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Perhaps  the  most  important  global  structural  trend   today  is  the  continuing  shift  in   

the  world’s economic  center  of  gravity  from  Europe  to  East  and  South  Asia  (see  

Table).    This  shift,  which  already  reflects  the  rise  of  Japan  and  the  Asian  

“Tigers”,  has  considerably  further  to  go  as  China  and,  increasingly,  India  

modernize.  The  greatest  challenge  of  globalization  will  be  to  accommodate  its  

political  and  economic  consequences  smoothly. 

 

      

   Shares  of  World  Output    

 GDP  as  a  percentage  of  the  world  total,  in  1990  international  dollars  at  PPP 

  1913 1950 1973 1990 2001   

         

Europe  46,4 39,3 38,4 32 25,9   

 o/w  Western  Europe 33 26,2 25,6 22,2 20,3   

        Eastern  Europe 13,4 13,1 12,8 9,8 5,6   

         & Former Soviet Union       

         

East and South Asia 23,4 16,5 20,7 28,4 34,3   

  o/w Japan 2,6 3 7,8 8,6 7,1   

        China 8,8 4,5 4,6 7,8 12,3   

        India 7,5 4,2 3,1 4 5,4   

        Other 4,5 4,8 5,2 8 9,5   

         

Rest  of  world 30,2 44,2 40,9 39,6 39,8   

         

Source:  Angus  Maddison, "The  World  Economy,  Historical  Statistics"; OECD,  Paris,  2003 

 

 

Kumiharu  Shigehara  has  provided  the  Third  Asia  Forum  with  many  insights  about  

the  problems  Japan  has  experienced  in  adapting  to  these  challenges  in  his  very  

stimulating  and  comprehensive  overview  of  the  Japanese  economy.  His  perspective  

from  both  Japan  and  internationally  (OECD)  places  him  well  to  draw  lessons  

Japan’s  experience  offers,  not  only  to  China  and  India  but  also  to  their  trading  

partners (including  Japan)  who  will  have  to  adapt  to  their  emergence  as  major  

economic  powers.  It  is  to  be  hoped  that  he  will  find  the  occasion  to  develop  his  

thoughts  and  reflections  on  the  various  issues  further. 

 

                                                
 Remarks  by  Kumiharu  Shigehara at  the  Third  Asia  Forum  in  Barcelona,  Spain  on  December 12, 

2005. 

 Senior  Fellow,  Groupe d’Economie  Mondiale  de  Sciences  Po,  Paris. 



In  this  comment  I  would  like  to  focus on  one  particular  area  that  he  touches  on  

and  to  develop  it  further:  monetary  and  exchange  rate  management,  which  is  

likely  to  pose  challenges  at  both  regional  and  global  levels  for  the  foreseeable  

future.  In  Japan  this  was  frequently  subject  to   foreign  political  pressures  as  other  

advanced  countries,  notably  the  United  States,  tried  to  manage  the  political 

consequences  of  recurrent  large  Japanese  external  surpluses.   In  this  context,  

important  disagreements  arose  at  times  about  the  desirability  and  appropriateness  

of  active  use  of  fiscal  policy,  and  thus  the  overall  macroeconomic  policy  

orientation,  to  further  external  adjustment.  Japan’s  experience  here  seems  highly  

topical  given  the  current  debate  on  exchange  rate  management  in   China  in  light  

of  its  increasing  external  surplus  and  reactions  that  this  has  generated  in  some  

trading  partners.     

 

Japan’s  participation  in  the  post-war  international  trade  and  payments  system  

began  in  1949,  when  private  international  transactions  were  permitted  and  the  yen  

was  fixed  at  360  to  the  US  dollar.  Viewed  from  an  outside  perspective,  Japan’s   

experience  since  then  can  be  divided  into  four  main  periods. 

 

1. 1949-1973.  Formally  fixed  exchange  rates  worked  reasonably  well  until  the  

late  1960s  when  US  policies  became  increasing  erratic  and,  from  1970,    

irresponsibly  lax.   Japan (and  other  trading  partners)  were  obliged  to  pursue  

similarly  lax  policies  in  order  to  respect  fixed  parity  commitments.  Part  of  

the  context  was  a  high  and  rising  external  surplus  in  Japan,  which  made  

expansionary  policies  to  increase  domestic  spending  politically  attractive  vis-

à-vis  trading  partners.  By  the  time  the  system  collapsed  in  1973  Japan  (as  

well as  most  of  its  trading  partners)  had  entered  a  period  of  severe  

overheating  resulting  in  high  inflation  and  necessitating  a  sharp  slowdown  -  

Japan’s  only  post-war  recession  until  the  late  1990s -  to  contain  it.   

 

2. 1973-1985. Accelerating  inflation  during  1973-74  was  preceded  in  nearly  all  

countries,  including  Japan,   by  very  rapid  monetary  expansion.  This  helped  

to  focus  attention    on  the  difficulty  of  maintaining  monetary  control  and  

managing  the  exchange  rate  at  the  same  time.  Concerned  to  avoid  a  repeat  

of  the  boom  and  bust  of  1973-74,  Japan  focused  on  monitoring  domestic  

monetary   conditions   to  ensure  that  overheating  would  not  become  an  issue.  

This  worked  well.    Despite  the  turbulence  of  a  period  that  included  

another  sharp  increase  in  Japan’s  politically  contentious  external  surplus,  the  

second  oil  price  shock  and  a  serious  global  recession,  growth  rebounded  

and  inflation  was  reduced  quickly.  Almost  alone  internationally,  Japan  

avoided  a  recession  during  the  second  oil  shock  and  inflation  remained  

fairly  low.  Pronounced  swings  in  the  exchange  rate  do  not  appear  to  have  

been  harmful  and  may  have  even  helped  with  inflation  control  and  external  

adjustment.   

 

3. 1985-1997.  The  Plaza  Agreement  by  G-5  Finance  Ministers  to  reduce  the  

value of  the  dollar  in  September  1985  ushered  in  a  period  of  political  



management  of  exchange  rates.  This  inevitably  implied  pressure  on   

domestic  policies  to adapt  to  external  priorities.  This  was  not  a  successful  

period.  Mr.  Shigehara  observes  that  monetary  restraint  to  deal  with  asset  

price  inflation  should  have  been  implemented  earlier.  But   the  background  

at  the  time  was   the  Louvre  Accord,  intended  to  support  the  dollar  

following its  post-Plaza  decline,  and  this  argued  for  continued  monetary  

ease.  Subsequently,  given  the  weakness  of  domestic  demand  in  the  

aftermath  of  the  asset  price  collapse  easier  money  and  a  lower  exchange  

rate  would  have  been  helpful.  But    external  surpluses  that  were  frequently  

large  and  politically  contentious  favored  a  stronger  yen  and  contributed  to  

a  focus  on   expansionary  fiscal  policies  while  interest  rates  were  lowered  

grudgingly.  In  the  event,  expansionary  policies   were  often  undermined  by  

upward  pressure  on  the  exchange  rate  which  by  1995  was  extreme. 

 

4. 1997-present.  Failure  to  deal  promptly  and  thoroughly  with  the  

consequences  of  the  asset  price  fall  for  bank  balance  sheets  left  the  

Japanese  financial  system  weak.  During  the  crisis  that  affected  Asian  

emerging  market  economies  in  1997-98  several  financial  institutions  in  

Japan  collapsed  leading  to  disquiet  internationally.    Japan’s  external  surplus  

has  not  disappeared,  but  with  the  emergence  of  China  and  its  increasing  

surplus  Japan  has  faced  less  international  pressure  to  adjust  its  policies  for  

external  reasons.  In this  environment  Japan  has  made  slow  but  solid  

progress  in  addressing   structural  problems,  especially  those  in  the  financial  

sector.  While  the  exchange  rate  has  remained  prone  to  sharp  swings,  

Japan’s  economy  appears  healthier  than  it  has  for  many  years. 

 

While  this  experience  has  been  very  good  overall,   periods  of  subordinating  

Japan’s  own  macroeconomic  stability  to  external  considerations  can be  seen  as  

lapses  which  usually  led  to  problems.  Sometimes  these  external  considerations   

related  to   foreign  political  reactions  to  Japan’s  export  success  and  large  external  

surpluses
1
.   But  at  other  times  the  policies  that  led  to trouble  were  designed  to  

resist  market  pressures  on  exchange  rates  when  flexibility  would  probably  have  

served  Japan  well.   

 

An  important  question  is  whether  these  lapses  at  least  served  well  the  interests  of  

Japan’s  trading  partners  and  the  long-term  interest  of  the  multilateral  trading  

system.  In   one  sense  they  did,  as  protectionist  pressures  were  substantially,  

though  not  entirely,  deflected.  Importantly,  the  general   post-war  trend  of  trade  

liberalization  has  been  maintained,  even  if  the  outcome  of  the  Doha  Round  

remains  uncertain.    But  more  concretely,  these  lapses  led  to  deteriorating  

performance  and,  eventually,  recessions  in  Japan  which  did  not  benefit  anyone.  

And  international  pressures  on  Japan  to  adopt  policies  not  in  its  interests  were  not  

helpful  from  a   political  perspective. 

                                                
1
 Mr.  Shigehara’s  advice  to  China  that  currency  adjustment  designed  to  correct  global  external  

imbalances  should  not  be  allowed  to  damage  the  domestic   economy  reflects  this  consideration.     



 

Many  elements  of  China’s  situation  today  echo  Japanese  experience,  especially  

from  the  early  1970s:  rapid  growth  to  which  exports  are  major  contributors;  

efforts  to  stabilize  a  nominal  exchange  rate  objective;  international  discomfort  with  

a  large  and  rising  external  surplus;  and  vulnerability  to  protectionist  policies  in  

trading  partners.  It  is  difficult  to  judge  how  long  this  can  continue  without  

overheating  and  a  need  for  appreciation.  Perhaps,  given  the  large  supply  of  

available  low  wage  labor,  it  can  go  on  for  some  time,  and  longer  than  it  did  in  

Japan.  But  if  so,  protectionist  pressures  already  evident  in  the  EU  and  the  US  are  

likely  to  strengthen  as  jobs  are  perceived  to  move  to  China.  And  Japan  may  not  

be immune  from  similar  tendencies.  There  may  be  no  easy  solution  but  all  sides  

should  keep  both  the  positive  and  negative  lessons  of  Japan’s  earlier  experience  in  

mind  while  remaining  appreciative  of  the  political  problems  trading  partners  face.   

 

                


