to fight over. The more
Japanese and the Chinese disagree, the more China will boycott
Japanese products and the more it will punish the Japanese economy.
For Prime Minister Abe, getting China right is really important.

The other factor is, again, the Middle East. We all have to
worry about this more as economists. This is a “muddle”. What is
going on is a fundamental hegemonic failure in the Middle East. The
Sykes-Picot Line that divided up the Middle East historically is all
being split apart. [ think a Shia Crescent is emerging in the Middle
East as Iran starts to ascend as a power. Putting aside the nuclear
power, it is quite threatening.

What has been the biggest determinant of the long cycle’s

17



failing? We have been in the huge long cycle for over 70 years. It has
been war. Let's think about war and hegemonic stress. The indicators
of hegemonic stress are free trade system in decay, global financial
status of the US that has diminished, declining use of the dollar,
bulging fiscal imbalances, and anemic economic growth compared to
norm. These are all factors that lead to the rise and decline of nation
states and nations’ systems. All of this is occurring. Imperial
overstretch that is getting involved in wars that are unaffordable and
that nobody wants to fight is occurring. This is what happened
historically. Before World War [, there was a huge economic
downturn in Europe. The Germans started building dreadnoughts to
expand their military to offset their economic decline, not just out of
imperialist desire, which triggered a conflict. The danger is if the
Japanese economy turns down next year and Japan starts building
equivalent dreadnoughts which are essentially battleships, it will start
to become more militarized. If that triggers a conflict, it could be
very bad.

This conflict could actually occur in the Middle East. The
problem in the Middle East is simple. Gasoline and US consumer
confidence are completely interconnected. Historically, the crude oil
price spikes have been the single biggest factor behind recessions in
the US. 11 out of the last 12 US recessions have been determined by
oil price spikes. If we have a conflict in the Middle East that expands
into Saudi Arabia and other states, we could face an augmentation of
oil prices between 30% and 50%. Everyone forgets about what
happened in 2007. They only think about the financial crisis. What
really happened in 2007, oil prices went up to $147 dollars per

18



barrel. Gasoline prices doubled. That is what sank the US economy
deeper. It was marginal cost imposed by the gasoline price spike. It
was the single biggest factor in my analysis, bigger than the financial
crisis effect. In fact, they helped trigger the financial crisis.

North Korea’s big problem for the ROK is not that it is going
to invade or attack. But North Korea will probably threaten the South
with nuclear weapons and missiles, I guess personally. David Albright
at the Institute for Science and International Security, the best
researcher on the North Korean nuclear program, better than the US
government and the Korean government in my opinion, says that
North Korea is currently developing enough weapons with highly
enriched uranium for 21 to 37 bombs. North Korea does not need
21 to 37 bombs. It might need a few more in its calculations, but it
does not really need any bomb. That was the whole point of our
six-party talks. So why is it developing the bombs? Who is paying for
them? It is one of the big mysteries to an economist. The North
Korean nuclear program is extremely expensive.

I am concerned that Iranians and North Koreans signed a
science and technology agreement on September 1st of last year. Kim
Yong-nam, the President of the Presidium of North Korea's Supreme
People’s Assembly, who still matters from a ceremonial standpoint,
went to Iran for the non-aligned movement. He spent two days in
Iran and had strategic discussions with the Iranian government
accompanied by a large delegation of experts. They signed a science
and technology agreement. The last time North Korea signed a
science and technology agreement was with Syria under Bashar

al-Assad’s regime in July 2002. That was the beginning point of North
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Korea’s nuclear cooperation with the Syrian government. The point is
that these agreements are not random incidents.

[ am very concerned that the Iranians could be in the position
of already paying for at least some of North Korea's stockpile of
highly enriched uranium. That might be the part of Iran’s strategy
when it says it is going to stop developing its own endogenous
nuclear program. They will just buy one from somebody else. If that
happens and if North Korea deploys nuclear warheads based on
enriched uranium and plutonium against Japan and Korea, this war
would start to look much more different and dangerous.

Coming back to Abenomics, the third arrow is much less sharp
than advertised. But the only arrow so far that matters is monetary
policy, the first arrow. The second arrow, fiscal stimulus, has failed to
trigger sustainable domestic demand in the past and it will do it
again. Deregulation, the TPP and other changes in its structural
economy are not going to rescue Japan. In the short term, they are
going to cost Japan but they are very important in the long term.
Japan is going to be hit by consumption tax increase next year in a
quite negative way unless it implements a very large corporate tax
cut. Prime Minister Abe has said that he can do a corporate tax cut
of just 3% next year and may consider 30% the following year. He
needs to do a cut to 30% now, not later. It should happen as soon
as possible. The third arrow unfortunately remains a little too dull
and needs to be sharpened. Investors see that and that is why they
have not been coming back into the Japanese market although we
have seen a comeback to its high point since April. I still would not

call it Japan’s bull market.
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Japan needs to follow Margaret Thatcher and Ronald Reagan.
Japan needs to follow the Iraq example in the 1990s and also when
Dr. SaKong was in the Blue House. The German example of Gerhard
Schroeder may be even better because its economy is very similar to
Japan. That could really change Japan’s labor and capital relationship.
Japan needs to focus on what they call Fukoku (i), which is the
wealth of the country, before Kyohei (i) Fukoku (z%) and
Kyohei (3::=) were the slogan of the Meiji Restoration. It is also the
slogan of the Abe administration. Unfortunately, in the short term,
Abe needs to get to Fukoku (:#) in order to get to Kyohei (5:%)
which is not necessarily supported. In order to get to Fukoku (i),
they are going to have to learn to trade and interact economically

better with countries like Korea.
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Abenomics is now defined as the “three arrows”. But when it
Q started, Abe really started out by simply easing the money
out to counter the strength of the yen. When the Europeans objected
to this currency issue, Abe changed it. His presentation is saying that
it is now not only for the currency adjustment but also for the
stimulus of the economy. So that was his first arrow. The second
arrow and the third arrow were the package presentations. The first
and the second arrows have been off the bow and they have now
been issued. But the third arrow has slightly different definitions
than what the Japanese presented as the reconstruction and
restructuring of the economy. It also contains very important aspects
of tax raise to counter their balance sheet problem with the world’s
highest national debt. The Japanese feel that this is the way to fix it
with a long-term hope. When we talk about Japan’s recovery into the
future, it is really a question of how to strengthen the national
balance sheet, the debt structure, so to speak. Of course, Abe’s
answer to that is raising the VAT (Value Added Tax). The last person
who tried this was Hashimoto. What is your outlook of Abe’s chance
of succeeding? First of all, can he practically implement this?
Secondly, if he succeeds in implementing, what would happen to the

Japanese economy?

I think the consumption tax is going to increase exactly as
A planned. There is a political consensus about this in Japan,
and LDP politicians have come up with a lot of analyses saying that
it was a 1997 banking crisis, not the consumption tax, that

undermined Hashimoto. There are some truths that Japan has a low
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tax rate in overhaul. Consumption is largely driven by luxury goods.
In terms of the growth of consumption ratio, one could argue that it
is not that sensitive to the tax rate. Under the most optimistic
situation, consumption just shows a flat line. It does not keep
increasing. The thing that has been driving economic growth of Japan

in the last 6 months has been consumption.

I agree with your point that the structural reform is critically
Q important for the success of Abenomics. On that connection, I
do not think there is much prospect for the recovery of consumption
to drive recovery and economic growth of Japan because the
household saving in Japan is already very low. Japan has big savings
but most of it comes from corporate savings. As you have shown us,
corporations are sitting on Mt. Fuji’s cash and the reserve. But the
corporate savings have not so far been channeled to investment.
Even though they have been channeled, the Japanese corporate
savings and fixed investment have been higher than those of the US.
Japan has 13% whereas the US marks 10%. Nevertheless, its growth
rate has been much lower which suggests that the incremental
capital-output ratio is still very low. So the key issue is on how to
improve and increase the investment by corporations and as you
said, structural reform is the key. Many people have mentioned the
iron triangle in Japan and the failure to address the entrenched
interest groups, especially the collusion among LDP, bureaucrats,
businesses and various associations. Regarding Abe and the reform of
the LDP, what is your view on the prospect? What is Abe’s plan and

view on his own project?
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A Japan does invest 13% in comparison to the 10% in the US.

They have a very high investment ratio. It is about to get
even higher because the Japanese are going to allow a 100%
depreciation on new factory investments. It always amazes me as an
economist what the Japanese are actually investing in with all this
money. Because in Korea, there is much more output associated with
the capital investment, even though there are rigidities in this
economy, too.

But the things that the Japanese companies are interested in
investing are the export-oriented production facilities other than the
service sector. This is again why it goes back to the yen-dollar,
unfortunately. The Japanese still have not gotten themselves out of
the mindset of being an export-oriented economy. Companies say that
they are not going to increase investment in export-oriented
production facilities unless their yen sells off by another 15-20%. If
that happens, it is going to cause a big problem in Korea. The
Japanese are going to say that “it is not because we deliberately
debased our currency or targeted yen-yasu (weak yen). It is just a
reflection of monetary policy conditions.” But [ see that there is a
writing on the wall for that to occur in the next 12 months. The
Japanese iron triangle does exist and the Japanese are not really fully
committed to sorting the old guard industries dependent on the iron
triangle. Thus, if it does not occur, it is going to be difficult for Abe
to succeed as Prime Minister. That is one of the things that I see as
worry. | do think on the bright side that Prime Minister Abe is
committed to the TPP. Abe also says that he is committed to opening

up the foreign direct investment much more. That is why I really
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encourage Korea to put him to the test.

Let me raise one issue which you did not touch upon,
Q Fukushima. 1 think the biggest reason for Japan’s crisis is
governance. Business leaders and political leaders cannot make real
tough decisions. Again, this was shown in the handling of Fukushima
catastrophe. Many people are concerned and want to know what is
really going on. So far, the Japanese government’s handling of this
catastrophe has been much less than what was needed and also not
so transparent. So, I would like to ask what is going on in Japan.
More seriously, the handling of this situation by the Japanese
government could reduce the Japanese people’s confidence on their
government. That could be a really serious problem because we
know Japan is an advanced society with transparency and a trusted
government. If that is shaken, there is going to be a real problem. I

would like to hear your views on this.

Fukushima is a shocking disaster. But it is a disaster of
A government response as well. This is something that we have
to hope that Prime Minister Abe can have much more crisis response
leadership with a much better team than the previous Prime Minister
certainly did. It was the largest colossal earthquake since 1923. We
have to have some respect for the Japanese people for their amazing
tenacity in responding to this crisis.
But I have no personal sympathy toward the Tokyo Electric
Power Company and its leadership. If I had been a business executive

in Japan following the Japanese principles, someone should have held
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accountable like seppuku (wjz) in figurative terms. I cannot blame
the Japanese for every meltdown that occurred because some of this
was inevitable. They had a huge tsunami. But the following response,
including the fact that the company continues to be in business even
though it is bankrupt, really points to a bad direction for Japan.
The electrical industry in Japan should be privatized. This
should be discussed in the TPP. We should insist as foreigners on
privatization of Japan’s electrical industry. Even the United States are
allowing foreign entities to buy some of its utilities. The whole thing
should be broken up. The executives need to be moved. The problem
is that there is not enough talent in Japan that knows how to run a
power company. So they had to leave all the existing executives
there. So the group of people who are responsible is still in charge.
[ think one way to fix that problem would be to bring in foreign
capital in the electrical power industry. At the very least, Japan
should break things up because that would be a very positive sign

for change. Abe’s third arrow should include this.

If Abe tries to make his country rich, he is going to choose
his military strength. This sounds like the revival of
imperialism shortly before the 1939 Japan-China warfare. Even
though Abe launched his Abenomics, I could not find any sharp
increase of export. What factor do you think operates behind this

situation?

q Exports have not necessarily responded. Profits just have
increased. Japanese companies are getting richer and richer

under the weakened yen. They are not really passing it on to wages.
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They are not passing it on to shareholders. Corporate governance
remains quite poor in Japan. If they really want to stimulate the
economy, they can create a company that starts to pay higher
dividends. That would do more to stimulate the economy, offset the
consumption tax cut, and even encourage the equity investment than
any sort of stimulus package which would be very positive. But I do
not see that being proposed or any evidence of it even being
discussed. Those are the sort of problems they are not willing to deal
with.

Regarding the difference between militarism and the impact of
economic failure on expectations and nationalism, what is really
different is that the Japanese military is not militarist. They are
extremely professional. If anything, we should see a much greater
military relationship between Korea and Japan. That is the single best
way to stop any sort of nationalism from actually occurring in Japan.

It would be smart if that were to require some agreement on Dokdo.

I am going to ask a non-economic question. I have a question
Q on Japanese national leadership and politics and mentality of
the Japanese society. Now 68 years have passed after the war, but
the Japanese are still denying the comfort women and Nanjing
Massacre. In recent years, Japan even claimed that Dokdo Island is its
territory when everything is very loud and clear. Everybody knows
the facts. Even Japan’s own history map and government documents
have declared that it is within Korean national territory. But why
does this kind of problem happen? How is it good for Japan? What

is the benefit of their denials?
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A To me, the agreement is so obvious but that is up to the

Japanese and the Koreans to decide. There could be a peace
process type of agreement that could lead to greater economic and
military cooperation. The fact is very obvious. You control the island
or the rocks. Is the Dokdo Island issue really strategically critical for
Japan? 1 would argue that the dispute over Senkaku or Diaoyutai
Islands is much more critical. This is literally not that important.
What is important is a good relationship between Korea and Japan
militarily and economically. I would certainly encourage the Japanese
to be very open-minded, proactive and positive about resolving that
issue. It will consist of not only apologizing but acting. I would like
to see actions. I want our Korean and Japanese alliances to be united
with the US. That would be the best sign that we are not going to
turn back toward the 1930s. It may require getting through these
islands issues in order to stop any offensive messages on the comfort

women and other issues.

Could you expand a little bit on your point about the right
Q strategy for Korea to invest in Japan? Your presentation is
broadly pessimistic about the Abenomics’ three arrows. In Korea,
there seems to be a sense that compared to China, Japan is a country
of decreasing importance and a country in decline economically and
strategically for Korea. China is a country Korea should pay more
attention to. Please expand on your point about why Korea should be

investing in Japan.
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The answer is profitability because Japan is a great place to
A make money. Especially if you challenge regulated sectors,
there is a really large profit to be made in Japan because Koreans
have the guts, language skills and knowledge to be able to navigate
the Japanese market. It is strictly because I think the sectors where
there can be the most profitability in Japan are the sectors where
Koreans could do really well. I also think that even in the
manufacturing industry, Japan may start to be a little more
competitive again, especially if the yen changes its valuation. I think
there is a really good opportunity for Korean electronics and heavy

industries to invest in Japan.

I have one question on Japan and Korea. There are a lot of
Q problems and situations in Korea that are structurally similar
to Japan. Korea has a slowing growth rate and a declining
demography. Population decline in Korea is even worse than in
Japan. As far as demographics are concerned, Korea will be the oldest
society within the OECD countries in 2050. The decline of birth rate
is breathtaking in Korea. We also have a big problem concerning
corporate reform. So far, economic democratization seems to
disappear from the political scene and there is no real attempt at
restructuring the chaebols. So what could Korea learn from the things

going wrong in Japan in order to do better?
A There is something about the Korean society that still leads

me to believe it is more optimistic. This is partly because of

the incredible international dynamism in Korean industries including

32



medium-sized companies, not just large companies. Korea does face
similar problems to those of Japan but Korea has advocated and
successfully negotiated a free trade agreement with the US. I feel like
the opportunities for opening up this economy are recognized. There
is a need for greater action, undoubtedly.

[ think Korea has put a lot of eggs in the Chinese basket for the
future. As far as the future is concerned, Koreans have done a much
better job than Japanese have. That is a very good point but I do not
have a good answer except that I agree with you. I think it is
something that everyone should think about. Korea also has a very
important relationship with the Japanese economy, like it or not.
Japan’s failure will also be Korea’s. I think maybe we need to think
about how to develop the economically strategic agenda and trajectory
because Korea may be in the same boat as Japan but seeing different
dreams. Of course, Dr. SaKong has tried and for that I am really
grateful. Talking to the Japanese leaders as a Korean leader is very

important. And I think the US should be involved.
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Hoping for a Repeat: The Koizumi-Abe Bull Market 1,000
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Sept 12, 2005 The Koizumi Lower House Landslide Victory
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Japan's Lagging Growth Continues
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Japan labour cash earnings growth
Twelve-month percentage changes
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After the Pax Americana

(Korea-China-Japan Political and Economic
Relations: Whither to?)

David Pilling
Asia Editor

The Financial Times

Regarding the changing face of diplomatic and economic
relations in this region, I think the starting point is that the post-War
order is changing significantly. The Pax Americana, as it has existed
for more or less 70 years, is unsustainable in its present form. We all
know the reasons for that and the principal one is the rise of China.
Of course, the United States has its own local difficulties.

[ am going to look at four countries — the US, China, Japan and
Korea — and I will end by making a few tentative conclusions. I will
end the talk with a question, which I will not answer. At least, I hope
by analyzing the present, I might be able to offer some insights into
the future. But unfortunately, a crystal ball is not something I

possess.

1) This is a transcript of the speech by Mr. David Pilling at the ‘IGE/KITA Global
Trade Forumy on November 15, 2013. The views expressed here are the speaker’s.
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The United States

Before I look at the four countries in turn, I want to look at

two very recent events, which I think depict a very different, almost
contradictory picture of this region.

The first event is the US government shutdown. The US opened
itself, one could say, to a degree of ridicule in the world. Here is the
world’s most powerful country and it can’t operate a panda camera
in one of its zoos. It has to send home civil servants. This was a very
open manifestation of what we come to see as, rightly or wrongly,
American weakness. Not only was there a shutdown, but there was
also a credible suggestion that the US might default on its debt.
There is an extraordinary division at the heart of the US government.
At the heart of the division, 1 would say, there are two things. In the
long run, [ think there is tremendous angst in the US about the
decline or, in the very least, stagnation of the middle class.
Remember that median wages in the US have not moved in 40 years.
All the economic gains that have happened in the US have gone to
the top 1%. The top 1% does not mind so much about the fact that
the way they run things still creates a lot of division in the US.

The second is more recent: the 2008 economic crisis and how
to deal with it. This has driven the US. There have been arguments
on whether or not the Keynesian policies are necessary
countercyclical spending, on the whole tax regime and indeed on the
role of the government itself. The big symbolism of this argument
has been the rise of the Tea Party and in a sense it has been
hijacking the Republican Party.

What was the result of the US shutdown as far as this region
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is concerned? The result was that Obama could not afford a ticket to
come to Asia to attend the Bali (APEC) Summit. Of course, he could
have afforded a ticket. But symbolically, it was not considered the
right thing to do. One should be very careful of exaggerating this, but
the US shutdown is a kind of symbol of possible fading of the US
influence in this region, coming, ironically, at a time when the US is
talking about the pivot and coming back to the region. Again, we
need to be careful because it has never left.

Just before I leave the US shutdown scenario, Syria, I think,
was an even bigger example of the US uncertainty of its role in the
world. A red line was drawn and then Obama embarrassingly had to
retreat from that red line and be saved in a sense by Russia, who is
not considered to be a great friend of the US.

Another incident, which is entirely contradictory to the event
that I just talked about, is the typhoon Haiyan tragedy that is
unfolding in the Philippines. What have we seen in the Philippines?
Did we see China filling the gap left by America and Chinese soft
power? No, we did not. China donated only US$100,000 to the relief
effort. Korea donated 50 times that amount. The US is just about to
arrive with all the force that is good in this case. The US goodwill in
that sense is alive and well. Even Japan, which invaded the
Philippines in the 1940s, has now sent 100,000 Self-Defense Force
(SDF) members and US$10 million. This is a picture rather
contradictory to the one that [ presented before.

So what is the true picture? lan Bremmer, the head of the
Eurasia Group, said that we are living in what he calls a “G-zero

world”. We had the G7, then we had a kind of uni-polar moment
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after the collapse of the Soviet system, and we moved briefly to the
G20 after the financial crisis which is now fading as a body that
cannot agree on much. So Bremmer says that we are in a “G-zero
world”. Nobody is really in complete control. Certainly, the US does
not have the appetite it once did to be the policeman of the world.
Of course, that can change. That is all we have. We are moving from
something we kind of understood, that we may not have liked — a
world policed by the US — to something else. And we don’t quite

know what that something else is.

China

Let me start with China. One big and very important fact about
China is that the further you are from China, the stronger it looks. If
you are in the US and ask the people about the Chinese economy,
the majority of Americans will say that the Chinese economy is
bigger than that of the US. This is not true. But the perception is that
China has already overtaken the US. The closer you get to China, the
more fragile and difficult things look. That is not at all to
underestimate the last incredible 30 years. But it's true. You don’t
have to take my word for it. Wen Jiabao talked incessantly about the
unbalanced, uncoordinated China and the difficulties of its economy.

What has happened to the Chinese economy in the last 10
years? Remember what Hu Jintao and Wen Jiabao set out for their 10
years in office was harmony to rebalance the economy. Now some
people have said they failed completely. 1 think that is going too far.
There was some rebalancing. There has been a shift of growth from

the eastern coastal regions to the west and from the regions that are
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growing fastest to regions like Yunnan and Guizhou as well as other
regions that had previously been left out. There have also been some
improvements in terms of the life of farmers, those left behind.
Infrastructure has improved in the countryside. In a sense, the living
standards have risen to a certain extent. There has been a bit of
rebalancing. But on the whole, you could say that, if anything, the
rebalancing that Hu Jintao and Wen Jiabao sought has gone the other
way.

One of the main reasons for that is the 2008 financial crisis
and China’s response to it, which was to double up on their bat. The
bat is China is still an economy that is investment-led. It's true that
it was investment-led and export-led. Exports are now less important.
Another active rebalancing, if you will, has been allowing the
renminbi to slowly appreciate. Nonetheless, investment is still,
according to the official account, just under 50% of GDP. That has
never really been seen in the great Northeast Asian success stories,
i.e. Korea, Japan and Taiwan. They had investment-led models as
well, but investment never really reached much above 30% of GDP.
50% is really something that we haven't seen before. That can’t be
healthy. Much of that investment must be inefficient and it must be
building up non-performing loans (NPLs) in the financial sector.

We are reaching a stage where China has to put more and
more input, whether it be capital or energy, in order to get out less
and less. The economy has been slowing. I think it should be slowing.
We have seen the economy slow from an overheated 13% just a few
years ago and now suddenly the Chinese government is talking about

7%. That's a dramatic slowing. Yet, they are still in this investment
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fire with more and more coal. Clearly, something needs an altering
here.

When Xi Jinping came to power about a year ago, there were
all sorts of talks that he might be a reformer, a political reformer
and an economic reformer. I think he put fade very quickly to the
idea that he is a political reformer. There is going to be no Glasnost,
no Perestroika in China. Xi Jinping’s first year has been about
consolidating his power. He is in charge of three big offices. He has
made a big deal about showing that he is in charge of the armed
forces and he is also pushing an anti-corruption drive, which has
scared the hell out of a lot of the cadres. Now some people thought
what he was doing was signaling left — left in Chinese political terms
— towards a kind of nostalgia for the Maoist past in order to turn
right and in order to provide cover for the economic reforms. If that
is true and if Xi Jinping is a closet economic reformer, then he is still,
I would argue, very deeply in the closet hiding behind the fur coats.

There is no indication yet that China is serious about opening
its system to the market. The communiqué from the Third Plenum
that we had earlier this week did talk about a decisive shift towards
the markets but there was no detail. And there was also a lot of
counter language about the preeminent role of the state-owned
enterprises (SOEs). Some people had expected detailed plans on
farmers’ rights to sell their own land, on beginning to dismantle the
Hukou system which is a way of controlling where people live, which
would be seen as a way of providing new impetus to growth by
allowing a new kind of wave of urbanization. But that is not

happening, or not in any big way. Also, there are no reforms of the
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financial system and liberalization of interest rates, so that banks can
start lending to small companies that could provide an innovative
future that China will need as its stability to add labor begins to run
out of steam. But again, there is no real indication of that coming out
of the Third Plenum. SOEs have been the vehicle because this
investment-led growth has been managed by pouring credit into the
SOEs. There is no strong indication that those SOEs are going to be
brought to heal, much less privatized or even open to more private
competition. That is the domestic Chinese picture.

What about the international picture? China has moved from
smile diplomacy to something that looks a bit more like a frown
diplomacy. For the last 20-30 years, China has managed its rise in
the region extremely well in many ways. It has not in fact even
talked about its rise. Deng Xiaoping talked about hiding China’s light
under a bushel, keeping quiet. China had done that rather
successfully until a few years ago when that smile turned to
something of a frown. Who is to blame, of course, will depend on
whether you are in Beijing Manila, Vietnam, Tokyo, or wherever.
People will blame each other. The truth is that China is now in
argument with many countries around the region, with Vietnam, the
Philippines, Japan and especially in the East China Sea over the
Senkaku/Diaoyutai. That was one of the reasons why China was not
able to help the Philippines because the help was presumably not
that welcome. China lacks soft power. It lacks friendly relations with
the Philippines. If you look around the borders for friends from
China’s points of view, China doesn’t have many friends. The world

doesn’t look like a particularly friendly place from Beijing. Its friends
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are North Korea, Pakistan, Laos and Cambodia, which have more or
less, I would argue, been bought. This is not a great collection of
allies.

China’s non-interventionist policy is also, 1 would argue,
beginning to come under strain. At least, there are question marks on
how long that is sustainable. Because of its economic needs, Chinese
demand for more resources like oil, coal and iron will continue to
grow despite the slowdown of the Chinese economy. We saw this
happen in Libya. When suddenly the Libyan regime collapsed, we
found 30,000 Chinese working in Libya. When Sudan split, oil wound
up in one part and the pipelines and refineries in another. This
presents China with a complex diplomatic conundrum. Merely
non-intervention is a trickier policy. Of course, North Korea is much
closer to home. China has been seen closer to being a defender and
bankroller of North Korea than lips and teeth. Yet, North Korea’s
behavior increasingly annoyed China and China has to try to put
some pressure on Pyongyang through financial sanctions and through
supporting sanctions in the UN more than it had before.

Finally, it seems unlikely that it is facing some great crisis — I
personally don’t expect a great crisis that some people are talking
about. Even if there were a great crisis, remember America had a
civil war on its way to becoming the world’s biggest economy and
you know big economies with momentum can take a few knocks
along the way barring something completely unforeseen. By around
2020 China will be the world’s biggest economy. But it will not have
the world’s highest GDP per capita, nothing like it. China today has a
GDP per capita roughly similar to that of countries like Albania,
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Algeria, and El Salvador. We have a relatively poor country with very
rich pockets. But in aggregate, because of the size of China, we are
going to have a huge country with historical grievances, with a
“China Dream”. We really don’t know, at least I really don’t know,

what that might mean.

Japan

The big development in Japan recently was obviously the
election of Shinzo Abe last December for the second time. Shinzo Abe
mark II is certainly very different from Shinzo Abe mark . What
brought about Abe’s very unlikely return when he left power in
20077 It really did not look as though he was coming back. But here
he is. Why? One of the reasons is definitely the dispute with China
over Diaoyutai/Senkaku. That means a nationalist like Abe suddenly
became electable. Before, Abe was more or less picked by Koizumi.
People had no real say over it. The Liberal Democratic Party of Japan
(LbP) had a say, not really the people. But Abe’s nationalism was
more or less a liability in Japan. That liability has now shifted, I
think, largely because of the dispute with China and because of their
friction with Korea as well, onto the kind of asset side.

And then Japan had 20 years of relative economic stagnation
while I don’t think its economy has been quite as dreadful as its
image in the last 20 years. Certainly, things have not been going
brilliantly. Because the nominal GDP has been stuck, debt has risen
to dangerous proportions. On top of that, there was 2008 financial
crisis which killed Japan’s export markets and there was the

enormous jolt by the 2011 tsunami whose biggest economic impact,
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I think, was to close down Japan’s nuclear generation capacity. Now
Japan is left with trade deficits instead of the trade surpluses it was
used to. It has led companies and big manufacturers to worry about
where they are going to get such cheap and stable energy supplies
from. This is a huge jolt.

Abe came from those political grounds of the Yamaguchi
province, which played a vital role in the Meiji Restoration whose
motto was “we need to internationalize in order to be able to defend
ourselves. We need a strong, modern economy, so that we are not
colonized.” 1 think this is the Fukoku Kyohei (i[5 %) which actually
comes from a Chinese phrase of the warring states period. It means
“strong economy, strong army”. I think that is Abe’s motivating factor.
He thinks: “unless Japans’ economy can be made strong again, unless
growth can be restored, and unless the debt problem can be solved,
Japan will be weak and it won’t be able to defend itself. It is a
hostile region. China didn’t fall apart despite the Japanese hope of it
for years. Here it is China that overtook Japan in 2010 and may
overtake the US in 2020. So, we’d better do something about this.” I
think that is what Abenomics is.

The key point of Abenomics in my opinion is that Japan has
decided about 10 years too late that it can do something about
deflation. Deflation has been, as a colleague of mine said, a sorcerer’s
apprentice of debt and a machine for making a bad situation worse.
Debts have risen as a percentage of flat nominal GDP which has not
really moved since 1990. In that same period, Germany’s GDP in
nominal terms has doubled and the US and the UK up by 2.5 times.

Japan in nominal terms, not in real terms, has been flat. Abenomics
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is a bold, perhaps reckless, attempt to overcome deflation by doing
what everybody else has been doing, but doing it bigger, by printing
money until inflation returns. After all, the central banks know how
to deal with inflation but not with deflation. So, the presumption is
once inflation is created, it would be possible to stop it from taking
off and going crazy.

But, of course, we don’t know. It is, as I said, a gamble. If
long-term interest rates in Japan suddenly rise, then Japan’s debt,
which has been extremely cheap to service, could become very
expensive to service. 25% of Japan’s budget already goes to debt
servicing. If that becomes 50%, then having inflation could be a
curse. Of course, to counter that, growth and tax revenue will go up,
and then you move into a virtuous circle. But that's a big question
mark. So this is a gamble that could work. Even if it works, even if
it does within a few years’ time, we will say Abenomics was a
gamble that worked, Japan now has stabled to 3% inflation, 4%
nominal growth and its economy looks to be in much better shape
and its exporters are doing well. This is a kind of perfect scenario
for Japan.

Even then, there is still a huge problem. It still has to deal with
this massive debt and the demographic problem. 25% of the Japanese
are already over 65 years of age. Given that there is a very strict
immigration policy, there are big unanswered questions, I think,
about how Japan deals with that.

Let’s turn to Japan’s diplomatic front. I have already talked a
little bit about the Senkaku/Diaoyutai dispute. I will certainly not go

into the rights and wrongs of that. In fact, I would rather take a
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cynical view that the territorial disputes tend to be like children
fighting in the playground. Who saw the ball first? Who saw the
Senkaku, who saw the Diaoyutai first? I see it as a strategic and
diplomatic one.

There obviously have been big arguments over history in the
election of Abe who is quite clearly the most nationalist politician
that Japan has had, at least since Nakasone. That has stirred up the
old questions with both China and Korea.

Just a word about nationalism, I tend to think the Japanese
nationalism is not quite as dangerous as some people in the region
think. I think it needs to be put slightly in context. First of all, Japan
has increased the military budget because Abe has increased it. That
is very, I would argue, symbolic. It is not particularly meaningful in
monetary terms. One has to remember Japan's standing on the
military budget has been confined to 1% of GDP. For an awful long
time, that has not moved. In fact, for the last 10 years more or less,
the military budget has gone down and down. So this is a tick-up
from a very low base. That would be my first point.

The second would be that if you view from afar, Japan can
look like a very revisionist, rightwing place whose leaders are
desperate to go to Yasukuni and its textbooks miss out hugely
important parts of history like the Nanjing Massacre, for example. But
sometimes a view from afar is rather crude and it is through the
prism of the LDP which, I think, has always been several steps of the
right of the public at large. I think we ought to acknowledge that a
lot of the Japanese public is very attached to the Constitution with its

Pacifist Clause 9 written by Americans, but nonetheless embraced by
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a large amount of Japanese public. I don’t see the Constitution being
overturned even if Abe could put it through the Diet, unless there is
a terrible sharpening of relations in the region. I don’t see Japan
jettisoning Article 9. I think we should also remember that when
Toru Hashimoto, who was for a while a rising star in the Japanese
politics, denied the sex slaves case. He denied there was a forced sex
slave case. What happened to Hashimoto? He was not projected into
the public sphere, his political career was wrecked, and he is now
nobody. I would not entirely underestimate the Japanese civil society
and some elements of what you might call Japan’s social democracy,
the social democrats used to be called the socialists. I think they do
act as a kind of check on the Japanese right.

Nonetheless, the region is pretty dogged by history. A recent
Pew poll on attitudes in this region showed that 13% of Koreans had
a favorable view of Japan and 6% of Chinese did. However, again
that can sometimes be overdone. I have written myself that Japan is
hated by all its neighbors and that Japan has never been able to
overcome the legacy of the war. That is not entirely true if you look
at the Philippines, Indonesia, India and now Myanmar. You could
argue that Japan’s relations with those countries have never been
better. The same Pew poll shows that 79-80% of Filipinos and
Indonesians had a favorable view of Japan. One of my surprising
moments in the 18 months or so was when | was interviewing the
Philippine foreign minister just before Abe was elected. It suddenly
occurred to me to ask, “Mr. Foreign Minister, if Japan changed its
constitution and if Japan rearmed, what would you think?” He said, “I

would welcome that. I would be delighted. We need a balance to
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China.” 1 said, “Is that on the record?” And he said, “Absolutely.” I
was taken aback by that. Maybe I shouldn’t have been. But I think it
shows the picture is more complex than it is sometimes projected.
Let me move briefly on the US. I talked about some of the
internal angst. Obviously, the factor that plays very strongly in the US
is the experience of the wars in Iraq and Afghanistan and in a way
its failure to influence the events in the way it thought it could. You
could argue that Al-Qaeda is no longer a threat, at least to the US.
But, certainly, the nation-building efforts that the US thought it could
achieve in that region have failed. And there was the 2008 financial
crisis. I think that has been a huge jolt internally to the US and
questioning about the whole regulatory framework and to some
extent even about the nature of Anglo-Saxon capitalist model. If the
US is not asking those questions, as much as some might expect, the
rest of the world certainly is. I think the US image in China is not
what it was and it is perhaps irrecoverable pre-2008 and post-2008.
And yet, we must not underestimate the US. Its economy has
bounced back faster than Europe, faster maybe than we might have
thought. Japan had a huge asset bubble collapse and it is still in the
doldrums 20 years later. Five years after the crisis, the US economy
is reasonably well and unemployment is coming down. We are not
there yet, but one could expect things are going quite well for the
Democrats. If I were a betting person, I would bet on a Democratic
victory, perhaps Hillary Clinton next time around. The US did take,
despite all these arguments and demotions, drastic monetary policy
measures, learning from Japan. It did bet the farm on quantitative

easing. Of course, Bernanke has been massively criticized for that. I
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would argue, and many people would argue, that has kept the US
economy afloat and provided room for it to come back It has
expanded fiscally even though there has been a huge argument for
that. Compared to the UK, there has been counter-cyclical spending
and it has not gone down to the austerity route.

Of course, the US remains lucky. Suddenly, it found shale gas.
At least, it is one of the reasons why the US is becoming less
interested in the Middle East, Egypt, Syria, and even Saudi Arabia. It
is now pulling away from the US. You may well see the US influence
and its desire to be influential in the Middle East receding somewhat.

It is a phenomenally innovative country. Twitter might not yet
be profitable. But the whole social media revolution, obviously the
whole internet revolution before that, has come out of the US. It has
not come out of the manufacturing Germany, it has not come out of
the once rampant Japan, and it has not come out of Korea. The
world’s big innovations are still coming out of the US.

The US military spending is basically as much as the rest of the
world combined. The US still has the ability to project more power
than any other country. We are moving to new kinds of ways of waging
defense and waging war and cyber obviously is going to be the future,
at least, for the foreseeable future. I think the revelations of Snowden,
even though we only saw perhaps a tiny glimpse of the iceberg, that
really does show how far the US is ahead and how seriously it has

taken this game. So I don’t think we can write the US off.
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US-China Relations
On the US-China relations, the future of the US-China relations

is very uncertain and in a sense it will determine an awful lot of
other issues. Unless we know the answer to how these relations look,
we can’t know much about the rest of the region. In some ways, you
could argue that the relationship has been handled very maturely.
China has been brought into the WTO, the global trading system. It
has been allowed access to markets that has facilitated, along with
the Pax Americana and the public goods, China with a stable
background that has enabled its economic rise. In a sense, Bob
Zoellick’s notion of China as responsible stakeholder has become half
true, certainly not wholly true. There is an enormous effort on high
level dialogue between these two countries. Half the US cabinet
comes to Beijing every year. This is a dialogue on a level that we
haven‘t seen before between the US and NATO, between the US and
Europe, and between the US and the UK. We were prematurely
talking at some point about a G-2 world. There has been a lack of
trade friction. What friction there has been has been managed, more
often than not, within the framework of the WTO. Even crises like
the bombing of the Chinese embassy in former Yugoslavia, Chen
Guangcheng and his scrambling out of the country last year, and the
Snowden incident, which could have become a big diplomatic
incident, have been overcome. Instead, China shuffled Snowden off to
Russia.

Still, there is an enormous lack of trust between these
countries. They still have what is known as diplomatically very

different values. The US is very suspicious of China in terms of cyber
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security, particularly industrial espionage. As we have seen, the US is
hardly guiltless itself. Nonetheless, that has created a lot of bad blood
in Washington. The US claims China’s military spending lacks
transparency. 1 have never really bought that claim. All military
spending is to some extent non-transparent. What's the point of
telling everybody what you have? And to some extent, China’s
spending is natural. It's a growing power. One would expect it to
spend on the military. But still there is a lot of suspicion. There have
been attempts but there has been a lack of military to military
contacts. Those can be suspended very quickly when, for example,
the US supplies arms to Taiwan.

Of course, there is the US pivot, which looks to China very
much like the US attempts of containment. But even the pivot is
uncertain. As soon as we lost the pivot, US State Secretary Kerry
came in and he rebranded it as rebalancing and he has also spent all
his time in the Middle East and very little time in this part of the
world. So how serious is the US pivot? How seriously should other
countries — Malaysia, Indonesia, Japan and the Philippines — take the
US commitment to this region in the sense of balancing out China?
We really don't know the answer to these questions. The US has a
view of this region that disputes should be settled in a multilateral
fashion. And China’s view is that disputes should be settled
bilaterally.

Korea

The Korean economy is a little bit like the Chinese economy, in

that the world has finally realized how strong the Korean economy
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is. But the truth is that if you look at the Korean economy from
within, it looks slightly weaker than it does from afar. Of course, this
has been the Miracle on the Han and in a sense it has been the most
remarkable on the Northeast Asian economic trajectories, even more
than Japan’s, which began in the Meiji era. Korea’'s began after World
War II and in 30 years it became a wealthy country. Everyone now
knows about Samsung and Hyundai. Less known Korean companies
compete extremely well in emerging markets, for example in India
and Indonesia, where they often beat rivals, for example Japan. Korea
is now catching up with Japan in terms of GDP on a purchasing
power parity (PPP) basis and even in terms of absolute dollar basis
(US$32,000 per capita) it is coming up on Japan (US$45,000). Korea is
the 12th biggest economy in the world.

But Korea is heavily relying on exports. About 50% of its GDP
is dependent on export and the world does not look like a
particularly friendly place for export at the moment. I think, more
importantly, there is kind of domestic discontent. Whenever [ am in
Korea, I am surprised at the almost disconnect between shiny,
striving Korea hosting a G20 summit meeting, becoming wealthy and
exporting all over the world, and some angst in Korea over unequal
distribution of wealth and over an undeveloped social welfare system.
The suicide rate of Korea is even higher than that of Japan.
Demography is worse than Japan although a little bit behind it. Still,
the birth rate is even lower than that of Japan. Some of the questions
facing Japan will be faced by Korea in the next years, although,
thankfully, Korea doesn’t have the terrible debt situation that Japan
has. I thought that it is interesting that Park Geun-hye was elected
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on a social democratic platform. She has moved to the left in order
to make herself electable.

Just one extremely quick reference to Korea’s diplomatic state,
relations with the US are extremely tight. There was even a
suggestion during the DP] government of Japan under Hatoyama, etc,
that the US relations with Korea were better than the US relations
with Japan because of the KORUS FTA, which is considered
pioneering, and Park’s first visit was to Washington. The US
celebrated a victory of both Abe and Park because they saw it as a
move to more conservative leaders. But, to America’s discomfort,
those two countries are not exactly getting along. Last year when
they failed to sign what the Americans thought a fairly simple
intelligence sharing agreement, I think that was a big shock in
Washington that Korea pulled away from that. Even a swap
arrangement which is again sort of the symbolic arrangement has not
been renewed. These two countries which are the strongest US allies
in Northeast Asia are barely on speaking terms.

There is this intriguing tilt towards China that Park Geun-hye
has begun to hint at. The second place she visited is Beijing. She
speaks Chinese. She is an admirer of Chinese culture. The two
countries have moved a little closer on North Korea although Park is
stuck to the idea that there will be no talks for talk’s sake. One must
not get too hung up on one leader. But, nonetheless, it is intriguing
because if Korea is a swing state, at the moment it is swinging

towards China.
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Conclusion

History remains to be, as I once said in the Financial Times, a
rotting corpse at the end of this region’s diplomatic garden. If you
look at the leaders of the countries today, they are the sons and
daughters of previous leaders. Xi Jinping is the son of Xi Zhongxun
who was very close to Mao. Park Geun-hye is the daughter of Park
Chung-hee. Abe is the grandson of Nobusuke Kishi who was at one
stage arrested by the Americans as a possible A-class war criminal,
then released, rehabilitated, made a prime minister, and then signed
a very close US-Japan pact in 1960. Kim Jong-un again is the son of
Kim Jong-il. Nonetheless, it is almost as though history is repeating
itself. The sons, daughters and the grandsons are here in a sense
fighting the same old battle.

Europe was caught in history once and it had a very hard time
un-trapping itself. What Europe has had is architecture since the
Second World War. Last year the EU was awarded the Nobel Peace
prize and some people thought this was a joke but they said at least
it wasn’t awarded the Nobel Prize for economics. But, in fact, I think
that the award of the Prize to the EU is symbolically quite
interesting. The EU has been instrumental. It is an economic project.
It really is a political project dressed up as an economic one. That
has kept Europe- a continent that was the bloodiest, most brutal,
and divided in the world — more or less in harmony. Of course, there
are tensions. The economic rationale of the EU is under tremendous
strain. But as a political project, it has been a success. Asia has
nothing to compare with that. It has APEC, ASEAN, and ASEAN plus.

The best you can say is the East Asian Summit which at least brings
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all the players together in an overtly security-oriented dialogue. But
there is really no architecture in which to resolve any of the disputes
that I have talked about.

Finally, I will leave with you a happy thought. There is
something called the “Thucydides trap” which relates to Greece and
Sparta. The Thucydides trap was that Greece was the preeminent
power confident in its preeminence and then came along Sparta.
Sparta challenged Greece and the two ended up going to war and in
a sense mutually destroying each other. A Harvard professor has
counted 15 incidents where a country has come to challenge the
global order since 1500. In his reckoning, in 11 out of those 15
cases, the result has been war. Now [ definitely don’t want to
overdramatize. It is my profound hope and belief that it will not
come to this but the rise of China and the ability of the rest of the
world to adapt to the rise of a big power, another power that
suggested something we haven’t seen before, is really the enormous
challenge of the next 20, 30, 40 years as far as I can look ahead.

Again, without wishing to be melodramatic, it took Europe two
big wars to resolve the difficulties. Asia, you could argue, had one big
war and it is certainly my profound hope that you can certainly stop
with the one big war to resolve the difficulties. In order to do that
you need some serious initiatives, some serious architecture building

and, as Deng Xiaoping would say, some wise heads.
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You made, amongst others, two interesting observations from

my perspective. One, when you mentioned that China has
been investing almost 50% of its GDP year after year and that you
observed this to be on the high side, which basically means that
there is overcapacity and there is excessive infrastructure, perhaps.
You also mentioned that the world is not exactly a friendly place for
exports these days. I just want to link the two and hear your
perspective. Now, overcapacity and excessive infrastructure would
mean that there is excessive production and not enough demand. If
you cannot export, you have to increase domestic consumption,
which China has been trying to do without much success. So where
does it add up if domestic consumption is not going to increase and
exports are not going to rise? Where does it lead to?

And a related clarification on the thought of yours is that [ was
reading that Chinese banks are now perhaps saddled with NPLs. You
recall that the massive intrusion of the funds of Chinese banks to
clean up the balance sheets a few years ago. Do we see a return to

the old situation or is it not as bad as it seems?

On the Chinese rebalancing, how does it add up? [ suppose it
A doesn't add up and that's the problem. After many trips to
China, I have returned with one very profound conclusion that China
is a very big country. China’s size is crucial to understand all sorts of
things. One is, you mentioned, exports. Japan, a country of 120
million people, managed to export its way to wealth and get to
roughly 90% of the US GDP per capita in the late 1980s before it has

gone back to 80%. Remember in the 1980s congressmen smashing
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Japanese cars, Japanese walkmans and what have you. In a sense,
China has been rumbled. It has been found out at 20% of the US
GDP. So the export route to China is blocked. China cannot export its
way to wealth. It has to find another motor and that is investment.
[ think that motor is sputtering, so it must find a motor from
demand. That is also very difficult for a number of reasons, which
partly answers the SOE question.

One is there is an awful lot of vested interest around
production states. Japan, to an extent, is a production state. The
whole economy is geared to big manufacturers and to big exporters
who have been privileged in the system and in all sorts of ways. One
obvious way is the banking system which suppresses interest rates
for savers, so that money can be funneled around to favorite
enterprises and banks get a spread and therefore profitable. The
system works but is very difficult to unpick. That is one huge
obstacle.

Another, which is often talked about, I think correctly, is the
lack of a social safety net. The fact that social services are so sketchy
means that people save for catastrophic events. They save for their
retirement and illness. They save in order to put their children
through university. Education in China, like Korea, is becoming an
ever more expensive process. As more people have access, you need
to spend more and more to distinguish your child from all the
others. Because of the one-child policy, you now need to buy your
child an apartment, so that he can get married. China is becoming a
very expensive place to prosper in. All of that is pushing people to

save up.
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Properties are not counted as private consumption. I would just
put one caveat to that. If you look at the official figures, it looks as
though China was going completely the wrong way. But if you go to
China, it isn't as it seemed. There is a lot of spending and the
younger people are not saving as much as their parents. And there is
a sense that there is more of an appetite to take on credit. Things
are changing and I think the figures may overstate the investment
versus private consumption. I wouldn’t overdo this, but there are
some accounting problems, for example imputed rent which in the US
is counted as private consumption. This is how much you spend
living in your own house, so you bought your house. There is an
accounting tool in the GDP how much it will cost if you rent. But
there is no such thing in China, so that would tend to falsely lower
the actual levels of consumption. There are also disputes about what
should be counted as consumption and parts of the government. So
what is private spending and public spending? There may be some
supposedly public spending. Say a man buys a car really for himself.
It is actually counted as SOE investment and there may be some
other accounting. So, I wouldn’t’ overdo it but the situation may not

be quite as extreme as it appears.

About the SOEs in China, there are many critiques and
Q recommendations about the reform of SOEs. Last year the
World Bank recommended so strongly that without the reform of
SOEs, China might fall into the middle income trap like other
countries. Even this time under the Third Plenum we find that

resistance against the reform on the SOEs side. What is your
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anticipation and forecast?

Second, on the TPP, China has a different position, especially
against the US and Japanese movement to TPP. China, along with
other Asian countries, is promoting the RCEP. I find Korea in
between a very delicate position. What's your recommendation for

Korea as for the TPP?

TPP vs. RCEP. I think the TPP is in some trouble. There is

a trade element in TPP. The US wants access to the
world’s fastest growing region, so there is a pure trade element.
But there is also, I think, in a sense a desire to reinvent the
world pre-WTO because China was invited to the world trading
system and China has done very well out of that. Part of the
consequences of that has been the stagnation of the middle class
in Europe and the US — it is not the only reason by any means —
but by bringing in the hundreds and millions of probably
competent workers who can do jobs for lower wages than probably
competent workers in America, Europe or elsewhere. That has
changed the balance. I think there is a desire to hankering the world
before the WTO. There is an element of the TPP as excluding China,
so that it is forced to come up to what the US considers the 21st
century standards in trade, where non-tariff barriers are dismantled,
where the actions and regulation of state companies are more even
playing field created in terms of access to capital, etc., public tenders
and all those kinds of things.

However, I think the TPP is in trouble for a number of reasons.

One, if you just look at the disparate countries that are putative
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members of the TPP, it doesn’t feel right. Why is Vietnam in the TPP
when China can’t be? Do we really think that Vietnamese SOEs are
much more competitive and not given a shelter as Chinese SOEs are?
[ don’t think so. It looks as bad in attempts to bring Vietnam, for
example, into this grouping, not entirely for trade reasons but for
some political reasons as well. Then I think there is also a hedging in
Asia. We have seen, for example, Malaysia turn quite strongly against
the TPP, saying this is an anti-Malaysian agreement in a number of
ways and it will impact negatively. The TPP is a not cross-party
agreement what Malaysia thought it was. Even Australia, even New
Zealand, and even the big modern economies, they all have their
difficulties with the TPP.

[ suspect something will be signed but I suspect it will not be
the guide breakthrough 21st century agreement that it has been built
as because in order to satisfy all these different constituencies, it will
have to be watered down. If it is not, I don’t think it will be signed.
There is an intriguing further possibility which is that for years China
has seen, for some of the reasons that I suggested, the TPP as
antagonistic part of this “keep China out.” In a sense, it has now
more recently begun to call the bluff of the TPP and say, “well,
maybe we’ll join” and that's been the mood music coming out of
Beijing recently. Of course, it has its own RCEP, which has not the
same pretensions as the TPP. But it is a very geographically broad
body if it ever comes to fruition. I suppose my advice to Korea is
just to wait and see how all this unfolds. The Washington trade
bodies have said that the TPP will be signed by the end of this year
and they have firm intentions to sign the TPP by the end of this

97



year. | would be amazed if it is signed by then.
Q I read the result of the Third Plenum of the China’s recent
Communist Party Congress. | had the impression that China has made
a big stride toward free market capitalism. President Xi Jinping is
planning on sweeping economic reforms and market liberalization.
Premier Li Keqiang is an economist by training. He's strongly
advocating the free market system and he has recently appointed
Professor Yifu Lin of Beijing University, former Executive Vice
President of the World Bank with a PhD from the University of
Chicago, a Mecca of free market capitalism as adviser. Despite all
these efforts made by China, critics say that the fee market capitalism
cannot be rooted in a communist country like China. What's your

response to this?

It is true that there is talk about a decisive shift to market
A capitalism but everything else is vague, turgid and a bit
contradictory. It is true that Li Keqgiang is an economist and signed
up to the World Bank document which is very radical. What [ would
like to say is there is very little evidence in the first year that things
on the ground you could point to say there is a bold opening. There
is tinkering. China has tinkered very well. You could also argue,
actually, that boldness is not really necessarily what China wants.
You could do this too quickly. But what I would say is that it is very
difficult. So even if the intention is a bold market reform, I think the
second part of your question, I will begin to agree with. For example,
let’s take the banking sector. The Chinese Communist Party gets a lot

of power from the ability to set interest rates and to tell banks “lend
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to this sector, lend to this province. Don’t lend to him, do lend to
him.” To relinquish power according to perceived risk and return
lend such as cutting off cement factory in Guizhou and closing down
the steel factory in Inner Mongolia and investing in this guy who has
been on the internet criticizing the Community Party are all smacks
of loss of control. I think for obvious reasons it does not come
naturally.

[ think it applies even more to opening the capital account. I
have been rather suspicious of the idea that China is suddenly going
to have the renminbi be a reserve currency and it is going to
challenge the dollar. I think that is really difficult to have the
Communist Party open the capital account. That means money can
flow out or flow in crazily with all the dangers such as overheating
and inflation. And it is not necessarily, from my macroeconomic point
of view, particularly a good thing to do at this stage of development.
I used to live in Chile. Chile had quite careful capital account controls
at the time of the Washington Consensus when everybody knew that
the best thing was to be open and completely free to let money flow
in and out. And then Indonesia happened and then Thailand
happened. It didn't look so good. And Chile looked better. So you
wouldn’t even necessarily advice.

Just to say one other reform that has been mooted is Hukou
reform, registration. Again, that is an obvious reform that China could
implement both for equitable reasons to address which I think is
building resentment that some people living the China Dream and some
people are not. It could also have strong economic elements to it.

The Chinese dependency rate has reached or is reaching the
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lowest point, which means that its ability to grow simply by adding
labor from the countryside has now run out of steam. We have seen
Chinese wages rising and we have seen some Chinese industries —
textiles, toymakers, etc. — begin to move out. So China needs to move

to innovation. But that is far easier said than done.

You started your talk by mentioning the angst among the
Q public about the stagnant middle class, in other words, the
polarization of the social class, not only in the US and Korea but in
China. You also mentioned that there is now a lot of discussion
globally about rethinking or relooking the so-called Anglo-Saxon
capitalists system. In your opinion and from your experience, is there

prospect for solving this lingering difficult issue?

I am favorable of global trade. Because I think it gives poor

countries a chance. Global trade is meant to be a win-win but
what it has turned out to be is a win for big businesses, the wealthy
and the very well educated in the West and a win by and large by
poor countries that were able to get on to that ladder to export their
way to big western markets. The big sufferer has been the middle
class in the wealthy countries which increasingly have fewer skills.
Their skills are increasingly challenged, so they need to be that much
better educated, that much more insightful and that much more
something to command the wage that is largely higher than
somebody else in another country with whom you were previously
competing with.

In a way it sounds terrible but it can also be good. If you take
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somebody shifting boxes around in London or driving a bus in
London, until fairly recently it was taken for granted that if you
move boxes around the UK, you deserve a wage 20 times more than
somebody shifting boxes around in India. From an equitable point of
view, you could argue why. To be paid the same, an enormous shift
of wealth not only between countries but within countries is needed,
and the great dilemma for America and for Europe is to keep its
people ahead of the game.

But in a sense it could also be a losing battle because we had
this enormous divergence within the Industrial Revolution in Britain.
So after hundreds and hundreds of years, GDP per capita around the
world remained more or less the same. People more or less worked
in countryside and of course in cities. But overall, the GDP per capita
did not differ hugely. A country’s overall wealth depended really on
its population. Suddenly, you had the Industrial Revolution and it
became normal for somebody in Britain to be 40 times wealthier
than somebody in the Philippines. Because they got access to
technology and knowhow that somebody elsewhere didn’t. That gap
is closing and taken in aggregate I think it is a wonderful thing. It
obviously creates an enormous problem within the country.
Divergence of wealth sort of threatens the soul of western

democracies.

Wrap-up Comment

SaKong: Thank you for very insightful views not only of this region
but of the globe. I think the last point is a really big challenge for

101



our capitalist system. I don’t think it's just globalization but the
deepening knowledge society married with globalization intensifies
this polarization. This will become a social and political issue and it
may be a challenge for sustaining the capitalist system. One of the
solutions may be to have a mechanism to help the capitalist system

is to strengthen social safety nets and social welfare systems.
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