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Notable & Quotable

By Emily Parker

TOKYO—Strip away all the elaborate eco-
nomic theories about the causes of Japan’s mal-
aise and you'll find that it’s just not that compli-
cated. The sad truth is that Japan might have
avoided 15 years of lost growth potential had it
only adhered to the simplest of principles: Costs
don’t disappear.

Credit-card holders worldwide understand
that shoving the bill in the drawer won’t change
the fact that someone has to pay eventually, and
it’s usually a lot cheaper to just pay the bill when
it arrives. But this lesson was ignored by Japa-
nese decision-makers in the 1990s when they
turned their backs on bad bank debt, and as a
result jacked up its price. And for over a decade,
the Japanese have been paying for this mistake.

Here’s how it worked. The bursting of the
asset bubble in the 1980s dealt a severe blow to
the balance sheets of Japanese banks that made
loans using real-estate assets as collateral. Ex-
perts now suggest various measures that should
have been taken in the early-to-mid ’90s to ad-
dress Japan’s banking woes. But there was one
obvious—though at the time unthinkable at least
in the official view—option: Failing banks could
have been allowed to fail.

Of course, the short-term consequences of
this would not have been pretty. A hard-landing
approach might have resulted in a loss of confi-
dence in the financial system, and might even
have plunged the Japanese economy into a few
years of sharp recession, with all the related
woes of bankruptcies, a run on the banks and
stock-market consequences.

This painful period, however, would have
been short-lived. Some economists here confi-
dently tell me that not only would the Japanese
have recovered in a few short years, but the
country’s average gross domestic product would
have grown significantly faster than the 1% that
became the norm.

While Japan’s growth has managed to stay
ever-so-slightly positive in most of the last 15
years, we will now never know how much poten-
tial growth was lost when the government, fear-
ing that the pain following a hard-landing was
“too high a price to pay,” opted for inaction. The
Japanese people rested assured that none of
their banks would be allowed to fail, and from
1990, that was pretty much the case. When a
bank got into hot water, a bigger, healthier bank
was directed to come to the rescue. The govern-
ment protected depositors from losses, which is
appropriate if possible, but was equally consider-
ate of bank owners and executives, which is
impossible in such circumstances.

Japan hoped that the economy would simply
“grow out of the problem,” but instead, the prob-
lem simply grew. An initial decline in asset val-
ues affected balance sheets of both borrowers
and lenders, depressing business investment. As

investment went down, GDP growth went down
and profits of companies dropped, which put fur-
ther negative pressure on stock prices. “If we
had been able to stop this vicious cycle at the
end of the first or second round, the cost of
addressing the problem would have been a lot
smaller,” explains Kazuo Ueda, former member
of the policy board of the Bank of Japan.

But instead, Japanese decision-makers helped
ward off any sense of crisis among the population
who never, ever, thought that a Japanese bank
could fail. Eisuke Sakikabara, former vice minis-
ter of finance for international affairs, tells me
that he remembers in the early ’90s telling for-
eign journalists that Japanese banks don’t fail,
that the government would never let them fail.
“The moment you say certain banks may fail,
they fail,” Mr. Sakakibara explains. “Confidence
in the financial system is a public good.”

The problem is that the Japanese banking
system wasn’t deserving of
this confidence. Paul
Sheard, chief economist at
Lehman Brothers Japan,
says that bank deposit guar-
antees lulled the people into
a false sense of security.

“By guaranteeing the de-
posits, the assets don’t come
back. Guaranteeing de-
posits allowed Japan col-
lectively to ignore the
problem or severely play
it down, and therefore
delay the resolution,”
Mr. Sheard explains.
While guaranteeing de-
posits may sound nice
in theory, when the
money in the banks
has already vanished,
who is going to pay for
these deposits? “The Japanese have been very fix-
ated on avoiding the costs that are a manifestation
of something that’s already happened,” says Mr.
Sheard.

This brings us back to the original point: Costs
don’t disappear. Which is why the argument that
the government was just protecting the people
falls flat: The bills have to be paid sooner or later.
Mr. Ueda explains how a “hard-landing” ap-
proach wouldn’t have necessarily been more pain-
ful in the end: “A couple years of -5% growth
would have meant a very small number of unfortu-
nate people taking abnormally large losses. It
would have been tough for people working in
banks, and some of their borrowers. But those
borrowers disappeared anyway. Because we
weren’t tough initially, banks continued to lend to
zombies, but because we became fairly tough
eventually, those borrowers had to disappear.”

We may never know the true extent of costs
accrued by 1990s policy inertia, but some experts
can give a pretty good idea. Kenichi Ohmae,

former partner at McKinsey and Company, says
that the mistakes of the past have cost the taxpay-
ers $2 trillion spent trying to keep the banks afloat,
$500 billion in direct subsidies and $1.5 trillion in
foregone interest on savings, because of zero-inter-
est rates. And there are other costs as well: Japan,
once on top of the world, remained mired in stag-
nancy while neighboring China enjoyed dizzying
growth, leading Japan’s economic recovery to be-
come largely dependent on exports to China.

But perhaps one of the greatest costs is the
least tangible to define: the younger generation’s
lack of hope for the future of Japan. The images of
young women strolling through the streets of To-
kyo toting their Louis Vuitton bags only glosses
over a deeper current of pessimism underneath.
Part of this may be the simple realization that the
younger generation can not expect as high a rate of
economic growth as that enjoyed by their parents.
There is also a lack of confidence in Japan’s lead-

ers to effectively handle what
is perhaps its greatest chal-
lenge: the nation’s rapidly ag-
ing society.

The lack of hope among
today’s youth may be related
to a sense of disappointment
in Japanese leaders for not

having taken decisive
action when they had a
chance. Kazuo Noda,

honorary president of
Tama University, has an
interesting take on the
current mood in Japan to-
day, which he aptly calls
“hyogen dekinai
fuan,”—inexpressible un-
easiness. He tells me
that what we call the
“Lost Decade” of the
1990s is also known in
Japan as “The Second

Defeat”—the first being Japan’s loss in World
War II. Mr. Noda lived through Japan’s bitter
struggle to rebuild itself after the war. And even
as we sip our expensive drinks in the luxurious
lobby of one of Tokyo’s finer hotels, he argues that
the second defeat was worse.

“The first defeat was clear,” he explains, “In
the second defeat there was no enemy—we lost
to ourselves. When you’ve lost to yourself, it’s
very hard to rebuild.”

At least among some, there is a palpable sense
of regret here about “what could have been.” Re-
demption might be found if there is recognition
that an aversion to strong action can just inflate
costs down the line, and second, that all mistakes
have consequences. The next step is to take these
lessons and apply them to the challenges Japan
will face as it struggles for recovery.

Ms. Parker is an editorial page writer at The
Asian Wall Street Journal.
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By Edward M. Graham

The U.S., Japanese and European Union
chambers of commerce recently feted the South
Korean government for improving the treatment
of foreign investors. Certainly there is a lot to
celebrate. Transparency will undoubtedly im-
prove with the adoption of the EU-developed In-
ternational Accounting Standards. South Korea
is developing class-action shareholder lawsuits
against large businesses with accounting irregu-
larities. The government is also leading political
parties, the business sector and NGOs to sign a
Social Covenant Against Corruption.

But the celebration may be premature. De-
spite progress in adhering to international busi-
ness standards, there is reason to ask if South
Korea will come through on its promises.

Foreign investors in South Korean compa-
nies—no matter the size of their stake, no matter
how vocal they are—are still astonished to find
that they can be consid-
ered passive investors. Re-
cently, the Korean Govern-
ment put into effect a re-
quirement that foreign in-
vestors with stakes of
more than 5% in any listed
company must announce
in advance if they intend
to challenge the compa-
ny’s management deci-
sions—an obvious ploy to
protect incumbent execu-
tives from shareholder
challenges. These inves-
tors were required to state
the source of their funding by the end of the first
week of April. Other more draconian require-
ments have been aired but not yet put into ef-
fect.

The South Korean antitrust regulator, the
Fair Trade Commission (KFTC), gave large con-
glomerates a one-year grace period before a re-
form law goes into effect preventing them from
making large investments in other firms, includ-
ing their affiliates. This enables incumbent man-
agement of chaebols to issue large blocks of new
stock and to sell them to “allies” in the event
that foreign or other “minority” shareholders
seek management changes, thus diluting the
votes of those shareholders. The overall result is
that chairmen of many South Korean companies
are still free to act by fiat, as though they are
majority shareholders, without fear of being out-
voted by outside shareholders.

Thus, for example, the SK chairman ousted a
cousin from management who had an outstand-
ing performance record and was supported by

outside investors. The chairman did it despite
being a minority shareholder. The KFTC reports
that the chairmen and immediate family mem-
bers of the leading 10 chaebols wield an average
of 49% of the voting rights in their conglomerates,
while owning an average of only 4.63% of the
group companies. In short, the staying power of

the current Roh Moo Hyun government’s push
for reform of corporate governance is in question.

President Roh rode to power with labor back-
ing by campaigning to reform the “chae-
bols”—conglomerates of often radically dissimi-
lar enterprises in which a single family can dom-
inate the holding company. But international in-
vestors are more concerned that chaebols subsi-
dize failure. When one enterprise fails, man-
agers often bolster it with capital transfers from
stronger firms within the chaebol. If criticism of
this practice arises, chaebol managers often sell
shares to friendly interests to buttress their man-
agerial rights and fend off shareholder activism.

This is allowed to happen in large part be-
cause South Korea still suffers from the “too big
to fail” doctrine. When falling global prices for
chips plunged Hynix Semiconductor to the bot-
tom of the red-ink bowl in 2000, government-
owned banks led a restructuring of the compa-
ny’s $7.1 billion debt. Hynix stayed afloat despite
a continuing string of staggering losses. Despite
government claims to the contrary, in the ab-
sence of government direction to the banks to
bail out Hynix, the firm likely would have been
liquidated.

Reform of the financial sector has gone far—
but many transactions still lack transparency.
When a major firm fails or even totters, a constit-
uency of creditors instantly emerges to urge bail-
outs or subsidies. South Korea has been slow to
learn the central lesson of Japan’s painful experi-
ence—bailing out failing firms exerts a consider-
able drag on economic growth.

Eight years after the 1997 financial crisis and
the first International Monetary Fund demands
for reform, some chaebols are succeeding bril-
liantly, some are foundering, depending on the
extent to which they embrace reform.

At the bright end of the reform spectrum is a
surviving firm from the Hyundai chaebol, the
now independent Hyundai Motor Car Company.
Though still overstaffed, Hyundai is bidding to
be among the world’s top global automotive com-
panies. What is the Hyundai Motor formula for

success? It cut itself loose from the chaebol. Had
it stayed in the fold, Hyundai’s resources likely
would have been used to prop up other members
of the group, including the failed Hyundai Engi-
neering and Construction firm and the troubled
semiconductor manufacturer, Hynix.

Samsung Electronics is in the middle of the
reform spectrum, a good company still bound by
chaebol economics. One reason, according to Ko-
rean press reports, is fear that the founding
family will lose control to foreigners; foreign
investors hold more than 50% of the shares of
this firm, and rumors abound in Korea that for-
eigners might seek to relocate its headquarters
to the United States.

At the lackluster end of the reform spectrum
is Hynix again, the product of the merger of two
weak chaebol affiliates, Hyundai Electrical Indus-
tries and LG Semiconductor. If one designed a
company to produce debt and red ink, Hynix
Semiconductor would be a world leader. As noted,
it remains in business only because of govern-
ment pressure on lenders and creditors, over the
protests of the EU and the U.S. Congress.

One hears many South Koreans complain
that foreign investors are not vocal enough. But
in one high-profile case foreign investors were
very vocal, only to find their outspokenness the
target of the punitive new law on meddling with
management. Consider again SK Corp., whose
chairman, Chey Tae-won, has faced resignation
demands from Dubai-based Sovereign Asset
Management group, which owns almost 15%.
The nephew of the founder, Mr. Chey was con-
victed for his role in a 2003 multi-billion-dollar
accounting scandal in an oil-trading affiliate, SK
Networks. After spending a few months of a
multi-year sentence in jail, Mr. Chey is out on
bail—and still running the company.

President Roh, a human rights lawyer long
hostile to chaebol cronyism, may find the next
phase of his reform agenda to be daunting. Now
politicians are challenged to squarely face the
fact that effective reform will also require some
workforce reduction—in short, to take on the
very labor unions that are at the core of the
current administration’s political base. This is
an especially difficult challenge for the govern-
ment because South Korea lacks a social safety
net for the unemployed.

Reform is never easy. It must often be forced
by crisis. One thing is clear: South Korea’s fu-
ture economy must look less like SK and Hynix,
and more like Hyundai.

Mr. Graham is a senior fellow at the Institute
for International Economics, Washington D.C.
and author of book “Reforming Korea’s Industrial
Conglomerates” (Institute for International Eco-
nomics, 2003).

What are we to make of what has happened in
the days since John Paul II died?

The news outlets of American television have
spent uncounted hours on the deceased leader of
the Catholic Church. It explains why so many never
quite throw their televisions onto the sidewalk. It is
because when moments that matter arrive, they
can do this. This is the medium’s long-form poten-
tial—rarely used out of belief that the viewers’ mos-
quito-sized attention span makes deep treatment of
any subject verboten.

Notwithstanding some spitballs, the coverage of
the 263rd pope since Peter has been almost univer-
sally admiring. Larry King even summoned Jim
Caviezel, who played Jesus in Mel Gibson’s “The
Passion.” But in the middle of last week, amid the
effusion, one sensed some-
thing was amiss. The thought
finally occurred: Where were
you people when he needed
you?

For all the affirmation of
John Paul’s thinking, notably
on communism, he received lit-
tle sustained support in the
U.S. or Europe for the spiritual
content of his message. Across
26 years, this pope—preaching
holiness—has been a voice cry-
ing in the cultural wilderness.

In October 1979, when the
Pope made his first visit to
the United States, John Paul was at the top of his
game. He would visit Boston, New York, Chicago,
Philadelphia, Washington and Des Moines. I
thought this was the opportunity of the century for
the American Catholic Church—that Sunday ser-
mons and school study guides would be built
around his American talks, which were indeed a
substantial elaboration of the message praised
hour after hour last week.

Not much happened. He came, he went and the
American church (with the mainline Protestant de-
nominations) sallied onward to its own earthly obses-
sions back then, such as throwing the weight of the
bishops behind stopping the installation of U.S. Persh-
ing missiles in Europe by papal ally Ronald Reagan.

These were the years when the secular culture
mounted its not-very-discriminate challenge to the un-
derpinnings of the nation’s more settled, religiously
rooted culture (as the American Catholic Church
learned to its indescribable sorrow 20 years later.) If
in the 26 years of his pontificate, John Paul had re-
ceived half the emotional or intellectual support for
his message that issued from TV’s screens last week,
the crude troops of new culture in the West might well
have faced a counter-force. John Paul’s politics may
have won in the East, but they lost in the West.

In Poland, people rallied behind him knowing
the payoff would be liberation from communism’s
ideological opposition to two John-Pauline princi-
ples: freedom for the individual and freedom to
manifest belief in the idea of God.

In the West, where a life of faith or belief was
free for the asking, the Pope’s message of spiritual
renewal encountered a more sophisticated politics.

It was understood that if one abetted a populariza-
tion of John Paul, it risked also elevating visibility
for “Vatican” policies in other realms—abortion,
sexual practice or preference, stem-cell research,
the ordination of women, and all that.

And so it came to pass in beat reporting and
liberal church circles that this pope—notwithstand-
ing his affinities on the death penalty or economics
or war—was described to the world as a “conserva-
tive.” That is to say, he was ultimately an opposition
political force to be kept at arm’s length. It worked.

Until now. John Paul in death is proving a force
equal to and possibly more powerful than what he
was in life. Past some point it became clear that this
pope’s death was building into something else—a
spirit moving in the room perhaps, whose ultimate
effects and direction are hard to predict.

The Pope’s funeral Mass was seen world-wide
by millions. They witnessed a liturgy of an almost
mystical beauty once common but barely practiced
since the 1960s. The ambience from St. Peter’s last
week, which so transfixed TV’s audiences, is from
a time that was set aside: the shining vestments
and rows of white surplices, the slow and solemn
pace, chanting voices rising ever upward, and the
invocation of ancient saints in, of all things, Latin.
“Sancta Maria Magadalena . . . Ora pro nobis.”

There was a time when transcendent religiosity
was part of the warp and woof of weekly life in Amer-
ica. Is it really such a threat to the modern order? Is
that new order so fragile that it would be over-
whelmed in the U.S. by a Khomeini-like theocracy of
the “religious right”? Or is religiosity instead, as I
think John Paul believed, a bulwark to the modern
world and all of its inevitable, variable confusions?

Does the Church have to change? Yes, and no
doubt it will, as it has. I’ve come to support the
ordination of women to the priesthood, however
quixotic, believing at least in the U.S. that they
could do no worse, and perhaps better, than many of
the men in charge. Secularism won’t kill the Catho-
lic Church, but mismanagement may. “Change” in
our time, though, is often a Trojan horse, conceal-
ing the desire not to reform but to effectively dis-
mantle an institution by dissolving its traditions.
Neither this pope nor the next would permit that.
Why bust up 2,000 years of institutional integrity?

If John Paul II had invented a modern sport, it
would be called extreme holiness. As the Pope was
lying in state, a nun from Nigeria in the million-
strong line said, “Even if I have to wait for two days
for that man of God, I’m OK.” A willing competitor.
Some will say that soon the media tides will roll in
and wash away what has happened in Rome last
week. I wonder.

Mr. Henninger is The Wall Street Journal’s dep-
uty editorial-page editor.

Winning in the East, Losing in the West

Brendan Miniter writing in the April 7 edition
of “Political Diary,” the editorial page’s daily
e-mail newsletter on politics (subscriptions avail-
able at OpinionJournal.com):

A mini-brouhaha is brewing over why Jimmy
Carter wasn’t part of the official U.S. delegation
to the Pope’s funeral. ABC News, among others,
reports that former President Carter had wanted
to go, causing the rumor mill in Washington to
conclude that an ungracious White House had
rebuffed him. Only making matters more suspi-
cious was a story put out by a Carter spokesman
who claimed the former president had gener-
ously given up his spot when he learned there
would be only five places in the delegation.

We’ve learned from a source in a position to
know (but not willing to be identified) that Mr.
Carter was actually offered a seat in the delega-

tion “twice,” but turned it down both times.

This wouldn’t be the first time Mr. Carter has
snubbed this President Bush. In 2002, he eagerly
collected a Nobel Peace Prize awarded in a clear
attempt to discredit the then-looming Iraq war.
Nor would it be the first time he snubbed the
papacy. Two popes died on President Carter’s
watch but he dispatched his wife to one funeral
and his mother to the other. At the time, some
criticized Mr. Carter for missing an opportunity
to disavow lingering anti-Catholic bigotry in the
evangelical circles from which he sprang.

At 80, Mr. Carter can’t be blamed if he just
didn’t feel up to the hurly-burly of a papal fu-
neral with two million other attendees. It would
have been better just to say so, however, instead
of adopting a martyr pose and feeding an unnec-
essary and unflattering controversy.

T
iananmen Square’s 1989 peaceful demon-
strations were a violent uprising; Tibet
had no claim to independence when

China invaded in
1951; millions of Chi-
nese did not die dur-
ing the famine caused
by the Great Leap For-
ward; the United States started the Korean
War by invading the peninsula; special FBI
agents repress American workers.

China’s recent indignation at Japan for ap-
proving textbooks that allegedly mispresent
history exploded over the weekend in riots in
some Chinese cities. Japan could do more to
own up to its past. But the quick and cursory
glance above at how China itself treats history
shows that its own distortions are of a far
greater magnitude than Japan’s.

The most recent paroxysms of self-righ-
teousness in China, and in South Korea too,
were touched off last week by the Japanese gov-
ernment’s approval of a history textbook which
Beijing says glosses over Japan’s colonial rule
over parts of China and the Korean peninsula
in the earlier part of the 20th century. Particu-
larly galling is the light treatment accorded in
this book to the Japanese troops’ sacking of
Nanjing, often referred to as “the Nanjing mas-
sacre” or “the rape of Nanjing.” Japan’s use of
sex slaves, some of whom are still alive and
seek compensation, is also not mentioned.

The result was the anti-Japanese riots that
broke out in some Chinese cities—to the point
that the Japanese government yesterday had to
demand protection for its citizens and interests
in the mainland, as well as an apology. An Inter-
net campaign seeking to block Japan from join-
ing the U.N. Security Council has meanwhile
gathered 30 million signatures almost overnight.
A boycott of Japanese products is also underway.

It would indeed be a sign of maturity for Ja-
pan to admit to its sins—its cruel occupation of
not only China and Korea but also of the Philip-
pines, Indonesia, Singapore, etc., and also the
vivisections, the carnage and the treatment of
fellow Asians as sub-humans. Teaching Japa-
nese students to what depths a creative nation
is capable of plunging when under the spell of
totalitarian indoctrination, as Japan was in the
1930s, would be a good antidote to a repetition
of history. The Japanese plea that only a few
textbooks are at fault and that the government
doesn’t practice censorship is not entirely per-
suasive, but should not be totally disregarded.

But, frankly speaking, China’s constant
drumbeat about Japan’s brutalities more than
60 years ago is also indoctrination. It is a cynical
policy aimed at deflecting anger away from the
Chinese government’s failings. By continuing
to nurse grievances, Beijing has fostered a pa-
thology of victimology that creates problems to-
day and stores up even more for the future. This
weekend’s events did not happen in a vacuum.

All Japan did after the end of the war in
1945, after all, was turn pacifist, give millions

of dollars in aid to its former victims and create
wealth and products that the entire region bene-
fited from. If post-war leaders have not apolo-

gized for their prede-
cessors’ transgres-
sions to the satisfac-
tion of China’s authori-
ties, their actions have

spoken louder than words.
What China’s leaders did after what its text-

books describe as “Liberation”—that is, the com-
munist takeover in 1949—is not as pretty a story.
Dissent was crushed, ill-conceived economic poli-
cies led to the death of some 30 million people dur-
ing the faminecaused by the1959-1961 Great Leap
Forward, and people’s lives were wrecked during
the fanatical Cultural Revolution in the 1960s.

Not that you’d get much of an understanding
of this from China’s textbooks. Though there has
beensome mention of the excesses of the Cultural
Revolution since Deng Xiaoping came to power,
history bookshave very little on the1959-1961 fam-
ine. The Tiananmen Square massacre, mean-
while, is given only terse treatment and is de-
scribed in textbooks as “the restoration of calm.”

The Sino-Japanese war in the 1930s receives
far more attention in Chinese textbooks than
any of these events, though (or, rather, be-
cause) these are far more recent and Chinese
society would benefit far more from an in-
depth look at past misrule.

But the Japanese aren’t the only people with
cause for complaint. Koreans last year saw fit to
lodge a protest when Chinese textbooks began
to describe a part of North Korea as having been
“an administrative region” of China in the Mid-
dle Ages. North Korea’s invasion of the South in
1950, which sparked the three-year Korean War,
is also ignored. Instead, the war was caused by
“an invasion of Korea by the imperialist United
States,” according to a Chinese textbook.

The misrepresentations of America are in
fact so egregious that no less a figure than U.S.
President George W. Bush decided to speak out
about them when he was last in China in 2002.
In a talk to students at Tsinghua University,
Mr. Bush said, “as America learns more about
China, I am concerned that the Chinese people
do not always see a clear picture of my country.
My friend the Ambassador to China tells me
some Chinese textbooks talk of Americans bul-
lying the weak and repressing the poor.

“Another Chinese textbook, published just
last year, teaches that special agents of the FBI
are used to repress the working people. Now,
neither of these is true,” the president added.

China is no longer the chaotic state of the
Great Leap Forward or the Cultural Revolu-
tion. But especially because it is gaining in glo-
bal importance, its government has a special
responsibility to make sure that its citizens un-
derstand the world as it is, and are not moti-
vated by feelings of resentment. Before harp-
ing on about Japan, Chinese leaders should
look at their own interpretations of history.
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