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Abenomics gets a second chance
Paul Gambles, Managing Director

Many of Shinzo Abe’s fellow party members disagreed with his decision1 when he dissolved the Diet in
November. But the gamble paid off and he has won another term to become one of Japan’s longest-serving Prime
Ministers.
Calling a snap election may have been a shrewd political move but it also raised questions about the timing, given
Japan’s current economic state, “Now is not the time to dissolve the Lower House,”2 said Hiroshi Shikanai, Mayor
of Aomori – a city in the north of Japan’s largest island, Honshu. “We’re faced with issues that require cooperation between the central and local governments, such as measures to boost regional economies and fight
population decline, but the election will create a vacuum,” he added.
The Land of the Rising Sun is certainly in a situation which is a far cry from the heady days of the 1980s boom
period, when the Japanese business was nicknamed Japan Inc. because of the close relations between the business
sector3 to the government, which seemingly aided the former in exporting goods. Once the Soviet Union had
collapsed, some saw the Japanese system as the only real alternative to Western free-market capitalism. They
believed that the US was unable to compete with Japan’s managed trade.4
In the late 1990s Japan’s huge post-war economic growth came to a halt and the asset price bubble burst. Stock
and house prices plunged, which had a particularly dramatic effect as banks had leant heavily using land prices as
collateral.5 The government’s reaction was to embark on public works projects to stimulate demand. These projects
included massive spending on roads but only resulted in a huge increase of public sector debt and the economy
continuing to stagnate.
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The next attempt to check the slump was to implement structural reforms; but these only led to deflation. Falling
prices may sound like a favourable thing, particularly when it comes to the cost of living. However, it is bad news
if you have investments, it increases the real price of any debts and can counterbalance the shoots of economic
recovery.
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In 1998 Princeton economics professor Paul Krugman published a paper entitled Japan’s Trap,6 which
recommended embarking on a policy to boost inflation and thus cut long-term interest rates and promote
spending.
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http://web.mit.edu/krugman/www/japtrap.html

In the early 2000s, the Government embarked on its own version of Krugman’s recommendations. The policy
came to be called quantitative easing (QE) and was not about printing huge amounts of new money, but in fact
increasing the money supply in the banking system by buying bonds and similar products.
The effect of this was some small improvement in demand, however deflation remained. That hasn’t stopped the
government though, which has continued to implement QE policies ever since. The latest raft of these –
nicknamed Abenomics - began after Abe’s previous election victory in 2012. It constitutes a three-pronged
approach (the so-called three arrows7) of fiscal stimulus, more aggressive QE by the central bank and structural
reforms to boost competitiveness. If you thought the Federal Reserve was dogmatic with its insistence on QE, the
Bank of Japan is on a different level altogether.
As December’s election took place, Abenomics was entering into its third year and yet results have been mixed.
In October it was announced that public debt stood at a huge 240% of GDP, as the Bank of Japan buys trillions
of yen worth of government bonds through its QE programme.
On the positive side, unemployment figures are coming down – October 2014 figures were 11.4% lower year-onyear. If we were to follow the indicators typically used by economists at the US Federal Reserve, we could also
add that prices on the Nikkei 225 rose by 72% between 17th December 2013 and 16th December 2014 – and that’s
not just a snapshot, prices have risen consistently over the year. However, I don’t believe that indicates whether a
wide cross-section of the population is wealthier or not. In fact Japanese who live outside the big cities complain
that there is no improvement, and perhaps even a worsening, in their standard of living.8
Abe may have the comfort of a brand new mandate, but he needs to act quickly to avoid Japan falling further
away.
For further information contact us by e-mail on info@mbmg-investment.com or call +66 2 665 2536.
Disclaimers:
1. While every effort has been made to ensure that the information contained herein is correct, MBMG Investment Advisory cannot
be held responsible for any errors that may occur. The views of the contributors may not necessarily reflect the house view of MBMG
Investment Advisory. Views and opinions expressed herein may change with market conditions and should not be used in isolation.
2. With investment comes risks. Please study all relevant information carefully before making any investment decision.
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3. An investment is not a deposit, it carries investment risk. Investors are encouraged to make an investment only when investing in
such an asset corresponds with their own objectives and only after they have acknowledge all risks and have been informed that the
return may be more or less than the initial sum.

