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Only 9 out of 30

Category Symptom China score
Demand Asset bubbles burst 2
Demand Financial system instability 1
Demand Tighter lending standards 1
Demand Firms become net savers 0
Demand Lower investment and productivity 0
Demand Sidelined by globalisation and IT 0
Demand Terrible demographics 2
Supply Currency appreciation 0
Supply Offshoring 0
Supply Cheaper imports 0
Supply Falling goods prices 2
Other Inflated domestic costs 0
Other Labour market deregulation 0
Other Preference for sustaining employment 0
Other Falling wages 1

OVERALL Falling natural rate, ineffective policy 9/30

Note: Each category scored from o to 2
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1. “Chronic shortage of demand”

. WWW.eastasiaecon.com



Bursting of asset bubble
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Lending standards tighten...

Japan, Tankan, lending attitude, small firms China, CKGSB survey, financing conditions
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..causing firms to prioritize financial soundness
rather than investment...

China, Lending by sector, CNY tn
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...and become net savers

Japan, Corporate savings balance, % of GDP ) China, Corporate savings balance, % of GDP
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Productivity slows, because of less
accumulation of physical capital...

Japan, Investment spending, JPY bn China, Investment, CNY, 2019=100
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...as well as less R&D and investment in
human capital

Japan, Research and development spending, % of GDP China, Research and development spending, % of GDP

341

34 F2.6

F2.4

2.2

r2.0

1.8 1 r1.8

1.6 1 -1.6

hree red lines'

[2-4 1.4

1.4

Sep-82 May-95 Sep-01 Jan-08 May-14 Sep-20 Nov-04 Mar-11 May-14 Jul-17 Sep-20 Nov-23
Latest: Jan 2022; Source: EAE, OECD Latest: Jan 2023; Source: EAE, NBS

T t 1 T T T T T T t t

www.eastasiaecon.com



Adaption to globalization and IT revolution is

Japan, Major electronics firms, Sales, 1998=100*
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Demographics—>
higher savings, lower investment

China, Population by major age group, % of total
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2. “Increasing downwards pressure
on prices from the supply side”
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Continuing currency appreciation...

Japan, JPY REER, 1990s China, CNY REER, 2010s
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...and shift of production overseas...

Japan, Annual export volumes relative to world, 2015=100 China, Annual export volumes relative to world, 2015=100
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..together with competition from EM imports...
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...pushes down prices on the supply side

Japan, Durable goods CPI, % YoY
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3. “Entrenchment of behaviour and
mindset based on assumption that wages
and prices will not increase easily”
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Correcting the price differential between
domestic and overseas markets...

Japan, International price differentials China, International price differentials
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Japan, employment by type of worker, 3mma, 1995=100

Bubble bursts

...causes pressure to cut costs via labour
market deregulation

— Part-time
— Full-time

L 220.0

[
o
7
e2]
o

May-95 Sep-01
Latest: Nov 2024; Source: EAE, MHLW

Jan-08 May-14

Oct-12 May-14

www.eastasiaecon.com

China, Migrant workers, % of working population
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Societal preference for sustaining
employment...

Japan, Preference for employment*, %
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..creates further downwards pressure on
wages
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4. With a declining natural rate of interest,
conventional monetary policy measures
were unable to simulate the economy
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Natural rate falls below zero

Chart 1-1-1: Natural Rate of Interest
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