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Which "Recipe" for the Japanese Economy? 

Michèle Schmiegelow 

"Quick fix" recipes for Japan's economy are as fallacious as cultural pessimism. 
It remains a fundamentally strong economy: per capita income at US level, huge 
household savings intact, cutting-edge technologies. Like Germany's economy, it 
is maturing, beset by a shrinking demography and molded by 130 years of reli-
ance on indirect financing. Policy problems are cyclical and structural. The bub-
ble, induced by misguided US pressure after 1985, was ruptured with dogmatic 
brutality, the resulting debt deflation mismanaged until March 2002. But Koizu-
mi's reform has recovered strategic pragmatism: short-term anti-deflation meas-
ures, medium-term reform of banking structures, long-term public debt reduc-
tion, backed by improved division of powers in government. 

Having written about the Japanese economy in the 1980's, I am occasionally asked 
what would be "my recipe" for Japan's economic policy today. I hesitate to respond 
to such inquiries. I feel that it would be presumptuous of me to suggest that I have 
an immediately effective recipe for curing the present ills of the Japanese economy 
just like a doctor prescribing some new wonder drug to his patient. But I am also 
ready to challenge any economist, Asian or Western, lecturing economic policy 
makers in Japan or elsewhere that there is one economic policy instrument capable 
of overcoming deflation, eliminating massive public debt, eliminating private debt in 
the hands of overextended banks, stimulating consumption and optimizing the allo-
cation of amply available capital at the same time. I submit that any such lecturing is 
methodologically flawed. Obviously, a plurality of targets is involved in the current 
debate and, hence, according to standard theory of economic policy, a plurality of 
instruments required. The problem is to link these in a functional hierarchy and in a 
sequence, or overlap, of different time horizons, one for each instrument. 
Just as evidently, this case has political and social dimensions which go beyond the 
methodology of main stream economics. Economic policy-making, itself, is de-
pendent on the functioning of government. If there are persistent difficulties of eco-
nomic policy, there may be problems in the functioning of government. As it hap-
pens, Japan's Prime Minister is determined to include a reform of the functioning of 
government in his economic strategy and a majority of public opinion — remarkable 
by any Western standard — supports that determination. 
In democracies, such reforms do not happen over night, however. They cannot be 
ordered from the top. Opposition needs to be won over by means of persuasion, 
vested interests be reckoned with. In Japan, this is particularly so within the ruling 
party itself. The Koizumi reforms can hardly be judged on the basis of one year. Just 
two comparisons: the "Reagan revolution" of US budget policy was shifted by Con-


